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TO:  Members  of  the  Subcommittee  on  Aviation 

FROM:  Committee's  Aviation  Staff 

RE:  SUMMARY  OF  SUBJECT  MATTER  for  Aviation  Subocnnmittee  hearing  on 

FINANCIAL  CWttHTION  OF  THE  AIRLINE  INDUSTRY 


During  the  past  three  years,  the  airline  industry  has  suffered  unprecedented  financial 
losses  of  more  than  $8  billion.  All  but  one  major  airline  (SouthwesO  have  sustained 
substantial  losses  during  this  period.  The  financial  problems  have  caused  significant  increases 
in  concentration  in  the  industry.  Three  major  carriers.  Eastern.  Pan  Am.  and  Midway  have 
been  liquidated  in  bankruptcy  proceedings  and  three  other  major  carriers.  TWA. 
Continental  and  America  West  are  trying  to  reorganize  in  Chapter  11  bankruptcy 
proceedings.  If  financial  cooditicms  do  not  improve  soon,  other  major  airlines  may  be  forced 
into  Chapter  IL 

The  industry's  financial  difficulties  are  generally  believed  to  have  been  caused  by  the 
worldwide  economic  recession,  increases  in  the  price  of  fuel  during  the  Gulf  War.  loss  of 
traffic  from  fears  of  terrorism  related  to  the  bombing  of  Pan  Am  103  and  the  Gulf  War. 
increased  interest  expenses  from  leveraged  buyouU  and  acquisitions  during  the  1980s  (such  as 
the  LBOs  involving  Northwest  and  TWA),  and  excessive  aircraft  capacity  in  relation  to 
demand.  The  excea  capacity  developed  when  the  *Big  3*  carriers.  Americu.  United,  and 
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E)elta.  apparently  misjudged  future  traffic  growth  and  expanded  their  fleets  by  44S  aircraft 
between  1988  and  1992,  a  period  when  traffic  did  not  grow  significantly.  The  flattening  of 
traffic  growth  was  a  change  from  the  prior  five  years  when  traffic  had  grown  by  43%.   In 
1992  the  industry  began  a  major  effort  to  restore  profitability  by  cancelling  aircraft  orders 
and  cutting  expenses. 

The  recent  financial  difficulties,  combined  with  earlier  mergers  and  carrier  failures, 
have  produced  a  significant  decline  in  the  number  of  major  airlines  in  the  industry.  Of  the 
22  major  airlines  which  were  started  after  deregulation,  only  one  now  survives,  and  that 
carrier  is  in  Chapter  11.   The  market  share  of  the  top  8  carriers  in  the  industry  has  increased 
from  74%  in  1983  to  over  95%  today. 

The  reduction  in  the  number  of  competitors  raises  serious  questions  of  whether  there 
will  continue  to  be  enough  competition  to  sustain  the  low  fares  and  other  consumer  benefits 
of  airline  deregulation.  In  addition,  the  recent  losses  of  hundreds  of  millions  of  dollars  by 
the  strongest  and  largest  carriers.  American.  E)slta,  and  United,  raises  questions  of  whether 
these  carriers  will  have  the  financial  resources  to  modernize  their  fleets  and  continue 
providing  the  type  of  service  and  levels  of  employment  that  they  do  today. 

In  this  context,  the  Subcommittee  hearings  will  examine  the  financial  condition  of  the 
airline  industry,  with  emphasis  on  the  following:  1)  whether  there  is  likely  to  continue  to  be 
enough  competition  to  sustain  the  benefits  of  deregulation.  2)  whether  the  industry's 
financial  difficulties  will  affect  its  ability  to  modernize  its  fleet,  levels  of  employment,  and 
the  quality  of  service  provided  the  public,  and,  3)  whether  any  legislative  or  regulatory 
action  should  be  taken  to  improve  the  industry's  financial  condition,  enhance  competition,  or 
protect  consumers. 
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L         THE  AIRLINE  DESECULAJVXi  ACT  OF  197& 

Before  1978.  the  airline  industry  was  regulated,  with  the  markets  that  airlines  served 
and  the  fares  they  charged  determined  by  the  Civil  Aeronautics  Board.  Government 
regulation  was  expected  to  ensure  that  the  public  received  good  service  at  reasonable  fares, 
and,  at  the  same  time,  prevent  "excessive"  competition,  which  would  result  in  financial  losses 
threatening  the  survival  of  major  airlines. 

The  Airline  Deregulation  Act  of  1978  ended  most  government  economic  regulation 
and  gave  the  airlines  freedom  to  determine  their  markets  and  fares.  At  the  time  of 
deregulation,  there  was  a  widespread  belief  that  free  market  competition  could  do  a  better 
job  than  government  regulation  of  providing  the  best  possible  service  for  the  public 

Deregulation  depends  on  effective  competition.  The  theory  of  deregulation  is  that 
when  a  carrier  begins  to  abuse  its  position  by  charging  excessive  fares  or  providing  poor 
service,  another  airline  (a  new  carrier  or  an  existing  carrier  expanding  service)  wiU  enter  the 
market  and  compete  by  offering  lower  fares  or  improved  service. 

n.        CONSUMER  BENEFITS  OF  TXSEOlJUiTlON 

Most  evaluations  of  deregulation  have  ccmduded  that  it  has  provided  substantial 
benefits  to  consumers.  There  is  much  less  agreement  about  whether  these  benefits  are  likely 
to  continue  in  the  face  of  a  continuing  decrease  in  the  number  of  major  airlines. 

A  major  consumer  benefit  of  deregulation  has  been  low  fares.  In  1977.  the  average 
passenger  fare  was  &42  cents  per  mile.  In  1992.  it  was  12.58  cents  per  mile,  an  increase  of 
49%.  During  this  period,  the  Consumer  Price  Index  rose  by  131%.  The  1992  fares  are  only 
2%  above  the  1981  fares,  despite  a  54%  increase  in  the  CPI  during  this  period. 


The  benefits  of  low  fares  have  been  widely  distributed.  Data  collected  by  the  Air 
Transport  Association  shows  that  in  1992,  88%  of  the  domestic  air  trips  involved  some  form 
of  discount,  with  an  average  discount  from  full  fare  of  61%. 

Studies  by  the  Department  of  Transportation  and  others  have  also  shown  that  under 
deregulation,  service  to  the  public  has  increased.  On  the  average,  cities  of  all  sizes  have  more 
service  now  than  before  deregulation,  and  many  more  markets  have  competitive  service.  For 
example,  a  Department  of  Transportation  study  showed  that  in  1979,  28%  of  all  passengers 
travelled  in  markets  served  by  three  or  more  carriers,  while  in  1988,  SS%  of  passengers 
travelled  in  these  markets.  A  study  by  the  Brookings  Institute  concluded  that  lower  fares 
and  increased  service  under  deregulation  were  producing  consumer  benefits  of  S6  billion  a 
year. 

Further  details  on  the  benefits  of  deregulation  may  be  found  in  the  Summary  of 
Subject  Matter  for  the  Febuary  1991  hearings  on  the  condition  of  the  industry.  Copies  of 
this  document  and  other  documents  dted  in  this  summary  may  be  obtained  from   . 
Subcommittee  staff  (Ext.  5-9161). 

m.      INCLINE  IN  NUMBER  OF  COMPETITORS 

When  deregulation  was  enacted  in  15>78,  it  was  generally  believed  that  there  would  be 
an  increase  in  the  number  of  competitors.  The  success  of  unregulated  small  intra-state 
airlines,  such  as  PSA  and  Southwest,  in  competing  against  larger  regulated  carriers  suggested 


Studies  by  the  Department  of  Transportation  and  the  General  Accounting  Office  have 
concluded  that  fares  at  airports  with  limited  competition,  particularly  hub  airports  (an 
airport  where  an  airline  provides  banks  of  connecting  flights)  tend  to  be  15-25%  higher  then 
fares  at  airports  where  there  is  more  competition.  A  recent  GAG  report  concludes  that  fares 
from  small  cities  without  competition  to  hub  airports  without  competition  average  42%  more 
than  fares  between  the  same  types  of  cities  with  competition.  Some  airlines  have  developed 
studies  concluding  that  fares  at  hub  airports  are  not  tiigher  than  fares  at  non-hubs. 
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that  the  optimum  size  of  an  airline  was  relatively  small,  and  that  large  airlines  would  not  be 
flexible  enough  to  respond  to  competition. 

In  the  early  years  of  deregulation,  this  theory  seemed  to  be  working  as  many  new 
competitors  entered  the  industry.  Between  1978  and  1983.  the  market  share  of  the  top  eight 
carriers  decreased  from  81%  to  74%. 

In  the  mid-1980s  the  Uend  reversed.  The  new  entrants  and  a  number  of  smaller 
pre-deregulation  airlines  encountered  financial  difficulties  and  either  failed  or  merged.  Of 
the  22  major  new  entranU  since  deregulation,  only  one  has  survived:  the  others  either  failed, 
were  acquired  by  other  carriers,  or  changed  to  commuter  service.  As  a  result,  the  market 
share  of  the  top  8  carriers  in  the  industry  increased  from  74%  of  revenue  passenger  miles  in 
1983  to  over  95%  today.  The  market  share  of  the  top  four  carriers  now  is  68%.  Table  1 
summarizes  trends  in  industry  concentration.   - 


Table  1 

Airline  Market  Shares 
Revenue  Plane  Miles 


12Z8 

Largest  3 

42% 

Largest  4 

S3% 

Largest  5 

£3% 

Largest  6 

73% 

Largest  8 

a% 

lass  1SS2 

3S%  56% 

45%  68% 

54%  77% 

62%  85% 

74%  96% 


Moreover,  at  this  time  there  are  questions  about  the  ability  of  some  of  the  remaining 
major  carriers  to  survive.  Three  major  carriers.  Continental,  TWA.  and  America  West,  with 
a  combined  18%  of  industry  traffic,  are  in  Chapter  11  bankruptcy.  Two  other  carriers. 
Northwest  and  USAir,  with  a  combined  20%  of  industry  traffic  have  experienced  severe 
financial  difficulties,  which  have  raised  the  possibility  of  Chapter  11  if  their  losses  continue. 

A  list  of  major  airlines  and  their  market  shares  is  set  forth  below. 


Table  2 


Market  Share  of  Major  Airlines  1992 
(byRPMs) 


American 

201% 

United 

19.1% 

Delta 

16.7% 

Northwest 

123% 

Continental 

9.0% 

USAir 

7.4% 

TWA 

6.5% 

Southwest 

2.8% 

America  West 

25% 

There  is  a  great  concern  that  if  the  industry  is  reduced  to  three  or  four  major 
airlines,  those  airlines  will  stake  out  separate  markets  and  try  to  maximize  profits  by 
refraining  from  strong  competition  in  each  other's  major  markets.  On  the  other  hand,  some 
believe  that  even  three  or  four  airlines  would  provide  sufficient  competition,  particularly  in 
view  of  the  recent  "globalization"  of  airlines,  in  which  airlines  of  several  countries  are 
joining  together  to  develop  global  transportation  networks. 


IV.      PRIOR  SUBCOMMITTEE  ACTION  TO  ENHANCE  C0MPET1TK»I 

The  Subconunittee  has  been  highly  concerned  about  the  decline  in  competition.  Since 
the  mid-1980s,  the  issue  has  been  discussed  at  a  number  of  hearings,  and  legislation  has  been 
developed  to  enhance  competition.  Although  several  bilk  developed  by  the  Committee 
passed  the  House,  none  of  these  bills  were  passed  by  the  Senate,  in  the  face  of  veto  threats 
by  the  Reagan  and  Bush  Administrations. 

Subcommittee  hearings  indicated  the  following  causes  for  the  decline  in  the  number 
of  competitors: 

o         In  the  mid-1980s,  the  Department  of  Transportation  approved  all  ten  proposed 
mergers  between  major  air  carriers,  including  mergers  which  the  Department  of 
Justice  recommended  be  disapproved. 

o         During  the  1980s,  the  two  largest  air  carriers.  United  and  American,  gained 
monopoly  powers  over  the  Computer  Reservation  Systems  (CRS)  used  by  travel  agents 
to  obtain  schedule  and  fare  information  and  write  tickets.  United  and  American  took 
advantage  of  their  monopoly  powers  to  divert  hundreds  of  millions  of  dollars  a  year 
from  their  competitors.  The  practices  resulting  in  this  diversion  included  designing  the 
CRS  so  that  it  would  be  easier  to  obtain  reliable  information  and  make  bookings  on 
the  airline  owning  the  CRSs.  and  charging  other  airlines  excessive  fees  to  have  their 
tickets  sold  through  the  CRS  system.  The  Subconunittee  devoted  many  years  to 

studying  the  CRS  problem  and  in  1992  developed  legislation  which  was  passed  by  the 

2 
House  but  did  not  pass  the  Senate  in  the  face  of  veto  threats. 


^  For  more  detail  on  the  CRS  issue,  see  Conunittee  Report  102-724, 102nd  Congress,  2nd 
Session. 


o         The  Reagan  Administration  decided  to  allow  'slots'  (take  off  and  landing 
rights)  at  four  high  density  airports  (O'Hare,  Washington  National.  LaGuardia  and 
Kennedy)  to  be  sold  by  the  airline  that  was  holding  the  slot  at  the  time.  These 
incumbent  airlines  had  not  paid  to  obtain  the  slots  from  the  government  This 
buy-sell  system  allowed  the  larger  airlines  to  refuse  to  sell  slots  at  reasonable  prices 
to  prospective  competitors,  and  to  outbid  other  airlines  for  slots  which  were  offered 
for  sale. 

o         The  Reagan-Bush  Administration  allowed  airlines  to  sell  international  aviation 
routes,  which  they  had  been  awarded  at  no  expense,  to  the  highest  bidder.  This  policy 
enabled  the  largest  domestic  airlines.  United,  American,  and  Delta,  to  increase  their 
dominance  by  purchasing  major  international  routes  from  Pan  Am  and  TWA.  The 
Subcommittee  leadership  developed  legislation  to  equalize  the  opportimities  for 
smaller  carriers  to  buy  these  routes,  and  large  blocks  of  slots,  but  the  legislation  was 
stalled  by  large  airline  and  Administration  opposition. 

o         The  large  airlines  had  the  resources  to  obtain  the  large  blocks  of  gates  and 
other  facilities  necessary  to  develop  hubs.  Other  carriers  found  it  difficult  to  compete 
with  the  strong  hub  carriers  that  could  offer  passengers  connecting  service  through 
the  hub  to  a  wide  variety  of  destinations.  The  large  hub  carriers  frequently  had 
competitive  advantages  from  their  frequent  flier  programs  offering  'free'  travel  to  a 
wide  variety  of  destinations,  and  their  sophisticated  'yield  management'  computer 

programs  which  enabled  them  to  precisely  target  fare  competition  against  new 

3 
competitors. 


Further  discussion  of  these  competitive  advantages  may  be  found  m  the  Subcommittee's 
1969  hearings  on  The  Adequacy  or  Competition  in  the  Airline  Industry,  101-24. 


o         Some  of  the  carrier  failures  can  be  attributed  to  poor  management  decisions, 
including  too  rapid  expansion,  acquiring  excessive  debt  in  connection  with  leveraged 
buyouts  or  acquisitions,  and  'fare  wars'  resulting  in  fares  which  didn't  cover  costs. 
The  difficulties  created  by  these  decisions  were  accentuated  by  the  external  problems 
of  worldwide  recession,  fuel  price  increases,  and  war.  which  all  carriers  have 
encountered  from  1990  to  date. 

In  1989.  the  Subcommittee  developed  legislaticm  to  give  DOT  power  to 
disapprove  leveraged  buyouts  which  threatened  a  carrier's  financial  viability.  The 
legislation  passed  the  House,  but  was  not  acted  upon  by  the  Senate. 

V.        INDUSTRY  FINANCIAL  RESULTS 

During  the  first  eleven  years  of  deregulation.  1979-1989.  the  scheduled  airlines 
financial  results  varied  with  general  economic  additions,  as  had  been  the  case  when  the 
industry  was  regulated.  As  indicated  in  Table  3.  the  industry's  financial  results  ranged  from 
a  loss  of  $91S  million  in  1982  to  a  net  profit  of  $L7  billion  in  1988.  Overall  during  this  eleven 
year  period  profits  exceeded  losses. 
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TaUeS 

Scheduled  Airlines  Met  Profits, 
197^1989 


1979 

$  346.84S.000 

1980 

$  17,414.000 

1981 

$  (300.826.000) 

1982 

$  (915.814.000) 

1983 

$  088.051.000) 

1984 

$  824.668.000 

1985 

S  862.715.000 

1986 

$  (234.909.000) 

1987 

S  593.398.000 

1988 

$1,685,599,000 

1989 

$  127.902.000 

In  1990.  the  industry's  financial  results  deteriorated.  1990  was  the  worst  year  the 
industry  has  ever  experienced,  and  the  results  since  then  have  been  almost  as  bad. 


Table  4 

Scheduled  Airlines  Net  Profits. 
1990-1992 

1990  ($3,921,002,000) 

1991  ($1,869,974,000) 

1992  ($2,400,000,000  est.) ' 


The  losses  shown  on  industry  financial  statements  totalled  more  than  $4  billion  (see 
individual  carrier  totals  in  Table  5).   About  $2  billion  of  this  loss  arises  from  a  one-time 
accounting  write-off  by  some  carriers  of  estimated  costs  of  providing  health  insurance  to 
future  retirees. 
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During  this  three  year  period,  all  major  carriers  except  Southwest  have  suffered 
losses.  The  net  income  of  the  individual  major  carriers  is  set  forth  below: 
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TableS 


Ma jw  Airline  Rtumdal  Kenlta 
198»-1992 


Caniex 

1282 

12SQ 

1991 

1992 

American 

$423400.000 

($76,777,000) 

($165,422,000) 

($935,000,000)  e 

Continental 

($3,059,000) 

($1,236,387,000) 

($340,915,000) 

($125,300,000) 

Delta 

$473,174,000 

($154,033,000) 

($239,475,000) 

($546,800,000) 

Eastern 

($822,315,516) 

($1,115,907,999) 

a. 

America  West 

$20,017,616 

($74,670,994) 

($222,016,114) 

($131,800,000) 

Northwest 

$355,247,000 

($10,414,000) 

($3,099,000) 

($183,000,000)  d 

Pan  American 

0414,730,000) 

($638,074,000) 

($283,056,000) 

b. 

Southwest 

$71,391,399 

$47,082,866 

$26,082,866 

$27,170,000 

Trans  World 

($298,547,053) 

($237,563,678) 

$34,550,578  c 

RoulUDot 

United 

$358,088,000 

$95.75i5467 

($335,344,000) 

($956,800,000)  e 

US  Air 

($137,652,000) 

($410,748,000) 

($259,998,066) 

($1,230,000,00)  e 

Notex 


Ceased  operations 

Ceased  operations 

Profit  occurred  because  of  asset  sales.  Operations  were  unprofitable. 

Northwest's  losses  do  not  include  interest  payable  on  debt  issued  to  finance 
Northwest's  leveraged  buyout  This  data  u  not  publicly  reported.  When  these 
interest  costs  are  included.  Northwest's  losses  are  about  $1  tnllion  during  the  1990-1992 
period. 

The  1992  results  for  some  carriers  include  a  one-time  charge  for  health  benefits  which 
will  have  to  be  paid  to  retirees  in  the  future.  For  United  and  American,  these  charges 
account  for  about  $600  millicm  of  their  1992  losses,  and  for  USAir  about  $848  million. 
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VI.      CAUSES  OF  INDUSTRY'S  FINANCIAL  DIFFICULTIES  1990-1992 

A  number  of  factors  have  been  dted  as  the  cause  of  the  industry's  financial 
difficulties. 

L         Reoexrioo 

Historically,  airlines  have  always  been  a  cyclical  industry  or,  more  colloquially 
*When  the  economy  gets  a  cold,  the  airlines  get  pneumonia."  Travel  whether  business  or 
discretionary  is  one  of  the  first  expenses  businesses  and  families  reduce  when  the  economy 
goes  sour.  The  worldwide  recession  of  the  early  1990s  has  been  a  major  cause  of  the 
industry's  poor  financial  results. 

2.  Gulf  War  and  Terrorism 

The  Gulf  War  created  special  problems  for  the  airlines.  First,  the  war  caused  a 
dramatic  although  short  term  increase  in  fuel  costs  between  July  and  December  1990. 
During  this  period,  the  average  cost  of  fuel  per  .gallon  for  domestic  service  rose  from  57 
cents  a  gallon  to  S1.09  a  gallon.  After  that  date,  fuel  costs  declined  to  60  cents  a  gallon  in 
July  1991.  The  Air  Transport  Association  estimates  that  the  1990-91  "spike"  in  fuel  costs 
imposed  S4  billion  of  added  costs  on  the  industry.  Currently,  fuel  costs  are  about  64  cents  a 
gallon. 

The  airlines  also  experienced  a  loss  of  traffic,  particularly  international  traffic, 
because  of  concerns  over  terrorism  arising  from  the  bombing  of  Pan  Am  103  in  December 
1988  and  the  threat  of  terrorism  during  the  Gulf  War. 

3.  Ifigh  Interest  Costs 

In  the  1980s  some  carriers,  such  as  Northwest.  TWA.  and  USAir  underwent  leveraged 
buyouts  and  mergers  which  greatly  increased  their  debt  and  annual  interest  costs.  In 
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addition,  some  carriers  began  leasing  aircraft  instead  of  taking  on  additional  debt  or  equity 
to  finance  aircraft  purchases.  When  traffic  growth  and  revenues  failed  to  increase  in 
1990-1992  the  carriers  could  not  cover  their  substantially  increased  interest  and  rental 
expense. 

Between  1982  and  1992,  the  major  carriers'  annual  interest  and  rental  expenses 
increased  from  $2.2  billion  in  19S2  to  $81  billion  in  199L  For  these  carriers,  interest  and 
rental  expenses  increased  from  6.4%  of  total  expenses  in  1982  to  13.2%  of  total  expenses  in 
199L 

The  following  tables  describe  these  changes. 
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U.S.  Airline  Interest  &  Rental  Expense 


%  Billion  10 


1982     '63       '84      '85       '86      '87      '88       '89      '90      '91 
2J2       2.3       2.7       3.3       4.2       6.0     6.7       7.2       8.3     8.1 


Prepared  by  Standard  &  Poor 


Table  7 
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U,S.  Airline  Interest  &  Rental  Expense 
As  A  Percentage  Of  Total  Revenues 


%^A 


1982     '83       '84      '85      '86      '87      '88       '89      *90      '91 
6.4        6.4        6.6       7.4        9.1      9.9      11.3      12.1      12.4    13.2 


Prepared  by  Standard  <ft  Poor 
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4.        Dedine  in  Traffic  Growth.  Excess  Capacity,  and  *Low*  Fares 
To  a  considerable  extent,  the  industry's  recent  financial  difficulties  have  been  caused 
by  interrelated  economic  conditions  of  low  (or  negative)  traffic  growth,  and  increases  in 
capacity  which  wefe  excessive  in  relation  to  traffic  This  appears  to  have  left  the  industry  in 
a  position  in  which  fares  cannot  be  set  at  a  level  which  will  generate  enough  revenue  to 
cover  the  costs  of  operating  the  excess  capacity. 

The  airlines  experienced  substantial  growth  in  traffic  in  the  mid-1980s  with  total 
(domestic  and  international)  traffic  growing  43%  in  the  five  year  period.  1983  - 1987.  In  1988. 
the  growth  trend  suddenly  slowed  and  total  traffic  in  1992  was  only  5%  more  than  in  1988. 
The  decline  was  particularly  pronounced  in  domestic  traffic  which  was  lower  in  1991  than  in 
1987.  In  1992.  domestic  traffic  increased,  but  this  appears  to  have  been  attributable  to  fare 
wan  resulting  in  low  fares  attracting  more  traffic  but  little,  if  any.  additional  revenues. 

The  following  Table  shows  traffic  growth  since  1979. 
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TahleS 


Growth  in  Scheduled  Airline  Traffic  of  U.S.  Airlines  (RPM's) 


Percentage  Growth 


15.0%  1 


10.0% 


5.0% 


0.0% 


-5.0%  - 


1 979  1 980  1 981  1 982  1 983  1 984  1 985  1 986  1 987  1 988  1 989  1 990  1 991  1 992 


I  Percentage  Growth 
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The  gocxl  traffic  growth  during  the  mid  1980s  encouraged  the  industry  to  make 
massive  increases  in  capacity,  with  most  of  the  capacity  being  added  by  American,  United 
and  Delta.  Another  factor  which  may  have  motivated  aircraft  purchases  was  federal  and 
local  noise  regulations  requiring  replacement  of  Stage  II  noise  level  aircraft  with  quieter, 
newer  Stage  III  aircraft 

When  traffic  growth  levelled  off  in  1988,  capacity  continued  to  increase.  Between 

1988  and  1992.  American,  United  and  Delta  added  44S  aircraft,  while  the  combined  fleets  of 

other  airlines  were  reduced  by  149  aircraft.  Overall,  the  industry  fleet  increased  by  296 

aircraft  (8%),  during  a  period  when  traffic  was  basically  flat  except  for  temporary,  artificial 

increases  promoted  by  the  fare  wars  of  199Z  As  stated  by  a  leading  financial  analyst: 

"The  real  problem..Js  that  most  airlines  ordered  planes  on 
the  assumption  that  either  traffic  would  keep  growing  or 
bankrupt  airlines  would  shutdown.  In  fact,  neither  has 
happened  and  the  result  is  too  much  capacity.  The  peak  year 
of  aircraft  deliveries  and  capital  spendmg  -  1991.  -  coinaded 
with  the  worst  year  for  air  traffic  The  old  adage  that  airlines 
order  planes  in  the  good  times  and  take  delivery  in  the  bad 
times  was  never  more  true."   Philip  Baggaley.  Standard  A 
Poor's  Creditweek.  December  21, 1991 

The  following  Table  shows  increases  in  capacity  by  carrier: 
Table  9 


Increases  in  Aircraft 
1988-1992 

12^:1222 

American 

37% 

DelU 

43% 

United 

25% 

AU  Others 

-6% 

Total  Industry 

8» 

20 


-20- 


Most  analysts  agree  that  the  industry  now  has  excess  capacity  relative  to  demand.  A 
more  controversial  question  is  whether  fares  are  now  'too  low.'  This  involves  determining 
whether  higher  fares  would  produce  more  revenues,  or  whether  higher  fares  would  cause  a 
disproportionate  loss  of  traffic     It  may  be  the  case  that  there  is  no  fare  level  which  will 
enable  the  industry  to  operate  profitably  at  existing  levels  of  capacity,  operating  expenses, 
and  demand.  The  best  solution  would  be  to  bring  capacity  and  expenses  more  in  line  with 
demand.  Better  economic  conditions  are  likely  to  produce  more  demand,  and  the  carriers 
are  trying  to  reduce  capacity  and  expenses,  but  this  will  take  time. 

Some  of  the  larger  carriers  argue  that  an  important  problem  is  that  the  airlines  in 
Chapter  11  are  depressing  fares  by  initiating  price  wars.  The  argimient  is  that  because  these 
airlines  are  not  subject  to  some  costs  which  other  airlines  must  meet  (such  as  interest  costs), 
the  Chapter  11  airlines  are  inclined  to  start  fare  wars  which  reduce  fares  below  the  most 
desirable  level  This  raises  several  questions  which  will  be  discussed  at  the  hearing. 

L       To  what  extent  are  fare  wars  actually  initiated  by  airlines  in  Chapter  11? 

2.  Do  airlines  in  Chapter  11  (and  other  airlines)  base  their  fare  decisions  primarily 
on  their  costs,  or  do  they  try  to  develop  fares  which  will  maximize  short  term  revenues? 

3.  Given  existing  capacity  and  expenses,  would  the  industry  operate  more 
profitably  if  fare  levels  were  higher? 


It  aeems  to  be  generally  believed  |hat  the  fare  wars  in  the  summer  of  1992  reduced  overall 
revenues  below  uiose  which  would  have  been  realized  at  more  normal  fare  levels. 
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In  the  long  term,  the  airline  industry  is  likely  to  have  extensive  price  competition,  so 
long  as  these  are  enough  competitors  to  prevent  high  prices  from  staying  in  place.  The 
airline  industry  has  high  fixed  costs,  and  has  a  perishable  inventory  of  seats.  This  puts  great 
pressure  on  airlines  to  cut  prices  to  fill  empty  seats  and  help  cover  fixed  costs. 

Vn.     FOREIGN  AIRLINE  FINANCIAL  LOSSES 

The  financial  predicament  in  which  U.  S.  airlines  find  themselves  is  not  limited  to  the 
United  States.  Worldwide,  most  airlines  have  suffered  record  losses  as  welL  In  1990. 
non-U.S.  airlines  lost  approximately  $800  million,  and  in  1991  there  were  approximately  $23 
billion  in  losses.  In  1992.  it  is  estimated  that  foreign  airlines  lost  in  the  neighborhood  of 
$600  million.  While  there  are  certainly  exceptions,  most  analysts  see  foreign  carriers  having 
been  affected  by  the  worldwide  economic  recession,  just  as  VS.  carriers  have  been.  Many 
foreign  carriers  have  had  to  face  the  recession  with  much  higher  cost  structures  than  U.S. 
carriers  and  a  political  inability  to  pare  those  structures  down.  On  the  other  hand,  there 
have  been  some  instances  of  direct  government  subsidies  or  loans  to  assist  a  national  earner 
through  this  difficult  period. 

VIU.   EFFECTS  OF  INDUSTRY'S  FINANCIAL  DIFFICULTIES 
A.        Effects  on  Industry  Employment 

The  economic  difficulties  of  the  1990s  have  caused  some  loses  in  overall 
industry  employment.  During  the  1980s,  industry  employment  declined  during  the 
recession  of  the  early  1980s  but  then  increased  from  329.000  employees  in  1983  to 
546.000  in  1990.  In  1991.  employment  declined  to  534.000  and  in  1992  there  was  an 
increase  to  541.000  employees.  If  conditions  do  not  improve  there  is  likely  to  be 
further  reduction  in  employment.  In  1992,  and  early  1993  several  of  the  larger 
carriers  announced  employee  reductions:  United  plans  to  lay  off  3%  of  its  workforce 
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in  January  1993;  American  laid  off  66S  management  staff  in  1992;  and  Northwest 
plans  of  furloughs  of  1.043  employees  in  early  1993. 

B.        Effects  on  Aircraft  Manufacturing 

During  the  1980s,  the  U.S.  airline  industry  (as  well  as  the  world  wide  industry) 
undertook  a  program  to  greatly  expand  its  fleet  in  order  to  accommodate  expected 
passenger  traffic  growth  for  the  balance  of  the  century.  In  1983,  firm  orders  for 
future  aircraft  deliveries  totaled  278.  By  1990.  firm  orders  for  future  aircraft  had 
grown  almost  five-fold  to  1.324.  Beyond  firm  orders,  options  or  contracted  intentions 
to  buy  aircraft  also  swelled  by  similar  numbers  and  proportions.  In  1990.  a  total 
Z748  aircraft  were  under  firm  order  or  option  for  future  delivery. 

As  a  result  of  these  orders,  aircraft  emerged  from  production  lines  at  the 
world's  aircraft  and  engine  manufacturing  centers  in  record  numbers,  and  in  1990 
there  was  a  backlog  of  future  aircraft  orders  exceeding  $200  billion.  In  the  late  1980s, 
demand  for  new  aircraft  was  so  high  that  there  was  a  five  year  wait  for  delivery 
from  the  time  an  order  was  placed,  and  a  healthy  market  in  aircraft  delivery 
positions  developed. 

However  in  1990.  with  the  full  <Hiset  of  the  airlines'  financial  crisis,  the  airlines 
began  to  cut  back  on  their  expansion  programs.  Hrm  VS.  orders  for  future  aircraft 
dropped  from  the  high  water  mark  of  1.324  in  1990  to  U60  in  199L  And  outstanding 
orders  at  the  end  of  1992  were  down  to  1.005. 
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Actual  annual  delivery  of  new  aircraft  to  the  U^.  airline  industry,  which  was 
approximately  800  in  1992.  is  expected  to  decline  to  below  SOO  in  1995  and  to  as  low  as 
300  in  1996. 

While  some  of  this  anticipated  drop  off  in  deliveries  is  the  natural  playing  out 
of  the  1980s  buying  surge,  airlines  are  also  making  reassessments  of  future  aircraft 
needs  in  light  of  lower  anticipated  growth  for  the  balance  of  the  century.  These 
reassessments  have  led  to  some  cancellations  and  deferrals  of  aircraft  orders  and 
options.  In  November  1991,  American  Airlines  deferred  $S2  billion  of  aircraft  for 
delivery  in  1993  and  1994  into  1995  and  beyond.  This  meant  the  deferral  and 
cancellation  of  near-term  options  on  93  aircraft  The  American  deferral  and 
cancellation  represented  a  cut  of  one  forth  of  its  planned  aircraft  procurement  for 
1993  and  1994.  In  January  1992,  United  Airlines  cancelled  122  orders/options 
amounting  to  S2  billion.  Delta  deferred  jSl  billion  in  Douglas  and  Boeing  orders  in 
September.  In  December  1992.  Northwest  Airlines  cancelled  40  Boeing  7S7s  and  SO 
Airbus  aircraft  for  a  total  of  $5  billion  in  firm  orders.  Northwest  at  the  same  time 
delayed  another  $3  billion  worth  of  future  options.    This  followed  a  deferral  by 
Northwest  of  30  Airbus  aircraft  in  September.  While  these  cancellations  and 
deferrals  are  relatively  small  compared  to  the  overall  backlog  of  orders,  the  concern 
is  that  this  is  the  beginning  of  a  trend  which  will  accelerate  if  US.  airline  finances  do 
not  begin  to  improve  soon. 

There  have  been  smaller  order  cancellations  by  other  airlines,  bringing  the 
total  of  aircraft  order  cancellations  and  near-term  deferrals  by  U.S.  carriers  is 
approximately  S16  billion.  Because  of  this,  employment  is  now  being  reduced  in  the 
manufacturing  sector. ,  In  1992,  Boeing  laid  off  4,700  people  most  of  whom  were 
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assodated  with  commercial  aircraft  products.  In  late  January,  Boeing  announced 
significant  production  cutbacks  (40%  in  the  767  program;  41%  in  the  757  program) 
which  will  lead  to  an  employment  reduction  in  the  range  of  15,000  -  20,000.  Similarly, 
Pratt  and  Whitney  laid  off  10,000  employees  in  January.  Douglas  aircraft  also 
recently  announced  a  cut  in  its  dvil  aircraft  workforce  of  10%  or  8,700  people. 

A  further  example  of  how  the  airlines  financial  difficulties  are  affecting  the 
airlines'  fleets  is  the  record  number  of  aircraft  that  are  simply  being  taken  out  of 
service  and  placed  in  storage.  In  1992,  over  800  air  carrier  aircraft,  including  some 
right  off  the  assembly  line,  were  in  storage. 

Most  observers  and  analysts  do  not  see  a  near-term  return  to  aggressive 
aircraft  acquisition,  because  airlines  are  deciding  that  the  forecasts  of  traffic  growth, 
upon  which  the  aircraft  orders  of  the  1980s  were  made,  assumed  a  great  deal  more 
traffic  growth  than  is  now  anticipated. 

Also,  the  airlines'  current  balance  sheets  and  existing  debt  load  do  not  permit 
borrowing  for  acquisitions  at  reasonable  and  affordable  costs.  Beyond  the  airlines 
own  ability  to  acquire  capital  for  aircraft  purchases,  the  principal  suppliers  (70%)  of 
cajHtal  for  aircraft  acquisitions  in  the  1980s,  Japanese  financiers,  now  have  signiflcant 
difficulties  of  their  own  resulting  from  the  depressed  values  of  Japanese  stock  and 
real  estate.  They  are  now  not  able  to  make  capital  available  for  aircraft  purchases  as 
they  did  in  the  1980s,  so  new  sources  of  large  amounts  of  capital  will  have  to  be 
developed  before  aggressive  acquisition  of  aircraft  can  be  renewed. 
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C        Effects  on  Airline  Service 

The  financial  difficulties  of  the  industry  have  caused  the  airlines  to  reexamine 
all  aspects  of  their  routes  systems  and  service  patterns.  Recently,  some  airlines  closed 
down  or  sc^ed  back  on  hub  operations.  Hubs  have  relatively  high  costs  because  of  the 
need  to  have  facilities,  equipment,  and  personnel  on  hand  to  handle  the  complexities 
of  operating  banks  of  connecting  flights.  Hubs  need  high  volumes  of  traffic  to  cover 
these  costs.  When  expected  traffic  growth  failed  to  materialize  in  the  late  1980s,  some 
hubs  became  heavy  losers.  In  response,  airlines  have  closed  some  hubs  and  cut  back 
on  service  at  others.  For  example,  USAir  stopped  providing  hub  service  at  Dayton, 
and  United  is  drasticaUy  reducing  hub  service  at  Dulles  Airport  as  is  Northwest  at 
Memphis.  American  has  talked  about  closing  down  or  cutting  back  on  service  at  its 
smaller  hubs  such  as  Nashville  and  Raleigh-Durham.  At  other  hubs,  airlines  are 
substituting  commuter  service  with  smaller  aircraft  for  service  with  their  own  jets. 

Although  during  the  1980s,  it  was  always  taken  for  granted  that  hub  service 
was  the  most  efficient  and  profitable  way  for  an  airline  to  operate,  this  theory  has 
now  come  into  question.  Skeptics  of  the  benefits  of  hub  operations  point  out  that  the 
only  profitable  airline  in  the  industry  during  the  last  few  years  has  been  Southwest, 
which  does  not  operate  hubs.  However,  the  consensus  in  the  industry  still  appears  to 
favor  operation  of  hubs. 

Another  possible  trend  in  the  industry  is  to  shift  from  airline  operations  to 
airline  related  businesses.   A  leading  example  of  a  related  business  has  been  airline 
computer  reservation  systems,  which  for  American  and  United  has  been  more 
profitable  than  their  airline.  More  recently  American  has  gone  into  other 
aviation-related  businesses  such  as  providing  administrative  services  for  airlines 
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(induding  accounting,  operations  planning,  and  data  processing).  However,  as  pointed 

out  recently  by  a  leading  financial  analyst.  Julius  Maldutis  of  Salomon  Brothers,  Inc. 

"The  thing  about  AMR's  airline  business  is  that  it  really  is_ 
nothing  more  than  a  loss  leader....Unfortunately  it's  a  big  loss." 

But  they  can't  get^rid  of  the  airline.  Travel  agents 
subscribe  to  the  Sabre   system  because  of  the  strong  marketing 
relationship  they  always  had  with  American....Without 
American.  Sabre  wouldn't  be  as  strong." 


D.        Effects  on  Environmental  Compliance 

Legislation  enacted  in  1991  requires  the  industry  to  phase  out  aircraft  at  Stage 
2  noise  levels  on  a  schedule  developed  by  FAA,  and  replace  these  aircraft  with  Stage  3 
aircraft  by  December  31. 1999.  These  requiremente  will  impose  substantial  expense  on 
the  industry  of  purchasing  new  aircraft,  or  re-engining  or  retrofitting  Stage  2  aircraft 
to  operate  at  Stage  3  levels.  If  the  industry's  financial  difficulties  continue,  there  are 
likely  to  be  proposals  to  extend  the  deadlines  of  the  1991  Act. 

DC      LEGISLATIVE  AND  ADMINISTRATIVE  MEASURES  TO  IMPROVE  INDUSTRY'S 
FINANCIAL  CONDITION 

A  number  of  measures  have  been  proposed  to  improve  the  financial  condition  of  the 

industry.  As  will  be  further  discussed  below,  some  of  these  measures  would  help  all 

members  of  the  industry  to  survive,  while  others  would  be  of  special  benefit  to  either  the 

stronger  or  weaker  carriers.  The  latter  measures  would  thus  enhance  or  detract  from  the 

survival  of  the  largest  number  of  airlines  possible. 


6 

American  Airline's  CRS  system. 
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L  Investment  by  foreign  airlines  and  United  States  airlinrPa 

In  recent  years,  there  has  been  considerable  interest  by  foreign  airlines  in  making 
major  investments  in  United  States  airlines.  In  many  of  these  instances,  the  foreign  airline 
intends  to  be  mor6  than  a  passive  investor  and  also  wants  to  establish  coo;>erative  marketing 
and  operating  arrangements  with  the  United  States  airline.  Frequently  this  involves 
so-called  code-sharing,  in  which  a  flight  operated  by  one  airline  is  also  listed  in  schedules  in 
Computer  Reservation  Systems  as  a  flight  operated  by  another  cooperating  airline.  For 
example,  a  USAir  flight  between  Albany  and  New  York  connecting  to  a  British  Air  flight 
between  New  York  and  London  might  be  listed  in  schedules  as  both  a  USAir  Albany/London 
flight,  and  a  British  Air  Albany/London  flight  Major  foreign  investors  in  U.S.  airlines 
include: 


Table  10 


Foreign  Airline  Ownership 
of  U.S.  Airlines 


Foreign  Airline 
Investor 

U^.  Airline 

Equity  Ownership 

Ansett 

America  West 

20% 

SAS 

Continental 

17% 

JAL 

Hawaiian  Airlines 

20% 

KLM 

Northwest 

49% 

Singapore 

Delta 

5% 

Swissair 

E)elta 

5% 

ElAl 

North  American 

25% 

Air  Canada 

Continental 

27.5% 

British  Air 

USAir 

21.8% 
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Existing  law  pennits  foreign  airlines  to  hold  up  to  25%  of  the  voting  stock  of  a  United 
States  airline.  The  Department  of  Transportation  has  interpreted  the  laws  as  also  imposing  a 
requirement  that  foreign  investors  not  be  in  actual  control  of  the  U.S.  airline.  Generally. 
this  test  has  been  applied  only  in  cases  in  which  there  have  been  some  additional  control 
features  in  the  arrangement  beyond  voting  stock,  such  as  ownership  of  a  large  amount  of 
non-voting  stock,  or  veto  power,  or  special  powers  on  the  Board  of  Directors.  In  the 
interests  of  encouraging  more  investment  by  foreign  airlines  in  United  States  airlines,  it  has 
been  proposed  that  the  25%  voting  stock  limitation  be  increased.  Generally,  these  proposals 
also  contemplate  that  investment  beyond  25%  of  voting  stock  will  be  allowed  only  if  certain 
conditions  are  met,  such  as  reciprocal  opportunities  for  United  States  airlines  to  invest  in 
airlines  of  the  country  involved,  or  a  liberal,  pro-competitive  agreement  on  aviation  rights 
between  the  two  countries.  Legislation  allowing  additional  foreign  control  was  introduced  in 
the  102nd  Congress  and  was  discussed  at  Subcommittee  hearings,  but  was  never  passed  by  the 
House. 

Although  proposals  for  increased  foreign  investment  in  U.S.  airlines  would  permit  this 
investment  in  stronger  as  well  as  weaker  airlines,  the  proposals  are  generally  advanced  as  a 
means  for  helping  the  weaker  airlines  to  survive.   In  some  instances,  the  antitrust  laws 
would  prevent  agreements  between  major  foreign  airlines  and  strong  U.S.  airlines  because 
the  two  airlines  are  competitors. 

2.         Changes  in  Tax  Laws 

The  Air  Transport  Association  and  others  have  proposed  changes  in  the  tax  laws  to 
enhance  the  financial  condition  of  the  industry.  A  frequently  advanced  proposal  is  to  repeal, 
or  at  least  suspend,  the  2%  increase  in  the  airline  passenger  ticket  tax  (from  8%  to  10%) 
which  was  enacted  in  1991.  This  2%  tax  reduction  has  the  potential  of  giving  the  airlines 
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about  a  billion  dollars  in  additional  revenues.  The  exact  amount  that  would  be  realized 
would  depend  on  whether,  following  a  tax  reduction,  airlines  would  keep  fares  at  their 
present  level  and  retain  the  added  revenues,  or  reduce  fares  by  some  or  aU  of  the  2%.  If 
they  did  reduce  fares,  there  would  be  some  increase  in  traffic  which  would  produce  added 
revenues  for  the  airlines. 

Other  tax  proposals  involve  an  investment  tax  credit,  encouraging  airline  investment 
in  aircraft.  An  argument  against  an  investment  tax  credit  is  that  the  industry  is  already 
suffering  from  over  capacity  and  added  investment  should  not  be  encouraged.  Another 
possibility  is  an  investment  tax  credit  to  encourage  re-cngjning  of  aircraft  to  comply  with 
noise  regulations. 

Another  frequently  advanced  proposal  is  to  make  changes  in  the  Alternative 
Minimum  Tax  (AMT).  Under  AMT  taxpayers  who  are  not  subject  to  taxes  under  the  basic 
tax  accounting  laws  are  required  to  recompute  their  tax  liability  excluding  certain 
depreciation  and  other  items.  This  has  sometimes  resulted  in  airlines  which  have  lost  money 
under  normal  accounting  procedures  being  required  to  pay  taxes. 

3.         Changes  in  the  Bankruptcy  Laws 

As  discussed  above,  some  airlines  and  others  believe  that  airlines  in  Chapter  11  are  an 
important  factor  in  the  industry's  losses  because  these  airlines  take  advantage  of  their 
reduced  costs  in  Chapter  11  to  begin  fare  wars.  Proposals  to  deal  with  this  situation  include 
requiring  the  Department  of  Transportation  to  revoke  the  certificate  of  airlines  in  Chapter 
11  on  the  basis  of  a  finding  that  these  airlines  cannot  meet  the  statutory  test  that  an  airline 
must  be  "fit.  willing,  and  able"  to  provide  the  service  authorized  by  certificate.  The  theory 
of  this  proposal  is  that  an  airline  which  cannot  pay  its  bills  in  bankruptcy  is  not  "fit". 
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Other  proposals  would  be  to  shorten  the  time  an  airline  is  allowed  to  be  in  Chapter  11. 
or  to  regulate  the  rates  of  airlines  in  Chapter  11  to  limit  their  ability  to  start  price  wars. 

To  the  extent  these  proposals  would  require  the  liquidation  of  airlines,  which  could 
otherwise  survive  through  Chapter  11  reorganization,  these  proposals  would  reduce  the 
number  of  competitors  in  the  industry. 

4.         In^n'ovements  in  Airport  Capacity  and  the  Capacity  of  the  Air  Traffic  Control 
System 

These  proposals  claim  that  inadequacies  in  the  current  system  of  airports  and  air 

traffic  control  are  contributing  to  delays  of  hundred  of  thousands  of  hours  which  produce 

added  operating  costs  of  more  than  a  billion  dollars  a  year  for  the  airlines.  A  considerable 

portion  of  this  delay  could  be  reduced  through  improvement  of  the  airports,  modernization 

of  the  air  traffic  control  system,  and  improvement  in  the  operation  of  the  system  (such  as 

assigning  more  controllers  to  busier  areas).  Suggestions  for  accomplishing  these  resulte 

include  more  federal  funding  for  airports  and  traffic  control  modernization,  and 

reorganizing  FAA  to  improve  its  ability  to  manage  the  air  traffic  control  system  on  a  day  to 

day  basis,  and  its  ability  to  go  forward  with  the  procurement  and  development  necessary  to 

modernize  the  system.  Some  proposals  contemplate  making  FAA  a  quasi  public  corporation, 

which  would  not  be  subject  to  civil  service  laws  and  government  procurement  regulations 

which  are  believed  by  some  observers  to  prevent  FAA  from  managing  the  ATC  system 

effectively. 

5.         Regulatory  and  Other  Administrative  Improvements 

ATA  and  others  believe  airlines  are  subject  to  regulatory  safety  and  security 
requirements  (such  as  drug  testing  and  employee  background  checks)  that  impose  substantial 
coste  on  airlines  without  producing  corresponding  benefits  for  the  public.  Another 
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regulatory  problem  frequently  raised  is  that  some  FAA  regulatory  requirements  apply  to 
U.S.  carriers,  but  not  foreign  carriers,  and  this  may  enable  the  foreign  carriers  to  have  lower 

expenses  or  provide  better  service  (for  example,  in  cases  where  the  foreign  airline  is  not 

7 
required  to  perform  the  same  time  consuming  security  checks  as  the  U.S.  airline). 

X.        EXPECTED  WITNESSES 

The  witness  list  is  still  being  developed.  At  this  time,  we  expect  witnesses  from  the 
Department  of  Transportation,  the  General  Accounting  Office,  the  Air  Transport  Association. 
United  Airlines.  DelU  Air  Lines.  Alaska  Airlines.  Mark  Air.  Airport  Council  International. 
Kiwi  International  Airlines.  American  Association  of  Airport  Executives.  Airline  Pilots 
Association.  National  Organization  to  Insure  a  Sound  Controlled  Environment.  National 
Business  Travel  Association.  Dallas  Fort  Worth  Airport  Authority,  Port  Authority  of  NY  & 
NJ,  and  individual  financial  analysts. 


Another  suggested  improvement  is  to  improve  the  objectives  and  negotiating  strategies 
followed  by  the  U.S.  government  in  negotiation  with  foreign  governments  for  operatmg 
rights  for  our  airlines.  The  Subcommittee  plans  extensive  hearings  on  these  issues  in  the 
near  future. 


FINANCIAL  CONDITION  OF  THE  AIRLINE 
INDUSTRY 


WEDNESDAY,  FEBRUARY  17,  1993 

House  of  Representatives, 
Subcommittee  on  Aviation, 
Committee  on  Public  Works  and  Transportation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2165,  Rayburn  House  Office  Building,  Hon.  James  L.  Oberstar 
(chairman  of  the  subcommittee)  presiding. 

Mr.  Oberstar.  The  Subcommittee  on  Aviation  will  please  come 
to  order. 

Today  we  begin,  again,  hearings  on  the  financial  condition  of  the 
airline  industry,  a  subject  this  subcommittee  has  visited  and  revis- 
ited in  the  past. 

Is  deregulation  of  the  airline  industry  fulfilling  the  promise  that 
attended  its  passage  by  Congress  in  1978,  or  is  it,  in  the  words  of  a 
small-town  airport  manger,  "Like  being  gored  by  somebody  else's 
ox"? 

That  question  was  asked  at  a  conference  on  airline  deregulation 
in  Minneapolis — in  1981,  a  conference  in  which  a  speaker  said 
"This  industry  has  more  seats  flying  nowadays  than  passengers  to 
fill  them."  Because  of  recession,  high  interest  rates  and  fierce  fare 
wars  brought  on  by  increased  competition,  four  or  five  airlines  are 
considered  to  be  on  the  verge  of  bankruptcy. 

"We  need  some  failures,  as  gross  as  that  sounds,"  said  one  speak- 
er. "If  we  lose  four  or  five  carriers,  we  can  bring  that  overcapacity 
down." 

An  airport  operator  responded 

Failure  of  an  established  carrier  can  have  a  domino  effect  throughout  the  air 
transport  industry,  the  aerospace  industry  and  the  whole  economy.  The  harmful  ef- 
fects of  recession  and  high  fuel  prices  pale  in  comparison  to  the  destructive  competi- 
tion in  the  industry  today.  At  some  point,  aggressive  competition  turns  a  corner  and 
becomes  a  curse. 

Those  words  were  spoken  in  1981.  You  could  have  said  it  yester- 
day. I  said  it  today  to  remind  us  what  this  hearing  is  all  about.  It  is 
about  the  tug-of-war,  the  push  and  pull  between  those  who  believe 
fiercely  that  deregulation  was  a  good  idea  and  those  who  think  it 
was  a  bad  idea,  between  those  who  see  this  industry  in  decline  and 
those  who  see  it  on  the  cusp  of  growth,  between  those  who  are 
fierce  advocates  of  aviation  and  want  it  to  succeed  and  those  who 
are  just  as  fierce  advocates  of  aviation  and  are  fearful  that  current 
policies  are  bringing  this  industry  to  the  brink  of  destruction. 
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During  the  past  12  years  of  my  Chairmanship  and  Ranking  Mi- 
nority Member,  Bill  dinger's  participation  with  me  in  this  subcom- 
mittee— and  our  full  Committee  Chairman  Norm  Mineta,  who  pre- 
viously served  as  Chairman  of  the  Aviation  Subcommittee — we 
have  held  numerous  and  comprehensive  hearings  on  the  subject  of 
the  financial  condition  of  the  airlines,  on  aviation  in  general,  and 
on  all  the  parts  that  contribute  to  this  whole. 

We  have  passed  remedial  legislation — in  this  subcommittee,  in 
the  full  committee  and  through  the  House  of  Representatives — to 
address  some  of  the  problems  of  competition  and  survival  of  avia- 
tion, but  that  legislation  invariably  stalled  in  the  Senate,  in  large 
part  because  of  veto  threats  by  both  the  Reagan  and  Bush  Adminis- 
trations, but  also  because  of  the  inability  of  the  other  body  to  act, 
due  to  filibuster  threats. 

Two  examples  are  legislation  we  passed  to  regulate  leveraged 
buyouts  and  the  computer  reservation  systems.  Had  those  bills 
been  enacted  when  they  were  needed,  I  believe  that  past  three 
years  would  have  been  less  damaging  for  the  airline  industry  and 
its  employees. 

Today,  at  the  threshold  of  a  new  administration,  willing  to  act, 
willing  to  be,  if  you  will,  interventionist,  we  hope  that  our  efforts 
will  not  be  in  vain,  that  it  will  be  possible  to  take  effective  action 
to  deal  with  airline  problems  that  threaten  not  only  the  airlines, 
but  the  communities  dependent  upon  the,  the  airports  which  give 
them  the  strength  to  survive,  and  jobs  in  the  aircraft  manufactur- 
ing sector. 

We  want  to  be  concerned  about  the  deterioration  of  quality,  the 
price  of  airline  service,  and  the  impairment  of  the  ability  of  air- 
lines to  modernize  their  fleets  and  to  comply  with  environmental 
deadlines. 

This  is  a  $600  billion  sector  of  our  national  economy.  It  repre- 
sents an  enormous  impact  upon  America  at  home  and  abroad  and 
upon  our  ability  to  compete  as  a  nation. 

To  begin  with,  I  would  like  to  place  the  issues  in  context.  Air- 
lines lost  $8  billion  in  the  last  three  years,  more  than  the  combined 
losses  in  this  industry  in  70  years.  The  number  of  competitors  has 
declined.  The  market  share  of  the  top  eight  airlines  has  gone  from 
80  percent  in  1978  to  over  95  percent  today.  One-fifth  of  the  indus- 
try s  capacity  is  in  Chapter  11  bankruptcy  and  there  is  a  rising 
chorus  of  "Deregulation  has  failed.  We  have  to  try  something  else." 
(A  day  doesn't  pass  that  I  walk  on  the  House  floor  and  another  of 
my  colleagues  says  "Isn't  it  time  to  re-regulate?") 

Deregulation  of  airline  service  and  fares — that  is,  leaving  it  to 
the  marketplace  to  determine  which  cities  to  serve  and  what  fares 
to  charge — has  brought  substantial  benefits  to  airline  consumers.  If 
you  look  over  the  whole  history  [of  deregulation],  there  has  only 
been  a  two  percent  increase  in  average  fares  since  1981;  during 
that  same  time  frame,  the  consumer  price  index  increased  54  per- 
cent. Compared  to  1978,  twice  as  many  passengers  now  travel  in 
markets  where  three  or  more  carriers  compete. 

So,  I  don't  think  it  can  be  said  that  deregulation  has  been  the 
primary  cause  of  the  industry's  financial  difficulties.  As  we  \yill 
hear  over  the  next  three  days  of  hearings,  there  are  many  culprits: 
the  failure  of  the  government  to  enforce  the  letter  and  spirit  of 
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anti-trust  laws;  inadequate  infrastructure  development;  inadequate 
development  and  enhancement  of  the  air  traffic  control  system  and 
its  technology;  a  war  in  the  Middle  East  that  doubled  fuel  prices;  a 
world-wide  recession — a  recession  at  the  same  time  in  the  domestic 
U.S.  market,  in  the  European  market  and  the  Pacific  Rim  market; 
and  airline  management  decisions  to  take  on  excessive  debt  and  to 
acquire  excess  capacity — more  aircraft  and  more  seats  than  they 
have  passengers  to  fill. 

There  is  one  area  where  deregulation  may  be  called  a  causal 
factor:  It  gave  management  more  freedom  to  profit  from  good  deci- 
sions. It  also  gave  management  the  opportunity  to  fail. 

I  don't  see  deregulation  as  the  culprit,  or  re-regulation  of  service 
or  fares  as  being  desirable  or  even  helpful.  I  don't  have  great  confi- 
dence that  the  government  can  do  any  better  job  of  developing  a 
fare  structure  to  restore  the  industry  to  profitability  than  the  mar- 
ketplace is  doing  on  its  own,  and  as  long  as  we  have  substantial 
excess  capacity  in  this  industry,  higher  fares  might  in  fact  reduce 
the  number  of  passengers  to  a  point  where  the  industry  would  ac- 
tually have  lower  revenues — and  greater  losses — than  it  does  under 
current  fare  structures. 

You  might  say,  as  a  last  resort,  "re-regulation,"  but  that  last 
resort  might  come  only  when  we  have  two  airlines  left. 

But  I  don't  think  we'll  come  to  that  point.  I  think  revival  of  the 
domestic  economy,  resurgence  in  Europe  and  the  Pacific  Rim,  and 
restoration  of  passenger  traffic  growth  will  be  of  the  greatest  bene- 
fit— greater  than  an)rthing  we  could  do  with  micro-management  of 
fares  and  domestic  market  entry. 

There  has  been  a  great  deal  of  discussion  about  bankruptcy  as 
the  culprit.  It  was  in  the  last  Middle  Ages  that  a  Venetian  money- 
changer, on  becoming  insolvent,  smashed  his  trader's  bench  to  de- 
clare his  insolvency,  leaving  it  a  banca  rotta,  a  broken  bench,  and 
giving  the  business  world  a  new  word:  bankruptcy. 

It  seems  that  in  today's  airline  environment  there  are  some  air- 
lines that  would  like  to  smash  not  their  own  bench,  but  other  air- 
lines' benches,  as  the  cause  of  their  own  difficulties. 

We  will  hear  a  wide  range  of  proposals  for  government  action, 
and,  in  some  cases,  appeals  for  lack  of  government  action,  to  help 
this  industry.  Yesterday,  we  took  a  step  on  a  bipartisan  basis,  in- 
troducing legislation  to  create  a  commission — to  expand  upon  the 
commission  that  this  committee  authorized  and  saw  enacted  into 
law  in  the  last  Congress — to  study  the  problems  of  the  industry;  to 
telescope  [the  work  of]  the  commission  into  three  months,  with 
three  different  panels  working  concurrently.  We  expect  to  bring 
that  legislation  up — Chairman  Mineta  will  call  it  up  in  full  com- 
mittee, I  hope,  next  week,  and  will  bring  it  to  the  floor  very  quickly 
and  move  it  through  the  Congress  so  the  President  can  launch  the 
commission. 

I  just  want  to  say  in  conclusion  that  not  all  is  so  dire  and  dreary. 
Last  week  the  Subcommittee  on  Aviation  made  an  informational 
tour  of  three  important  facilities  and  we  saw  the  future  of  aviation. 
At  General  Electric's  engine  division  in  Cincinnati  we  saw  the 
engine  of  the  future:  100,000  pounds  of  thrust  to  power  the  aircraft 
of  the  future,  a  joint  venture  with  GE's  French  partner,  SNCMA, 
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in  an  effort  to  greatly  reduce  noise  in  engines  and  bring  us  to  stage 
four  and  beyond. 

At  Boeing  in  Seattle,  we  saw  the  aircraft  of  the  future,  the  777,  a 
new  venture,  a  leap  into  technology  more  than  a  step  beyond 
where  we  are  now,  and  taking  us  through  the  end  of  this  decade 
and  into  the  next  century.  And,  in  San  Francisco  we  saw  a  carrier. 
United  Airlines,  working  hard  to  make  itself  part  of  the  future,  to 
do  its  maintenance  and  internal  management  in  a  way  that  makes 
it  a  solid  competitor  at  home  and  internationally,  lean,  smart  and 
strong. 

Today  we  begin  a  journey  toward  the  end  of  this  decade,  carrying 
aviation  into  the  next  century. 

The  Chair  recognizes  the  gentleman  from  Pennsylvania. 

Mr.  Clinger.  Thank  you  very  much,  Mr.  Chairman.  I  first  of  all 
want  to  commend  you  for  calling  this  series  of  hearings  that  we'll 
be  holding  on  the  financial  condition  of  the  airline  industry  and  its 
ability  to  continue  to  be  a  competitive  industry.  It  is  a  very  appro- 
priate time  for  us  to  be  addressing  this  issue  because  of  the  critical 
condition  that  the  industry  is  in. 

I  approach  the  subject,  however,  with  mixed  emotions.  Here  we 
have  an  industry  with  40  percent  of  the  world's  market  virtually 
captive  to  U.S.  flag  carriers,  no  foreign  competition  on  domestic 
routes,  nine  major  airlines,  expanding  ridership,  a  highly  skilled 
and  productive,  well  compensated,  and  motivated  workforce.  And 
yet,  in  the  face  of  all  these  advantages,  the  air  carrier  industry  is 
literally  spending  itself  into  bankruptcy.  For  reasons  that  I  find 
difficult  to  comprehend,  carriers  seem  unable  to  muster  the  disci- 
pline to  reasonably  price  their  product,  I  hope  that  as  a  result  of 
these  hearings  I  will  have  a  better  comprehension  of  why  that  is 
the  case. 

Mr.  Chairman,  it  wasn't  that  long  ago,  three  years  at  most,  when 
you  and  I  sat  through  many  long  hearings  bemoaning  the  apparent 
trend  toward  consolidation  in  the  industry.  The  two  of  us  and 
many  of  our  colleagues  feared  that  too  much  concentration  would 
lead  to  oligopolies  and  market  behavior  depriving  the  consumer  of 
choice.  No  one  imagined  then  that  the  outcome  would  lead  to  such 
a  perilous  financial  condition  of  an  industry  reduced  to  less  than  a 
dozen  entities.  Today,  we  find  ourselves  not  concerned  so  much 
about  the  number  of  major  carriers  as  we  are  about  the  very  sur- 
vival of  any  of  them. 

No  one  should  in  my  view,  although  I'm  sure  some  will,  ascribe 
these  difficulties  as  a  natural,  inevitable  result  of  deregulation. 
Proponents  of  deregulation  did,  indeed,  predict  some  carriers  would 
fail,  but  no  one  in  my  view  foresaw  the  degree  to  which  mergers, 
take-overs,  LBOs,  and  failures  would  rend  the  industry  of  so  many 
of  its  leading  companies.  No  one  could  have  imagined  the  degree  to 
which  carriers  would  engage  in  deep  discounting  in  order  to  drive 
their  competitors  into  bankruptcy.  And  parenthetically,  I  might 
add,  no  one  could  have  imagined  the  degree  to  which  the  bankrupt- 
cy laws,  which  you  have  alluded  to,  and  the  bankruptcy  courts 
could  have  so  adversely  affected  the  industry. 

Despite  the  problems,  the  simple  fact  is  that  consumers  have,  as 
you  have  noted  Mr.  Chairman,  benefited  from  deregulation.  Real 
prices  for  tickets  in  most  major  long-haul  markets  have  barely 
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risen  in  the  last  ten  years  while  pricing  in  many  of  the  short-haul 
routes  having  limited  competition  does  indeed  seem  extraordinarily 
high.  It  is  impossible  for  the  layman  to  rationalize  the  current 
system  of  fares.  Consumers  have  benefitted  as  well  from  an  im- 
mensely more  efficient  network  of  flights.  The  introduction  of  the 
hub  and  spoke  system  virtually  guarantees  most  passengers  that 
he  or  she  will  reach  their  destinations  with  no  more  than  one  in- 
tervening stop. 

Now  we  are  about  to  embark  on  this  series  of  three  days  of  hear- 
ings. The  sins  of  the  industry  are  going  to  be  aired,  blame  will  be 
assigned,  and  some  solutions  will  undoubtedly  be  proposed.  But 
while  these  hearings  may  help  us  get  a  better  grip  on  the  ills  of 
failing  carriers,  I  don't  believe  the  Congress  can  alone  play  the  role 
of  repairmen,  certainly  not  if  the  repairs  contemplated  are  reregu- 
lation.  It  has  always  been  my  view  that  Congress  does  a  terrible  job 
of  legislating  fixes  on  its  own.  Sometimes  I  think  we  have  been 
more  adept  at  killing  the  patient. 

So  my  advice  to  the  carriers,  to  their  employees,  and  to  all  whose 
livelihood  depends  on  a  robust  industry,  work  on  these  problems 
and  hopefully  work  them  out  by  yourselves.  Congress  can  only  do 
so  much  tweaking  around  the  edges,  and  from  my  vantage  point, 
we  don't  have  the  resources  or  the  wherewithal  to  make  the  kind 
of  repairs  that  some  of  you  may  be  seeking. 

Yesterday,  Mr.  Chairman,  I  stood  with  you  as  Transportation 
Secretary  Pena  announced  his  goal  to  create  a  task  force  to 
study  and  recommend  solutions  for  the  air  carrier  industry.  I  look 
forward  eagerly  to  working  with  you  to  make  that  task  force  a  re- 
ality, and  it  is  my  strongest  hope  that  this  commission  will  present 
Congress  and  the  Administration  with  a  candid  assessment  of  the 
problems  and  realistic  solutions. 

Before  closing,  let's  not  forget,  as  you  said,  that  everything  isn't 
that  gloomy.  In  all  this  noise  of  gloom,  I  would  have  to  note  that 
there  has  been  one  carrier  that  has  been  consistently  profitable, 
has  kept  its  cost  structure  down,  has  been  the  price  leader  in  all 
markets  it  serves,  and  this  past  year  when  the  other  eight  majors 
reported  a  combined  loss  of  almost  $3  billion,  it  earned  a  net  profit. 
But  I  would  have  to  ask  myself,  what  is  Southwest  doing  so  wrong 
that  others  can't  or  won't  emulate  it? 

I  thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  dinger. 

A  housekeeping  note  at  this  point.  In  view  of  the  large  number 
of  members  participating  at  the  hearing  and  in  keeping  with  dis- 
cussions we  have  had  internally,  I  am  going  to  recognize  Chairman 
Mineta  and  ranking  member  Shuster  of  the  full  committee  for 
statements.  We  will  then  proceed  to  witnesses.  I  will  ask  others  to 
include  their  statements  in  the  record. 

We  will  then  proceed  in  the  following  manner.  Each  member  will 
ask  one  question.  When  we  complete  the  round  of  all  members,  in 
order  to  keep  the  pace  moving  briskly,  we  will  begin  from  the  more 
junior  members  to  the  more  senior  members,  reversing  the  process 
in  order  to  keep  people  interested  and  keep  this  process  going 
along.  I  would  ask  witnesses  also  to  think  now  about  being  concise 
in  their  responses  to  questions. 
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Mr.  MiNETA,  we're  glad  to  have  you  here  and  we're  just  following 
in  your  great  legacy  as  Chair  of  this  subcommittee. 

Mr.  MiNETA.  Thank  you  very  much,  Mr.  Chairman.  With  that  ad- 
monishment about  being  short,  I'll  at  this  point  indicate  that  I  will 
forego  questions  in  order  to  be  able  to  give  my  full  statement. 

I  wish  first  to  commend  you,  Mr.  Oberstar,  for  your  leadership  in 
calling  for  today's  series  of  hearings  that  start  with  this  one.  To- 
night President  Clinton  will  present  his  proposals  for  stimulating 
our  economy,  creating  new  jobs,  and  creating  the  kinds  of  invest- 
ment that  is  needed  to  make  our  economy  grow.  In  the  airline  in- 
dustry, however,  we  face  a  much  bleaker  scene  where  the  question 
is  not  how  many  jobs  we  can  add,  but  how  many  jobs  can  we  now 
avoid  losing.  The  airline  industry  has  lost  some  $10  billion  in  the 
past  three  years,  more  than  it  made  in  all  the  rest  of  its  history. 
Airline  jobs  have  disappeared,  airlines  have  disappeared.  About 
one-fifth  of  the  industry  is  now  operating  under  the  bankruptcy 
code  and  much  of  the  rest  of  the  airlines  are  described  politely  as 
"financially  troubled".  Aircraft  orders  are  being  cancelled,  manu- 
facturing jobs  are  disappearing.  The  question  hanging  over  us  all 
is,  how  much  worse  is  it  going  to  get?  And  what,  if  anything,  can 
we  do  about  it? 

The  irony  here  is  that  the  industries  we  are  talking  about — air- 
lines and  aircraft  manufacturing — are  not  the  latest  example  of  in- 
dustries in  decline  because  they  have  not  kept  up  and  are  not  com- 
petitive. These  are  not  the  whale  oil  lamp  industry  or  the  shoe  in- 
dustry. These  are  industries  where  we  are  at  our  most  competitive 
and  our  most  technologically  advanced.  The  better  analogy  may  be 
to  the  commercial  real  estate  industry  which  overbuilt  and  overex- 
panded  and  then  got  caught  in  an  economic  downturn  more  persist- 
ent than  anyone  foresaw. 

But  whatever  the  cause  of  the  problem,  the  airline  and  related 
industries  are  a  real  source  of  concern  as  we  try  to  bring  job 
growth  to  the  overall  economy.  Whatever  we  do  right  in  the  rest  of 
the  economy  may  be  undone  by  further  deterioration  of  airlines 
and  airline-related  manufacturing.  And  these  industries  could  be 
the  millstone  around  the  rest  of  the  economy.  Our  task  is  not  to 
just  discuss  the  problem,  but  to  try  to  solve  it. 

The  first  step  is  always  to  understand  the  problem.  In  my  view, 
the  problem  is  not  that  the  airline  industry  itself  is  threatened 
with  extinction.  All  airline  passengers  are  not  going  to  switch  to 
Amtrak.  The  fact  is  that  the  biggest  and  the  strongest  airlines  are 
not  going  to  disappear,  but  most  other  airlines  are  at  risk.  Zero  air- 
lines is  not  a  possible  outcome.  But  three  airlines,  give  or  take  an 
airline,  is.  It  is  the  risk  of  losing  those  other  airlines  other  than  the 
biggest  and  the  strongest  which  must  concern  us  and  must  be  the 
focus  of  our  efforts. 

Some  would  have  us  believe  that  short  of  creating  a  strong  eco- 
nomic recovery  there  is  relatively  little  that  we  can  do.  And  I  agree 
that  a  strong  recovery  would  be  a  big  help.  But  I  disagree  that 
there  is  nothing  else  for  us  to  do.  Let  me  put  a  few  specifics  on  the 
table. 

First,  airlines  and  their  customers  pay  more  to  the  Federal  Gov- 
ernment in  excise  taxes  than  they  get  back  in  services  or  than  they 
need  to  be  paying  at  this  time.  Temporarily  cutting  the  airline  pas- 
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senger  ticket  tax  from,  for  example,  10  percent  to  8  percent  would 
put  a  billion  dollars  per  year  back  into  the  industry  and  would  not 
impair  our  ability  to  make  much  needed  investment  from  the  trust 
fund.  This  tax  cut  for  passengers  will  not  solve  the  basic  problems 
of  the  industry  but  it  will  buy  us  time  and  help  us  keep  a  few  of 
the  airlines  who  would  otherwise  be  at  the  edge  of  extinction. 

Secondly,  the  fact  is  that  while  most  airlines  are  losing  money, 
not  all  money  losing  airlines  are  equal.  Some  have  the  wherewithal 
to  survive  continuing  losses  and  some  do  not.  That  disparity  among 
airlines  is  due,  in  part,  to  the  fact  that  for  nearly  a  decade  airlines 
have  not  competed  on  a  level  playing  field.  Some  have  anti-com- 
petitive advantages  over  the  rest,  most  notably  in  the  area  of  com- 
puter reservation  systems.  This  aviation  subcommittee,  under  the 
outstanding  leadership  of  Congressman  Jim  Oberstar  and  the  rank- 
ing Republican  member  Bill  dinger,  tackled  this  problem  last  year 
when  the  Administration  would  not  and  got  a  bill  passed  by  the 
House  of  Representatives.  If  we  want  there  to  be  more  than  two  or 
three  airlines,  we  will  once  again  have  to  seek  a  remedy  for  these 
anti-competitive  problems  that  handicap  all  but  the  strongest. 

Thirdly,  Government  has  sometimes  put  unreasonable  burdens 
on  the  industry  and  we  need  to  remedy  these  situations.  A  leading 
example  to  me  is  the  50  percent  random  drug  testing  requirement. 
We  have  in  the  airline  industry  a  very  effective  drug  testing  pro- 
gram consisting  of  pre-employment  testing,  probable  cause  testing, 
periodic  testing,  and  post-accident  testing.  But  DOT  in  1988  re- 
quired in  addition  to  all  these  forms  of  testing  a  50  percent  random 
testing,  an  enormously  expensive  and  intrusive  undertaking.  Even 
after  adding  not  only  flight  crews,  but  also  baggage  handlers,  FBO 
employees,  and  a  great  many  others  to  the  program,  random  drug 
testing  has  never  uncovered  drug  use  in  more  than  a  small  fraction 
of  1  percent  of  those  tested.  And  for  airline  flight  deck  crews,  there 
has  been  virtually  no  drug  use  discovered  by  random  testing.  The 
fact  is  that  50  percent  random  testing  is  massive  amount  of  effort 
producing  very  little  benefit.  Whatever  deterrent  effect  random 
testing  has  could  be  achieved  at  far  lower  cost  with  a  significantly 
reduced  testing  rate. 

A  year  ago  the  Department  of  Transportation  quietly  reduced  its 
random  testing  requirement  for  its  own  employees,  including  air 
traffic  controllers,  from  50  percent  to  25  percent  but  continued  to 
require  all  airline  employees  and  others  to  undergo  50  percent 
random  testing.  DOT  now  has  a  rulemaking  under  way  to  consider 
lowering  the  50  percent  random  testing  rate  for  private  industry. 
That  rulemaking  presents  a  very  real  opportunity  to  reduce  a 
largely  pointless  burden  on  airlines.  I  note  that  the  airlines  are 
calling  for  a  reduction  to  10  percent  random  testing.  I  would 
remind  the  airlines  that  before  they  dwell  on  how  stupid  the  Gov- 
ernment is  to  persist  in  such  a  clearly  unproductive  requirement,  it 
was  originally  the  airlines  themselves  who  called  for  the  50  percent 
random  testing  requirement.  This  industry  has  not  always  been  its 
own  best  advocate. 

Fourth,  the  Department  of  Transportation  is  moving  toward  50 
percent  random  testing  for  alcohol  as  well  as  drug  use.  And  for  the 
same  reasons,  that  testing  rate  should  be  substantially  reduced. 
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Fifth,  the  world  has  changed  enormously  since  the  late  1980s  and 
so  has  the  size  and  the  nature  of  the  security  threat  to  U.S.  air- 
lines. Generals  often  tend  to  fight  the  last  war.  Nowhere  is  this 
more  true  than  in  the  case  of  security  generals.  We  no  longer  have 
a  Cold  War.  We  no  longer  have  hostages  in  Lebanon.  The  dimen- 
sion and  the  nature  of  the  threat,  it  seems  to  me,  has  changed.  The 
security  threat  began  with  hijackings  to  escape  the  U.S.  and  go  to 
Cuba.  But  the  latest  hijackings  were  to  get  into  the  United  States. 

So  we  need  a  complete  review  of  security  requirements  to  make 
sure  we  are  responding  fully  to  today's  threat  and  not  wasting 
money  in  response  to  past  threats.  In  particular,  the  1989  DOT  re- 
quirement that  airports  install  elaborate  computer-based  employee 
screening  systems  at  approximately  270  domestic  airports  should 
be  reevaluated  in  order  to  determine  if  we  are  imposing  costs  of 
hundreds  of  millions  of  dollars  ultimately  borne  by  airlines  and 
their  customers  to  little  or  no  purpose.  Many  of  the  airports  cov- 
ered by  this  rule  serve  rural  areas  of  less  than  50,000  population 
and  this  is  a  real  case  for  reassessment. 

Sixth,  one  of  the  new  cost  burdens  imposed  on  airlines  just  in  the 
last  few  years  was  allowing  airports  to  levy  their  own  airline  pas- 
senger taxes  in  addition  to  Federal  passenger  taxes.  A  great  many 
worthwhile  projects  have  been  built  with  this  money,  but  a  new 
and  largely  uncontrolled  cost  burden  has  also  been  put  on  the  air- 
lines at  precisely  the  time  they  can  least  afford  it.  In  the  past  year 
and  a  half,  $5.5  billion  worth  of  PFC  projects  have  been  approved, 
over  $5  billion  worth  of  additional  PFC  projects  are  now  seeking 
approval  at  FAA.  These  are  not  new  burdens  the  airlines  and  their 
passengers  can  sustain  without  limit. 

I  would  strongly  suggest  to  the  airport  operators  that  the  right  to 
impose  PFCs  is  not  the  same  thing  as  the  power  to  suspend  the 
laws  of  economics.  You,  like  we,  need  to  remember  that  the  power 
to  tax  is  the  power  to  destroy.  Once  you  help  destroy  a  large  airline 
at  your  airport,  you  may  find  that  all  the  PFCs  you  can  impose  will 
not  make  up  the  difference.  I  would  urge  the  FAA  to  scrutinize  the 
pending  PFC  projects  very  closely  with  an  eye  to  protecting  the 
public  interest.  We  all  need  to  review  the  question  of  how  PFC 
projects  can  be  judged  to  assure  that  there  are  no  unnecessary  cost 
burdens  put  on  airlines  or  their  passengers. 

And  finally,  I  would  like  to  make  a  suggestion  to  the  subject  of 
these  hearings,  the  airlines  themselves.  No  one  who  I  have  talked 
to  about  your  situation  in  the  Congress  or  in  the  new  Administra- 
tion doubts  the  seriousness  of  your  financial  condition.  It  is  reflect- 
ed by  the  attendance  at  this  hearing,  by  the  news  or  column  inches 
in  the  print  media  as  well  as  the  air  time  in  the  electronic  media. 
And  no  one  I  have  talked  to  suggests  that  we  should  not  try  to 
help.  But  many  of  us  find  that  when  we  ask  you  what  it  is  that  we 
can  do  to  help,  instead  of  offering  us  suggestions  as  to  how  we  can 
strengthen  the  airline  industry,  you  urge  us  to  help  you  destroy 
your  competitor  airlines  instead.  Some  of  you  seem  to  be  concerned 
primarily  that  the  plague  will  recede  before  killing  off  your  pesty 
neighbor.  It  is  not  at  all  clear  that  the  industry  is  unanimous  in 
wanting  a  cure  for  the  plague,  at  least  not  for  a  cure  that  arrives 
too  quickly. 
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Some  of  you  now  seem  to  believe  that  not  only  should  Govern- 
ment not  help  the  wounded  among  you,  we  should  go  around  and 
shoot  the  wounded  for  your  convenience.  I  have  to  say  that  what 
you  see  as  the  solution,  the  demise  of  several  more  airlines,  I  see  as 
the  calamity  that  we  are  trying  to  prevent.  I  do  not  see  our  proper 
role  as  public  officials  to  be  the  agents  of  airline  euthanasia.  There 
are  real  people  who  work  for  these  airlines  who  have  families,  who 
have  depend  on  these  companies  for  pensions  and  medical  cover- 
age. Just  taking  the  three  major  airlines  now  operating  under 
Chapter  XI,  they  have  about  75,000  employees.  Add  the  financially 
troubled  airlines  and  the  number  of  airline  employees  involved 
more  than  doubles.  That  is  a  lot  of  people  to  be  throwing  out  on 
the  street,  and  that  is  a  lot  of  new  burden  to  put  on  the  Pension 
Benefit  Guarantee  Corporation,  and  that  is  a  lot  of  dead  weight  to 
add  to  an  economy  still  struggling  to  achieve  a  real  recovery. 

I  have  heard  efforts  to  use  changes  in  the  bankruptcy  code  to  kill 
off  weaker  airlines.  I  have  heard  of  attempts  to  use  the  Depart- 
ment of  Transportation  to  revoke  the  certificates  of  some  airlines.  I 
have  heard  effort  to  block  legitimate  investments  in  other  airlines. 
Yes,  you  are  all  vigorous  competitors  in  the  commercial  market- 
place, and  that  is  exactly  what  you  are  supposed  to  be.  But  here 
before  the  Government  you  should  be  making  constructive  sugges- 
tions to  help  us  deal  with  a  threat  to  the  industry  as  a  whole,  to 
the  employees,  to  the  communities,  to  the  other  industries  which 
rely  on  the  airline  industry,  and  to  the  goal  of  economic  recovery. 
That  is  what  I  want  to  hear. 

So,  Mr.  Chairman,  I  apologize  for  taking  this  time  to  make  this 
lengthy  opening  statement.  But  I  feel  that  what  is  before  this  sub- 
committee as  well  as  the  full  committee  in  terms  of  its  responsibil- 
ity and  the  charge  that  you  have  before  us,  and  what  you  will  be 
doing  in  the  hearings  to  come  will  be  setting  that  agenda.  I  want  to 
make  sure  that  we  get  off  on  the  right  track  and  not  go  down  the 
wrong  path.  Thank  you  very,  very  much. 

[Mr.  Mineta's  prepared  statement  follows:] 

Statement  of  Hon.  Norman  Y.  Mineta 

Tonight  President  Clinton  will  present  his  proposal  for  stimulating  our  economy, 
creating  new  jobs,  and  creating  the  kind  of  investment  that  is  needed  to  grow  our 
economy. 

In  the  airline  industry,  however,  we  face  a  much  bleaker  scene,  where  the  ques- 
tion is  not  how  many  jobs  we  can  add,  but  how  many  we  can  avoid  losing.  The  air- 
line industry  has  lost  $10  billion  in  the  past  3  years,  more  than  it  made  in  all  the 
rest  of  its  history.  Airline  jobs  have  disappeared,  airlines  have  disappeared,  about 
one-fifth  of  the  industry  is  now  operating  under  the  bankruptcy  code,  much  of  the 
rest  of  the  airlines  are  described  politely  as  financially-troubled,  aircraft  orders  are 
being  canceled,  manufacturing  jobs  are  disappearing,  and  the  question  hanging  over 
us  all  is — how  much  worse  is  it  going  to  get?  And  what,  if  anything,  can  we  do 
about  it? 

The  irony  here  is  that  the  industries  we  are  talking  about — airlines  and  aircraft 
manufacturing — are  not  the  latest  example  of  industry  in  decline  because  they  have 
not  kept  up  and  are  not  competitive.  These  are  not  the  whale-oil  lamp  industry  or 
the  shoe  industry.  These  are  industries  where  we  are  at  our  most  competitive  and 
our  most  technologically  advanced. 

Whatever  the  cause  of  the  problem,  the  airline  and  related  industries  are  a  real 
source  of  concern  as  we  try  to  bring  job  growth  to  the  overall  economy.  Whatever 
we  do  right  in  the  rest  of  the  economy  may  be  undone  by  further  deterioration  in 
airlines  and  airline-related  manufacturing.  These  industries  could  be  the  millstone 
around  the  rest  of  the  economy. 
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Our  task  is  not  just  to  discuss  the  problem,  but  to  try  to  solve  it. 

The  first  step  is  always  to  understand  the  problem.  In  my  view  the  problem  is  not 
that  the  airline  industry  itself  is  threatened  with  extinction.  All  airline  passengers 
are  not  going  to  switch  to  AMTRAK.  The  fact  is  that  the  biggest  and  strongest  air- 
lines are  not  going  to  disappear,  but  most  other  airlines  are  at  risk.  Zero  airlines  is 
not  a  possible  outcome,  but  3  airlines,  give  or  take  an  airline,  is.  It  is  the  risk  of 
losing  those  airlines  other  than  the  biggest  and  strongest  which  must  concern  us 
and  must  be  the  focus  of  our  efforts. 

Some  would  have  us  believe  that,  short  of  creating  a  strong  economic  recovery, 
there  is  relatively  little  we  can  do.  I  agree  that  a  strong  recovery  would  be  a  big 
help,  but  I  disagree  that  there  is  nothing  else  for  us  to  do. 

Let  me  put  a  few  specifics  on  the  table: 

First,  airlines  and  their  customers  pay  more  to  the  federal  government  in  excise 
taxes  than  they  get  back  in  services  or  than  they  need  to  by  paying  at  this  time. 
Temporarily  cutting  the  airline  passenger  ticket  tax  from  10%  to  8%  would  put  a 
billion  dollars  per  year  back  into  this  industry,  and  would  not  impair  our  ability  to 
make  needed  investment  from  the  Trust  Fund.  This  tax  cut  for  passengers  will  not 
solve  the  basic  problems  of  the  industry,  but  will  buy  us  time  and  help  us  keep  a 
few  of  the  airlines  who  would  otherwise  be  at  the  edge  of  extinction. 

Second,  the  fact  is  that  while  most  airlines  are  losing  money,  not  all  money-losing 
airlines  are  equal.  Some  have  the  wherewithal  to  survive  continuing  losses  and 
some  do  not.  That  disparity  among  airlines  is  due  in  part  to  the  fact  that  for  nearly 
a  decade  airlines  have  not  competed  on  a  level  playing  field — some  have  anti-com- 
petitive advantages  over  the  rest,  most  notably  in  the  area  of  computer  reservation 
systems.  This  Subcommittee,  under  the  outstanding  leadership  of  Jim  Oberstar  and 
Bill  dinger,  tackled  this  problem  last  year  when  the  Administration  would  not,  and 
got  a  bill  passed  by  the  House.  If  we  want  there  to  be  more  than  2  or  3  airlines,  we 
will  once  again  have  to  seek  a  remedy  for  these  anti-competitive  problems  that 
handicap  all  but  the  strongest. 

Third,  government  has  sometimes  put  unreasonable  burdens  on  the  industry,  and 
we  need  to  remedy  those  situations.  A  leading  example  is  the  50%  random  drug 
testing  requirement.  We  have  in  the  airline  industry  a  very  effective  drug  testing 
program  consisting  of  pre-emplojmient  testing,  probable  cause  testing,  periodic  test- 
ing, and  post-accident  testing.  But  DOT  in  1988  required,  in  addition  to  all  these 
forms  of  testing,  50%  random  testing,  an  enormously  expensive  and  intrusive  under- 
taking. Even  after  adding  not  only  flight  crews  but  also  baggage  handlers,  FBO  em- 
ployees, and  a  great  many  others  to  the  program,  random  drug  testing  has  never 
uncovered  drug  use  in  more  than  a  small  fraction  of  one  percent  of  those  tested. 
And  for  airline  flight  deck  crews  there  has  been  virtually  no  drug  use  discovered  by 
random  testing.  The  fact  is  that  50%  random  testing  is  a  massive  effort  producing 
very  little  benefit.  Whatever  deterrent  effect  random  testing  £is  could  be  achieved  at 
far  lower  cost  with  a  significantly  reduced  testing  rate.  A  year  ago,  the  DOT  quietly 
reduced  its  random  testing  requirement  for  its  own  employees,  including  air  traffic 
controllers,  from  50%  to  25%,  but  continued  to  require  all  airline  employees  and 
others  to  undergo  50%  random  testing.  DOT  now  has  a  rulemaking  underway  to 
consider  lowering  the  50%  random  testing  rate  for  private  industry. 

That  rulemaking  presents  a  very  real  opportunity  to  reduce  a  largely  pointless 
burden  on  airlines.  I  note  that  the  airlines  are  calling  for  a  reduction  to  10% 
random  testing.  I  would  remind  the  airlines  before  they  dwell  on  how  stupid  the 
government  is  to  persist  in  such  a  clearly  unproductive  requirement,  that  it  was 
originally  the  airlines  themselves  who  called  for  the  50%  random  testing  require- 
ment. This  industry  has  not  always  been  its  own  best  advocate. 

Fourth,  DOT  is  moving  toward  50%  random  testing  for  alcohol,  as  well  as  drug 
use.  For  the  same  reasons,  that  testing  rate  should  be  substantially  reduced. 

Fifth,  the  world  has  changed  enormously  since  the  late  1980's,  and  so  has  the  size 
and  nature  of  the  security  threat  to  U.S.  airlines.  Generals  often  tend  to  fight  the 
last  war,  and  nowhere  is  this  more  true  than  in  the  case  of  security  generals.  We  no 
longer  have  a  Cold  War.  We  no  longer  have  hostages  in  Lebanon.  The  dimension 
and  nature  of  the  threat  has  changed. 

The  security  threat  began  with  hijackings  to  escape  the  U.S.  and  go  to  Cuba.  The 
latest  hijackings  were  to  get  into  the  U.S.  We  need  a  complete  review  of  security 
requirements  to  make  sure  we  are  responding  fully  to  today's  threat  and  not  wast- 
ing money  in  response  to  past  threats.  In  particular,  the  1989  DOT  requirement  that 
airports  install  elaborate  computer-based  employee  screening  systems  at  approxi- 
mately 270  domestic  airports  should  be  re-evaluated  to  determine  if  we  are  imposing 
costs  of  hundreds  of  millions  of  dollars,  ultimately  borne  by  airlines  and  their  cus- 
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tomers,  to  little  or  no  purpose.  Many  of  the  airports  covered  by  this  rule  serve  rural 
areas  of  less  than  50,000  population.  This  is  clear  case  for  reassessment. 

Sixth,  one  of  the  new  cost  burdens  imposed  on  airlines  just  in  the  last  few  years 
was  allowing  airports  to  levy  their  own  airline  passenger  taxes  in  addition  to  federal 
passenger  taxes.  A  great  many  worthwhile  projects  have  been  built  with  this 
money,  but  a  new  and  largely  uncontrolled  cost  burden  has  also  been  put  on  the 
airlines  at  precisely  the  time  they  can  least  afford  it.  In  the  past  year  and  a  half, 
five  and  a  half  billion  dollars  worth  of  PFC  projects  have  been  approved.  Over  five 
billion  dollars  worth  of  additional  PFC  projects  are  now  seeking  approval  at  FAA. 
These  are  not  new  burdens  the  airlines  and  their  passengers  can  sustain  without 
limit.  I  would  strongly  suggest  to  the  airport  operators  that  the  right  to  impose 
PFC's  is  not  the  same  thing  as  the  power  to  suspend  the  laws  of  economics.  You, 
like  we,  need  to  remember  that  the  power  to  tax  is  the  power  to  destroy.  And  once 
you  help  destroy  a  large  airline  at  your  airport,  you  may  find  that  all  the  PFC's  you 
can  impose  will  not  make  up  the  difference.  I  would  urge  the  FAA  to  scrutinize  the 
pending  PFC  projects  very  closely,  with  an  eye  to  protecting  the  public  interest.  We 
all  need  to  review  the  question  of  how  PFC  projects  can  be  judged  to  assure  that 
there  are  no  unnecessary  cost  burdens  put  on  airlines  or  their  passengers. 

And  finally,  I  would  like  to  make  a  suggestion  to  the  subjects  of  these  hearings, 
the  airlines  themselves.  No  one  that  I  have  talked  to  about  your  situation  in  the 
Congress,  or  in  the  new  Administration,  doubts  the  seriousness  of  your  financial  sit- 
uation. And  no  one  I  have  talked  to  suggests  that  we  should  not  try  to  help.  But 
many  of  us  find  that  when  we  ask  you  what  it  is  we  can  do  to  help,  instead  of  offer- 
ing us  suggestions  as  to  how  we  can  strengthen  the  airline  industry,  you  urge  us  to 
help  you  destroy  your  competitor  airlines  instead.  Some  of  you  seem  to  be  concerned 
primarily  that  the  plague  will  recede  before  killing  off  your  pesky  neighbor.  It  is  not 
at  all  clear  that  the  industry  is  unanimous  in  wanting  a  cure  for  the  plague,  at  least 
not  a  cure  that  arrives  too  quickly. 

Some  of  you  now  seem  to  believe  that  not  only  should  government  not  help  the 
wounded  dmong  you,  we  should  go  around  and  shoot  the  wounded  for  your  conven- 
ience. I  have  to  say  that  what  you  see  as  the  solution — the  demise  of  several  more 
airlines — I  see  as  the  calamity  we  are  trying  to  prevent.  I  do  not  see  our  proper  role 
as  public  officials  to  be  the  agents  of  airline  euthanasia.  There  are  real  people  who 
work  for  these  airlines,  who  have  families,  who  depend  on  these  companies  for  pen- 
sions and  medical  coverage. 

Just  taking  the  3  major  airlines  now  operating  under  Chapter  11,  they  have  about 
75,000  employees.  Add  the  financially  troubled  airlines,  and  the  number  of  employ- 
ees involved  more  than  doubles.  That's  a  lot  of  people  to  be  throwing  out  on  the 
street.  That's  a  lot  of  new  burden  to  put  on  the  Pension  Benefit  Guarantee  Corpora- 
tion. That's  a  lot  of  dead  weight  to  add  to  an  economy  still  struggling  to  achieve  a 
real  recovery. 

I've  heard  efforts  to  use  changes  in  the  bankruptcy  code  to  kill  off  weaker  air- 
lines. I've  heard  of  attempts  to  use  DOT  to  revoke  the  certificates  of  some  airlines. 
I've  heard  of  efforts  to  block  legitimate  investment  in  other  airlines.  Yes,  you  are  all 
vigorous  competitors  in  the  commercial  marketplace,  and  that's  exactly  what  you 
are  supposed  to  be.  But  here,  before  government,  you  should  be  making  constructive 
suggestions  to  help  us  deal  with  a  threat  to  the  airline  industry  as  a  whole,  to  the 
employees,  communities,  and  other  industries  which  rely  on  the  airline  industry, 
and  to  the  goal  of  economic  recovery.  That's  what  I  want  to  hear. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you,  Mr.  Chairman. 

Mr.  Shuster. 

Mr.  Shuster.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman,  I  want  to  strongly  associate  myself  with  the  re- 
marks of  our  full  Committee  Chairman  and  with  Congressman 
dinger's  remarks.  Particularly,  I  want  to  pledge  strong  bipartisan 
support  to  move  ahead  on  this  issue  to  find  solutions,  with  special 
emphasis  on  dealing  with  the  anti-competitive  practices  of  a  few 
giants  in  this  industry.  I  am  reminded  of  the  Hippocratic  oath 
which  says,  "First  of  all,  do  no  harm."  And  while  I  happen  to  be  of 
the  same  political  party  as  the  previous  Administration,  I  believe 
that  unnecessary  harm  was  inflicted  upon  this  industry  by  some  of 
the  shortsighted  decisions  made  by  the  previous  Administration, 
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and  particularly  with  regard  to  blocking  international  agreements 
which  would  have  permitted  domestic  airlines  to  become  more  com- 
petitive in  global  markets.  I  hope  the  Clinton  Administration 
doesn't  make  those  same  mistakes.  I  will  be  prepared  to  be  very 
supportive  of  the  Clinton  Administration  and  their  decisions  in  this 
regard  if  they  take  a  more  rational,  fair  approach  to  permitting 
our  domestic  carriers  to  engage  in  agreements  with  foreign  carriers 
so  that  we  might  expand  our  competitiveness  in  global  routes. 

I  am  also  very  much  concerned  about  what  I  believe  has  been  the 
blatant  favoritism  whereby  the  largest  carriers  had  unfair  advan- 
tages through  predatory  pricing  clearly  aimed  at  driving  smaller 
carriers  out  of  the  industry.  I  am  hopeful  that  the  new  Administra- 
tion and  certainly  this  Committee  should  come  to  grips  with  that 
particular  issue. 

And  finally,  I  would  express  my  great  concern  about  the  possibil- 
ity of  an  energy  tax  and  what  it  might  do  to  domestic  carriers.  I 
am  told  that  a  one  cent  increase  in  aviation  fuel  equals  $150  mil- 
lion in  increased  cost  to  the  industry.  So  if  we  see  an  energy  tax 
imposed  across  America,  if  the  hit  taken  by  the  aviation  carriers 
amounts  to  six  or  seven  cents  a  gallon,  that  translates  into  a  billion 
dollars  in  new  costs.  Indeed,  that  translates  into  the  total  annual 
earnings  of  the  entire  airline  industry  in  its  best  year  ever.  So  an 
increase  in  the  energy  tax  has  profound  implications  for  the  avia- 
tion industry,  an  industry  here  that  we're  talking  about  trying  to 
help.  So  in  decisions  that  might  be  made  in  the  coming  week,  I 
hope  that  we  don't  rather  inflict  one  more  nail  in  the  coffin  of  a 
competitive  industry  and  in  the  process  be  a  party  to  driving  sever- 
al carriers  out  of  the  industry,  thereby  handing  over  to  one  or  two 
giants  a  monopolistic,  if  not  oligopolistic,  stranglehold  on  this  im- 
portant industry. 

I  request  that  my  prepared  statement  appear  in  the  record  at 
this  point. 

Mr.  Oberstar.  Without  objection,  so  ordered. 

[Mr.  Shuster's  prepared  statement  follows:] 

Statement  of  Hon.  Bud  Shuster 

Mr.  Chairman,  I  share  your  concern,  and  the  concerns  of  other,  about  the  state  of 
our  airline  industry. 

The  facts  are  well  known.  More  than  8  billion  dollars  in  losses  over  the  last  3 
years.  Three  major  airlines  are  operating  in  bankruptcy.  Other  airlines  have  al- 
ready gone  out  of  business. 

The  reasons  for  this  crisis  are  many.  Over-capacity,  fare  wares,  high  taxes,  and 
regulatory  costs  have  all  contributed  to  the  problem. 

During  the  1980's,  when  passenger  traffic  was  increasing,  many  airlines  apparent- 
ly though  the  good  times  would  continue.  They  ordered  new  expensive  aircraft  in 
anticipation  of  continued  passenger  growth.  According  to  DOT  statistics,  the  three 
major  airlines  increased  their  capacity  to  such  an  extent  that,  in  effect,  they  added 
another  major  airline.  When  the  expected  increase  in  passengers  did  not  material- 
ize, they  were  stuck  with  a  large  supply  of  planes  without  the  necessary  passenger 
demand  to  fill  them.  The  result  was  fare  wares  and  huge  losses. 

The  three  major  airlines  apparently  thought  many  of  their  competitors  would  go 
out  of  business  and  there  would  be  room  in  the  aviation  marketplace  for  their  new 
planes.  But  through  effective  use  of  the  bankruptcy  laws  and  foreign  investment, 
this  has  not  occurred.  Now,  most  of  the  major  airlines  are  still  flying  but  losing 
money. 

The  solution  to  this  dilemma  is  not  an  easy  one.  Some  tax  relief,  such  as  a  change 
in  the  alternative  minimum  tax,  might  be  appropriate.  I  also  strongly  support 
USAir's  effort  to  develop  an  alliance  with  British  Airways.  But  we  will  be  looking 
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for  ideas  from  the  witnesses  here  today  and  those  who  will  testify  during  the  other 
2  days.  They  are  closer  to  the  problem  and  their  expertise  should  be  very  helpful.  I 
am  particularly  pleased  that  USAir's  president,  Seth  Schofield,  will  be  here  to 
present  the  perspective  of  that  airline  which  has  such  a  large  presence  in  my  State 
of  Pennsylvania. 

One  thing  that  I  would  definitely  not  want  to  see  happen  is  the  imposition  of  a 
fuel  tax.  I  strongly  oppose  a  gas  tax  in  any  case.  An  imposing  one  on  the  airlines 
\vould  be  particularly  bad.  An  industry  that  is  already  losing  billions  of  dollars  can 
ill  afford  even  a  small  increase  in  this  area.  A  one  cent  increase,  I  am  told,  would 
add  another  $150  million  in  losses  per  year.  Let's  ground  this  gas  tax  idea  before  it 
gets  off  the  ground. 

Mr.  Oberstar.  Thank  you,  Mr.  Shuster.  Well  and  forcefully  said. 

Before  we  proceed  with  our  witnesses,  I  will  leave  the  record 
open  at  this  point  to  receive  statements  from  our  colleagues  in  Con- 
gress. 

[Statements  received  for  the  record  follow:] 

Statement  of  Congressman  Lucien  E.  Blackwell 

Thank  you,  Mr.  Chairman.  I  am  pleased  to  be  able  to  join  you  and  my  Colleagues 
as  we  launch  this  discussion  about  the  ailing  financial  condition  of  the  airline  indus- 
try. 

Recent  financial  difficulties,  combined  with  earlier  mergers  and  carrier  failures. 
Chapter  11  reorganizations,  and  ineffective  competition  have  resulted  in  slippage 
from  high  profit  margins  to  mounting  red  ink  in  the  ledger  books. 

We  are  here  today  to  talk  about  these  and  other  potential  causes  for  the  airline 
industry's  financial  distress,  and  the  possible  solutions  for  improved  competition 
and  improved  consumer  benefits. 

Should  the  airlines  be  regulated  once  again  by  the  federal  government  or  should 
deregulation  remain  in  place?  That  is  the  question  of  the  day.  We  will  make  some 
decisions,  but  we  must  first  continue  to  seek  views  on  the  many  issues  surrounding 
that  question. 

I  know  that  we  will  hear  today  many  suggestions  offering  creative  solutions  for 
resolving  this  much  talked  about  dilemma.  At  the  same  time,  there  has  been  a  con- 
sistent call  for  expeditious  action.  While  I  share  the  sense  of  urgency,  we  must 
make  sure  every  reasoned  approach  is  considered. 

As  we  ponder  the  issues  today,  we  must  encourage  hope  for  the  future.  We  must 
also  be  sure,  however,  that  any  program  or  concept  we  enact  treats  the  real  problem 
and  does  not  merely  offer  some  cursory  answer  to  a  festering  problem  which  will 
not  go  away. 

Mr.  Chairman,  in  light  of  the  serious  problems  faced  by  the  airline  industry,  I 
welcome  the  witnesses  who  will  appear  before  us  this  morning  and  tomorrow  and 
look  forward  to  hearing  their  testimony. 

Thank  you,  Mr.  Chairman. 


Statement  of  Hon.  Mac  Collins 

Mr.  Chairman,  I  want  to  thank  you  and  Mr.  dinger  for  undertaking  these  hear- 
ings. I  am  very  concerned  over  the  state  of  the  airline  industry,  as  we  all  are,  and  I 
look  forward  to  hearing  proposed  solutions  to  the  very  real  problems  which  confront 
the  industry. 

We  have  already  heard  a  litany  of  statistics.  We  know  the  situation  is  critical.  All 
but  one  airline  is  in  the  red,  three  airlines  are  currently  in  bankruptcy,  and  we 
have  lost  numerous  airlines  through  either  bankruptcy  or  mergers. 

We  must  face  hard  questions  such  as: 

(1)  What  effect  do  bankrupt  carriers  have  on  others  which  are  competing  without 
the  protection  of  the  bankruptcy  court?  Should  they  be  allowed  to  deeply  discount 
fares,  while  at  the  same  time,  enjoying  protection  from  paying  its  creditors? 

(2)  What  effect  do  foreign  investments  have  on  the  industry  in  general?  I  feel  that 
we  absolutely  must  have  fully  reciprocity  in  transactions  between  U.S.  and  foreign- 
flag  airlines. 

(3)  What  do  we  need  to  do  in  the  form  of  tax  relief,  recognizing  that  that  would 
not  fall  within  the  jurisdiction  of  this  committee?  I  believe  that  at  a  minimum,  we 
must  enact  an  investment  tax  credit  and  eliminate  the  alternative  minimum  tax. 
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(4)  What  regulatory  burdens  do  we  need  to  review  as  excessive  and  too  costly?  It 
appears  to  me  that  there  are  many  regulations,  which  may  have  been  well-intended 
or  necessary.  But  has  anyone  looked  at  the  cumulative  effect  these  regulations  have 
on  the  industry? 

(5)  Are  the  funds  which  passengers  through  ticket  taxes  and  passenger  facility 
charges  established  at  proper  levels,  given  the  current  climate,  and  are  those 
monies  being  properly  sp)ent? 

(6)  And  finally,  and  perhaps  most  importantly,  how  are  the  employees  affected  by 
this  situation?  What  of  the  people  who  have  lost  financial  security  for  their  families 
by  losing  their  jobs,  or  their  pensions.  This  is  particularly  appalling  when  the  em- 
ployees pay  the  price  while  others  reap  major  profits. 

On  the  latter  point,  Mr.  Chairman,  I  am  today  introducing  legislation  which 
would  help  to  protect  employees.  The  bill  proposes  to  strengthen  the  criteria  used  by 
the  Department  of  Transportation  to  determine  whether  a  new  applicant  is  finan- 
cially fit  to  operate  an  airline.  It  raises  the  presumption  that  any  person  who  has 
been  in  control  of  an  airline  or  airlines  placed  in  bankruptcy  more  than  once  is  fi- 
nanci£illy  unfit  to  acquire  yet  another  carrier,  and  will  not  be  certified  to  do  so.  A 
similar  amendment  passed  the  House  in  1989,  and  I  hope  the  leadership  and  my 
colleagues  will  give  this  meeisure  serious  and  favorable  consideration. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  hearing  the  witnesses,  and  to  explor- 
ing solutions  to  the  plight  of  the  airline  industry. 


Statement  of  Representative  Sam  Coppersmith 

Chairman  Oberstar,  Subcommittee  members,  and  distinguished  guests,  today,  we 
begin  em  important  series  of  hearings  designed  to  examine  the  health  of  the  Ameri- 
can airline  industry.  We  start  not  a  moment  too  soon. 

Nearly  everyone  agrees  that  the  U.S.  aviation  industry  is  in  near-critical  financial 
condition.  During  the  past  three  years,  the  major  U.S.  airlines  have  lost  over  ten 
billion  dollars.  Eastern,  Midway,  and  Pan  American  have  gone  out  of  business. 
TWA,  Continental,  and  America  West  currently  do  business  under  U.S.  Bankruptcy 
Court  protection,  although  TWA  soon  may  emerge  from  Chapter  11.  Other  major 
carriers  operate  on  very  narrow  margins.  The  industry  has  become  more  concentrat- 
ed, with  the  share  of  the  market  controlled  by  the  8  largest  airlines  increasing  from 
80  to  95  percent,  and  over  the  past  five  years  the  share  of  the  three  largest  airlines 
has  increased  from  41  percent  to  over  57  percent.  The  industry's  excess  capacity  and 
the  slow  progress  of  the  American  economy  do  not  give  much  cause  for  immediate 
optimism. 

While  nearly  everyone  agrees  on  the  industry's  condition,  less  agreement  exists 
about  the  causes.  A  number  of  factors  clearly  helped  the  industry  to  arrive  at  such 
a  parlous  state,  such  as  rapid  expansion  planned  during  rising  demand  but  coming 
into  service  during  flat  demand;  sudden  increeises  in  fuel  prices  and  plunging 
demand,  whether  caused  by  terrorism  fears,  the  Gulf  War,  or  the  national  recession; 
and  changes  in  accounting  for  retiree  benefits.  In  addition,  many  of  these  changes 
occurred  while  the  industry  had  little  margin  for  error,  due  to  significantly  in- 
creased debt  burdens  from  leveraging  or  restructurings. 

Still,  the  consensus  about  the  diagnosis  and  the  general  sense  of  the  causes  frac- 
tures still  further  when  discussing  possible  solutions.  Too  many  of  the  cures  pro- 
posed have  more  to  do  with  the  employment  of  the  proponent  than  the  health  of  the 
industry  or  the  national  welfare.  Given  the  stakes  involved,  I  am  not  surprised. 
However,  I  believe  this  Subcommittee  will  play  its  proper  role  by  examining  the 
problem  and  developing  solutions  that  serve  the  national  interest,  not  just  the  self- 
interest  of  some  particular  entity  or  segment  of  the  industry. 

I  believe  our  national  interest  lies  in  a  healthy  aviation  industry,  one  that  pro- 
vides our  citizens  with  the  widest  possible  choice  of  safe,  frequent,  and  affordable  air 
transportation.  I  trust  we  will  assist  in  the  work  of  the  newly-proposed  National 
Commission  in  devising  solutions  to  the  difficult  problems  facing  the  industry. 

As  an  aside,  this  Subcommittee  and  its  parent  Committee  attracted  my  interest  in 
no  small  part  due  to  the  absence  of  partisem  bickering  that  has  afflicted  many  other 
aspects  of  the  House  of  Representatives.  I  look  forward  to  discussing  and  debating 
issues  in  light  of  the  broader  national  interest  instead  of  engaging  in  narrow  parti- 
san arguments.  I  salute  our  Chairman  and  the  Ranking  Member  for  establishing 
and  maintaining  this  all-too-rare  tone. 
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Statement  of  Hon.  Jerry  F.  Costello 

Mr.  Chairman,  I  would  like  to  thank  you  for  calling  the  hearings  today  and  to- 
morrow to  discuss  the  financial  condition  of  the  airline  industry.  I  believe  it  is  im- 
portant that  we,  as  a  Subcommittee,  look  at  what  caused  the  current  problems 
facing  our  nation's  airline  industry  and  study  what  can  be  done  to  remedy  these 
problems. 

I  would  like  to  welcome  the  distinguished  panelists  who  have  assembled  to  discuss 
this  issue.  I  look  forward  to  hearing  your  testimony  and  benefitting  from  your  in- 
sight into  the  issues  of  competition,  leveraged  buyouts  and  possible  legislative  solu- 
tions. 

The  airline  industry  threatens  to  become  much  more  concentrated,  and  this  Sub- 
committee is  rightly  concerned  about  a  possible  loss  of  the  benefits  of  deregulation. 
The  field  of  competitors  is  shrinking,  and  consumers  are  concerned  that  they  will  no 
longer  benefit  from  the  reduced  fares  and  increased  quality  that  resulted  from  de- 
regulation. In  addition,  it  is  possible  that  the  industry's  financial  difficulties  will 
affect  levels  of  employment  and  its  ability  to  modernize  its  fleet.  These  issues  must 
all  be  considered  when  discussing  appropriate  legislative  or  regulatory  action. 

These  two  days  of  hearings  will  help  to  ensure  that  our  coverage  of  the  airline 
industry's  financial  state  is  comprehensive.  Again,  Mr.  Chairman,  thank  you  for 
calling  for  these  hearings. 


Statement  of  Hon.  Bud  Cramer 

Mr.  Chairman,  I  appreciate  your  exemplary  example  of  leadership  in  holding 
these  hearings  on  the  financial  condition  of  the  airline  industry. 

During  our  recent  fact-finding  and  information  gathering  trip,  we  saw  first-hand 
the  problems  that  are  being  faced  by  our  airlines  industry,  including  manufacturers, 
and  airports.  We  are  presently  at  a  crossroads  where  serious  decisions  must  be 
made.  "These  decisions  must  not  be  weighed  down  by  partisan  views,  but  rather 
should  be  based  on  ideas  that  will  help  the  industry  in  the  short-term  and  prepare  it 
for  the  future. 

There  are  many  issues  that  I  am  interested  in  reviewing.  I  have  discussed  some  of 
them  with  members  of  the  Committee.  First,  I  know  we  must  address  the  capacity 
question.  Too  many  seats,  too  few  passengers.  Another  issue,  I  would  like  to  discuss 
during  these  two  or  maybe  three  days  of  hearings  is  foreign  investment  in  U.S.  Air- 
lines. Related  to  this  is  the  issue  of  international  air  service.  The  major  airport  in 
my  District  is  an  aggressive  airport  with  solid  plans  for  the  future,  of  which  a  com- 
ponent is  international  air  service.  My  airport  has  been  a  force  in  stimulating  our 
economy  and  I  am  interested  in  pursuing  plans  that  can  strengthen  the  Huntsville- 
Madison  County  International  Airport  efforts. 

Additionally,  Mr.  Chairman,  I  look  forward  to  hearing  testimony  on  potential  leg- 
islative actions  that  could  have  a  generally  positive  impact  on  the  financial  condi- 
tion of  all  airlines.  Who  would  be  the  winners  and  losers  under  the  various  propos- 
als that  we  may  consider.  What  impact  would  a  particular  proposal  have  on  con- 
sumer confidence.  The  answers  to  these  questions,  of  course,  will  have  a  significant 
impact  on  legislative  initiatives. 

The  financial  condition  of  the  airline  industry  is  one  of  the  most  serious  economic 
issues  facing  us  today.  Everyday  there  is  an  article  or  news  story  on  one  airline  or 
the  other,  or  the  airline  industry  in  general.  Some  of  the  information  being  dissemi- 
nated, it  has  been  said,  is  not  as  factual  or  as  well  analyzed  as  it  should  be.  Mr. 
Chairman,  we  need  to  get  to  the  heart  of  the  matter.  "These  hearings  will  provide  us 
with  that  opportunity. 

Thank  you  Mr.  Chairman  for  holding  these  hearings.  I  look  forward  to  today's  tes- 
timony. 


Statement  of  Hon.  Barbara-Rose  Coluns 

Mr.  Chairman,  I  would  like  to  thank  you  for  holding  this  hearing  on  the  financial 
condition  of  the  airline  industry.  I  would  also  like  to  thank  you  for  the  opportunity 
to  accompany  you  and  my  colleagues  on  the  recent  fact-finding  mission  to  Seattle 
£ind  Cincinnati,  where  I  saw  first  hand  the  operations  of  the  airline  industry  and 
listened  to  the  concerns  of  its  employees. 

We  all  know  how  important  the  airline  industry  is  to  the  economy  of  the  United 
States.  We  are  here  today  in  an  effort  to  assist  the  airline  industry  and  to  let  them 
know  we  want  to  help.  After  failing  to  take  off  from  the  runway  over  the  past 
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twelve  years  due  to  the  busting  of  the  Air  Traffic  Controllers  Union,  the  deregula- 
tion of  the  airline  industry,  and  now  the  unprecedented  losses  that  the  airline  in- 
dustry had  suffered,  we  must  carefully  examine  the  financial  condition  of  the  air- 
line industry  and  explore  all  our  options.  Something  must  be  done  to  insure  the  se- 
curity of  the  jobs  for  the  American  workers  that  are  employed  in  this  industry. 

I  am  delighted  that  these  witnesses  could  be  here  today  to  share  with  us  their 
insight.  I  look  forward  to  hearing  their  ideas  and  suggestions  eis  we  move  toward  "a 
new  beginning." 


Statement  of  Hon.  Ron  de  Lugo 

Mr.  Chairman,  I  commend  you  for  scheduling  these  hearings  so  early  in  this  ses- 
sion of  the  new  Congress. 

Clearly,  the  airline  industry  is  in  a  state  of  economic  crisis,  jeopardizing  thou- 
sands of  jobs  in  the  industry  as  well  as  convenient  and  affordable  service  to  the 
traveling  public. 

I  happen  to  believe  that  Government  must  play  a  role  in  trying  to  resolve  the 
current  problems  of  the  industry. 

To  what  degree  and  in  what  specific  ways,  are  questions  that  these  hearings  are 
designed  to  answer. 

While  of  course  we  must  examine  what  the  causes  of  the  current  problems  are,  at 
the  same  time  I  hope  that  our  witnesses  will  propose  constructive  plans  and  options 
for  us  to  consider  which  will  help  resolve  the  industry's  problems.  To  spend  a  great 
deal  of  time  on  either  defending  or  criticizing  actions  of  the  past  will  certainly  not 
be  as  constructive  as  simple  taking  a  hard  look  at  where  the  airline  industry  is 
today  and  where  we  would  all  like  it  to  be  in  the  future.  Then  we  can  take  those 
steps  to  get  us  there. 

Thank  you  very  much,  Mr.  Chairman. 


Statement  of  Hon.  Howard  "Buck"  McKeon 

Thank  you,  Mr.  Chairman.  In  the  last  several  months  we  have  heard  about  the 
financial  troubles  of  several  companies  such  as  IBM  and  General  Motors.  What  has 
often  been  overlooked  are  the  difficulties  encountered  by  our  domestic  airline  indus- 
try. 

Bankruptcies  and  losses  by  our  Nation's  airlines  have  escalated  to  over  six  billion 
dollars  since  1990.  Insolvent  carriers  continue  to  lay  off  workers  gmd  cut  ticket 
prices,  forcing  financially  solvent  companies  to  follow  suit.  Ironically,  the  three  so- 
called  "healthy"  airlines,  American,  United,  and  Delta,  collectively  lost  one  billion 
dollars  in  1992. 

These  financial  woes  have  impacted  suppliers  as  well.  This  year  Boeing  will  be 
cutting  production  of  737's  from  fourteen  to  ten  a  month,  while  747's  and  767's  will 
be  reduced  from  five  to  three  a  month.  Thousands  of  jobs  are  being  lost  as  a  result 
of  these  cutbacks. 

Deregulation  alone  cannot  and  should  not  be  blamed  for  the  situation  we  are  in. 
Now  more  than  ever,  the  airline  industry  must  work  constructively  with  the  FAA 
and  the  Department  of  Transportation  to  propose  meaningful  solutions  to  these 
problems.  I  am  sure  that  my  colleagues  and  I  stand  ready  to  do  what  it  takes  to 
address  these  important  issues. 

Mr.  Oberstar.  Our  first  witness  this  morning  is  Mr.  Patrick 
Murphy,  Deputy  Assistant  Secretary  for  Policy  and  Program  Devel- 
opment for  the  Department  of  Transportation.  While  Mr.  Murphy 
takes  the  stand,  I  want  to  observe  that  we  have  about  80  percent  of 
the  members  of  the  subcommittee.  This  is  the  largest  subcommittee 
on  Public  Works  and  we  have  80  percent  of  the  members  partici- 
pating this  morning.  That  is  an  indication  of  how  serious  Members 
of  Congress  take  the  current  situation  in  aviation. 

Mr.  Murphy,  welcome.  Glad  to  have  you  here.  Please  proceed. 
Your  entire  statement  will  appear  in  the  record  in  full. 
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TESTIMONY  OF  PATRICK  MURPHY,  DEPUTY  ASSISTANT  SECRE- 
TARY FOR  POLICY  AND  PROGRAM  DEVELOPMENT,  DEPART- 
MENT OF  TRANSPORTATION 

Mr.  Murphy.  Thank  you,  Mr.  Chairman.  First  of  all,  I  would  like 
to  thank  you  for  having  the  Department  of  Transportation  here 
today  as  the  lead  witness  in  this  very  important  hearing.  Secretary 
Pena  asked  me  to  pass  on  to  you,  Mr.  Chairman,  two  messages: 
one,  his  regrets  that  he  could  not  be  here  today,  but  as  you  may 
know  he  is  working  today  on  the  economic  stimulus  package  in- 
vesting in  our  infrastructure  which  will  be  announced  tonight  by 
the  President. 

Mr.  Oberstar.  We  will  forgive  him  so  long  as  there  is  a  substan- 
tial funding  in  there  for  aviation. 

Mr.  Murphy.  I  think  we  will  find  some  in  there,  Mr.  Chairman. 
Secondly,  he  wants  to  thank  you  and  Mr.  dinger,  Mr.  Shuster, 
Chairman  Mineta,  and  your  staffs  for  the  work  that  was  done  lead- 
ing up  to  yesterday's  announcement  about  an  expanded  Aviation 
Commission  and  an  agreement  that  we  would  get  on  with  that 
Commission.  The  Secretary  feels  that  is  a  very  important  initiative. 

As  a  matter  of  fact,  this  important  issue  led  Secretary  Pena,  in 
one  of  his  first  efforts  as  Secretary  of  Transportation,  to  take  a 
lead  in  proposing  the  establishment  of  the  National  Commission  to 
Ensure  a  Strong  Competitive  Airline  Industry.  This  legislation  on 
the  Commission  was  announced  in  this  room  yesterday.  The  Com- 
mission has  full  bipartisan  support,  and  its  creation  is  encouraged 
by  many  industry  officials.  There  are  many  varied  opinions,  even 
among  the  airlines,  on  why  the  industry  is  suffering  and  what,  if 
any,  corrective  actions  are  needed.  But  a  broad-based  Commission 
will  be  an  ideal  forum  for  building  a  consensus  on  how  to  go  for- 
ward. We  in  the  Department  wait  anxiously  for  the  recommenda- 
tions coming  from  this  Commission. 

With  one  notable  exception.  Southwest  Airlines,  every  major  air- 
line continues  to  experience  large  losses.  The  industry's  losses  were 
oyer  $2  billion  again  this  past  year,  double  that  if  we  include  one- 
time charges  for  retiree  health  benefits,  and  more  than  $8  billion 
over  the  last  three  years.  The  debt  load  on  many  airlines  has  in- 
creased greatly  in  recent  years  while  equity  has  been  depleted.  In 
short,  Mr.  Chairman,  the  airline  industry  is  in  trouble. 

What  is  at  stake  goes  beyond  the  effect  on  the  airlines,  their  em- 
ployees, and  the  travelling  public.  The  industry  affects  the  aero- 
space manufacturers,  travel  related  businesses  such  as  car  rental 
agencies,  hotels,  restaurants,  retail  businesses,  and  resorts.  Each  of 
these  in  turn  buys  goods  and  services  from  still  other  businesses. 
Ultimately,  a  significant  part  of  the  economy,  the  balance  of  pay- 
ments, and  tens  of  thousands  of  jobs  are  at  issue  today. 

As  yet,  the  ongoing  financial  crisis  of  the  airlines  has  not  affect- 
ed competitiveness,  and  most  travellers  continue  to  enjoy  good 
service  and  low  air  fares.  But  looking  to  the  future,  we  are  con- 
cerned. America  cannot  be  assured  of  good,  reasonably  priced  serv- 
ice unless  the  airline  industry  is  both  healthy  and  structurally 
competitive. 

Understanding  the  reasons  for  the  airlines'  poor  performance  is 
essential  if  the  Government  is  to  develop  good  policy.  The  ultimate 
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question  Government  must  answer  is  whether  this  wave  of  losses  is 
an  aberration  or  a  precursor  of  future  performance  that  mandates 
fundamental  change.  Are  the  losses  driven  by  self-correcting  phe- 
nomena such  as  cyclical  events,  or  by  bad  decisions  by  airlines,  or 
inappropriate  Government  policy,  or  a  fundamental  flaw  in  the  in- 
dustry's structure? 

Regardless  of  the  causes,  the  industry's  lack  of  profits  may  be  ap- 
proaching a  point  of  critical  importance  to  the  future  competition 
of  the  industry.  Some  of  our  airlines  are  now  so  weakened  that 
they  will  have  difficulty  sustaining  even  modest  future  losses.  Ad- 
ditional consolidation  is  clearly  possible.  Too  much  consolidation 
could  produce  an  inadequate  level  of  competition.  So  even  if  we  are 
confident  that  the  problems  causing  the  losses  today  are  self-cor- 
recting, we  would  have  to  be  concerned  about  the  prospect  of 
future  consolidation.  It  would  be  a  tragedy  if  airlines  were  lost  due 
to  Government  failure  to  address  the  issues. 

We  believe  that  the  most  effective  way  for  the  Government  to 
begin  to  address  this  situation  is  through  the  newly  proposed  Air- 
line Commission.  Because  time  is  short,  the  Commission  is  charged 
with  completing  its  mission  in  90  days  after  its  creation.  This  kind 
of  short-term,  high  priority,  high  intensity  process  is  absolutely 
necessary  given  the  airline  industry's  continuing  losses  and  de- 
clines in  new  orders  for  our  aircraft  manufacturing  industry. 
Among  the  issues  the  Commission  will  investigate  are  the  financial 
condition  of  the  industry,  including  the  impact  of  industry  pricing 
policies,  deregulation,  bankruptcy  laws,  international  aviation 
policy,  and  the  ability  of  the  United  States  to  achieve  long-term 
competitiveness  in  international  aviation.  We  will  also  be  looking 
at  the  ramifications  of  foreign  investment  and  cost  impacts  from 
the  phaseout  of  noisy  aircraft.  The  Commission  will  also  examine 
the  state  of  the  U.S.  aircraft  manufacturing  industry,  and  finally, 
it  will  examine  the  future  competitiveness  of  the  domestic  airline 
industry. 

In  each  of  these  areas,  the  Commission  will  be  charged  with  de- 
veloping recommendations  to  the  President  and  to  the  Congress  on 
actions  that  could  be  taken  to  improve  the  financial  strength  and 
competitiveness  of  the  industry.  This  is  an  ambitious  undertaking, 
particularly  in  the  90  days  allowed.  But  it  can  be  done.  It  will  give 
us  the  best  opportunity  to  get  the  airline  industry  back  on  its  feet. 

Mr.  Chairman,  in  the  weeks  before  the  Commission's  report,  the 
Department  will  do  everything  in  its  power  to  protect  and  promote 
the  current  competition  in  the  airline  industry.  We  will  also  vigor- 
ously protect  our  international  aviation  rights  abroad.  This  ap- 
proach will  keep  us  in  good  position  to  receive  the  recommenda- 
tions of  the  Commission. 

With  this  in  mind,  we  will  move  aggressively  whenever  foreign 
governments  restrict  U.S.  airline  rights  abroad.  Secretary  Pena  has 
already  made  this  clear  with  two  rulings  against  Australia  and 
Japan  in  his  first  two  weeks  in  office. 

The  Department  will  also  be  very  active  in  providing  support  for 
the  Commission. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you,  Mr.  Murphy.  We  appreciate  your 
brevity  and  the  concise  statement  you  have  presented. 
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I  wanted  to  emphasize  that  while  this  committee  is  not  going  to 
sit  idly  by  watching  the  Commission  do  its  work  stud5dng  problems 
and  offering  possible  solutions  and  doing  nothing  about  the  prob- 
lems at  hand.  The  problems  are  many,  they  are  diverse,  they  are 
big,  they  are  serious,  and  we  want  to  be  assured,  as  I  think  you 
have  just  done,  that  the  Department  will  stay  on  top  of  these  inter- 
national bilateral  questions,  our  rights  overseas,  that  foreign  coun- 
tries not  get  away  with  protecting  their  carriers,  making  ours  pay 
twice  for  rights  they  have  already  paid  for,  and  assert  itself  vigor- 
ously while  the  Commission  goes  on  with  its  work. 

Since  deregulation,  the  CAB  and  the  DOT  have  made  numerous 
studies  of  whether  deregulation  was  providing  benefits  for  passen- 
gers and  shippers.  Generally  speaking,  those  studies  have  shown 
that  consumers  £ind  shippers  in  fact  receive  substantial  benefits. 
There  was  a  study  that  showed  some  $6  billion  in  benefits  to  the 
travelling  public.  Have  there  been  any  studies  undertaken  by  the 
Department  in  the  last  years  to  cause  you  to  change  or  reassess  the 
conclusion  that  deregulation  has  substantially  benefitted  con- 
sumer? 

Mr.  Murphy.  Mr.  Chairman,  we  still  remain  firmly  convinced 
that  to  date  deregulation  continues  to  benefit  the  travelling  public. 
Our  concern  really  is  that  with  the  losses  that  are  mounting  up 
and  the  potential  for  consolidation  in  the  airline,  that  the  benefits 
we've  all  enjoyed  over  the  last  years  could  be  lost. 

Our  concern  is  that  although  we  have  ho  evidence  today  of  a  loss 
of  competition,  we  are  quite  worried  about  where  we  are  today  and 
whether  we  will  enjoy  these  benefits  a  few  years  from  now.  That's 
why  we  want  to  look  to  see  where  we  are  today  and  where  we're 
going  to  be  in  the  coming  years. 

Mr.  Oberstar.  As  1  said  at  the  outset,  we  are  going  to  limit  each 
member,  including  the  Chair,  to  one  question  and  one  concise 
answer,  and  then  we  will  proceed  right  through  this  committee. 

Mr.  dinger? 

Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

Just  very  briefly,  Mr.  Murphy,  one  of  the  major  themes  that 
comes  through  all  of  the  testimony  we're  going  to  hear  today  has  to 
do  with  the  question  of  over-capacity.  We've  seen  a  build-up  in  ca- 
pacity which  was  thrown  off  track  by  a  recession,  by  Desert  Storm, 
by  a  number  of  other  things,  but  because  of  the  lag  time  in  order- 
ing new  aircraft  and  gearing  up  for  what  was  expected  to  be  a  6 
percent  growth  in  domestic  travel,  they  were  caught  shortsighted. 
Would  that  be  your  assessment,  that  overcapacity  is  a  major  prob- 
lem in  the  industry?  If  so,  is  it  a  self-correcting  problem?  Are  we 
now  seeing  with  the  cancellations  or  the  deferrals  of  aircraft  orders 
and  all  of  the  sort  of  trauma  that  we're  going  through  at  the 
present  time,  is  the  bottom  line  of  that  going  to  be  an  industry  that 
is  more  in  balance  in  a  supply  and  demand  situation? 

Mr.  Murphy.  Mr.  Clinger,  you  are  absolutely  correct.  The  capac- 
ity that  has  been  brought  into  this  industry  in  the  last  several 
years  has  been  far  more  than  needed.  I  think  that  can  be  explained 
by  several  causes.  Number  one,  the  airline  industry  is  used  to  a 
level  of  growth  that  we  have  not  seen  in  five  years.  Traffic  in  this 
country  has  been  flat  since  1988. 
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Second,  I  do  believe  that  some  of  the  airlines  thought  that  some 
of  the  bankrupt  companies  were  going  to  be  going  away  and  some 
of  that  capacity  would  be  retired  since  they  tended  to  have  older 
aircraft.  But  those  carriers  have  not  gone  away.  The  big  three  air- 
lines have  brought  an  enormous  amount  of  capacity  into  the 
system  in  the  last  three  years.  As  a  matter  of  fact,  as  a  group,  the 
Big  Three  have  brought  in  more  capacity  than  the  bankrupt  three 
airlines  today  operate.  They  have  brought  in  the  equivalent  of  two 
new  major  airlines  in  terms  of  new  capacity  coming  into  the 
system.  AH  of  that  was  well-intentioned.  It  was  designed  for  growth 
that  just  did  not  occur.  But  we  have  this  capacity.  It  is  going  to  be 
a  while  until  that  is  absorbed.  The  secret  will  be  to  get  the  econo- 
my growing  so  that  those  seats  can  be  filled. 

It  is  self-correcting  but  it  could  take  a  long  time.  In  the  mean- 
time, a  lot  of  damage  could  be  done  to  some  of  our  airlines  while 
we  wait  for  traffic  to  catch  up  with  capacity. 
Mr.  Oberstar.  Mr.  Mineta. 

Mr.  Mineta.  Mr.  Chairman,  I  will  pass  because  of  the  length  of 
my  opening  statement.  Thank  you  very  much. 
Mr.  Oberstar.  Mr.  de  Lugo. 
Mr.  DE  Lugo.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Murphy.  In  your  statement,  you  indicate  ad- 
ditional consolidation  of  the  industry  is  clearly  possible  and  the 
result  could  be  an  inadequate  level  of  competition.  What  steps,  if 
any,  can  the  Government  take  to  prevent  this  or  to  discourage  this 
on  the  part  of  DOT  or  any  other  department  in  Government? 

Mr.  Murphy.  I  think  the  number  one  action  that  the  Govern- 
ment can  take  is  to  begin  to  get  the  economy  growing  again  so  that 
there  is  enough  traffic  out  there  for  all  of  the  airlines.  But  in  terms 
of  getting  involved  with  the  propping  up  of  any  particular  airline, 
that  is  a  very  difficult  thing  for  the  Government  to  do. 

I  don't  see  any  interest  in  the  Executive  Branch  in  putting  air- 
lines out  of  business  because  they  are  bankrupt  so  that  we  can  help 
other  airlines  get  healthy.  But  I  do  think  the  antitrust  laws  need  to 
be  carefully  adhered  to  to  make  sure  we  don't  have  consolidation 
in  the  future  that  is  unhealthy  for  the  state  of  competition.  So  I 
would  say  the  number  one  thing  we  can  do  from  a  narrow  perspec- 
tive is  to  enforce  our  antitrust  laws. 

Mr.  DE  Lugo.  Thank  you,  Mr.  Chairman. 
Mr.  Oberstar.  Mr.  Shuster. 
Mr.  Shuster.  I  will  pass. 
Mr.  Oberstar.  Mr.  Boehlert. 

Mr.  Boehlert.  You  caught  me  with  an  ice  cube  in  my  mouth. 
Mr.  Chairman,  I  just  have  an  observation,  I  didn't  have  an  open- 
ing statement  but  I  do  have  just  an  observation.  When  I  consider 
the  financial  condition  of  the  airline  industry  and  the  plight  of  the 
industry  to  date,  I  am  reminded  of  Woody  Allen's  essay  in  which 
he  gave  advice  to  graduates.  Mr.  Allen  said,  "We  have  arrived  at 
the  crossroads.  One  road  leads  to  hopelessness  and  despair,  the 
other  to  total  extinction.  Let  us  pray  that  we  have  the  wisdom  to 
choose  wisely."  I  don't  think  it  is  quite  as  grave  as  that,  but  I  am 
very  much  concerned,  as  we  all  are  in  this  committee,  and  the  at- 
tendance here  today  evidences  that. 
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Mr.  Murphy,  you  talk  in  your  statement  about  too  much  consoli- 
dation producing  the  possibility  of  an  inadequate  level  of  competi- 
tion. How  do  you  define  "adequate  level"  of  competition? 

Mr.  Murphy.  I  guess  I  would  define  adequate  level  of  competi- 
tion as  one  where  we  have  enough  firms  to  make  sure  that  prices 
reflect  costs  and  that  costs  are  kept  in  line  by  competitors  so  that 
we  do  not  have  airlines  that  can  behave  in  a  lazy  fashion,  behave 
as  a  cartel  so  that  they  don't  need  to  worry  about  their  costs,  and 
they  can  price  in  a  way  that  they  need  not  worry  about  new  en- 
tries or  competition.  We  certainly  don't  have  that  today.  We  have 
an  industry  that  is  intensively  competitive.  Our  concern  is  that  we 
not  lose  that  level  of  competition  that  has  brought  billions  of  dol- 
lars in  benefits  to  the  travelling  public. 

Mr.  BoEHLERT.  The  past  Secretary  of  Transportation,  before  he 
went  over  to  the  White  House  and  gave  them  some  bum  advice, 
told  this  committee  that  within  a  year — and  this  was  about  a  year 
and  a  half  ago — within  a  year  that  we  would  probably  witness  the 
demise  of  several  more  carriers  and  end  up  with  from  three  to  six 
carriers.  That  hasn't  happened. 

Mr.  Murphy.  Yes,  sir. 

Mr.  Boehlert.  We  are  still  at  a  level  of  nine.  Are  you  concerned 
if  we  get  down  to  three  to  six?  Would  that  be  an  adequate  level  of 
competition? 

Mr.  Murphy.  Well  I  did  learn  one  lesson  from  our  last  Secre- 
tary— not  to  get  involved  with  talking  about  numbers  before  con- 
gressional committees  as  to  how  many  airlines  it  would  take  to 
have  a  workably  competitive  system.  We  know  we  have  nine  major 
airlines  today.  We  are  glad  we  have  nine  major  airlines  today.  We 
would  like  to  keep  the  number  at  nine.  We  would  like  to  see  the 
number  go  to  ten  or  eleven.  At  what  level  we  would  not  have  a 
competitive  system,  I  can't  say,  Congressman,  but  we  want  to  keep 
the  number  at  least  at  nine. 

Mr.  Boehlert.  Thank  you. 

Mr.  Oberstar.  Mr.  Geren. 

Mr.  Geren.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  am  concerned  about  our  expanding  the  opportu- 
nities for  foreign  carriers  in  our  markets  without  demanding  reci- 
procity in  international  markets.  Considering  the  legislation  that 
has  been  introduced  by  Mr.  Oberstar  and  the  announcement  of  the 
proposed  Commission  to  study  the  overall  air  industry,  what  does 
the  Department  plan  to  do  regarding  developing  a  policy  on  foreign 
investment  in  the  United  States  and,  specifically,  the  BA/US  Air 
deal?  Do  you  intend  to  put  it  on  hold  until  this  commission  makes 
a  report  or  until  Mr.  Oberstar's  legislation  is  considered,  or  do  you 
plan  to  move  forward? 

Mr.  Murphy.  I  think  there  are  two  questions  there,  Congress- 
man. One,  the  Secretary  is  looking  to  the  Commission  to  provide 
him  with  guidance  on  our  policies  on  foreign  investment  in  our  air- 
lines, a  very  contentious  issue,  clearly.  In  the  meantime,  there  are 
several  transactions  pending  before  the  Department.  I  do  not  be- 
lieve it  is  the  Secretary's  intention  to  have  all  of  those  just  sit  and 
wait  for  the  report  of  this  Commission.  Some  of  these  transactions 
will  require  action  by  the  Department  in  the  coming  weeks.  So  I  do 
not  think  that  we  are  merely  going  to  sit  by  and  let  these  transac- 
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tions  sit  idle  in  our  docket.  We  are  going  to  be  forced  to  take  up  a 
number  of  these  issues  in  the  coming  weeks. 

Mr.  Geren.  What  about  specifically  the  BA/US  Air  deal?  Does 
that  fall  under  that  latter  category? 

Mr.  Murphy.  Well  there  are  a  number  of  features  involved  with 
that  transaction.  Whether  we  have  to  take  up  any  or  all  of  them,  I 
just  won't  comment  today.  But  clearly,  it  is  an  issue  that  is  before 
the  Secretary.  It  is  an  issue  that  we  talk  to  him  about  regularly. 
When  he  will  make  his  decision,  I  wouldn't  want  to  predict  today. 

Mr.  Geren.  Thank  you,  Mr.  Secretary.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Oberstar.  Mr.  Inhofe. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman. 

I  was  going  to  ask  the  same  question  that  Mr.  Geren  did.  So  I 
won't  waste  my  one  question  on  that.  However,  I  would  make  a 
comment  that  when  you  look  at  the  operating  statements  at  the 
per  passenger  mile  ability  of  our  airlines  here,  it  is  a  fraction  of 
that  of  foreign  competition.  Yet,  they  do  have  a  distinct  advantage 
over  us  in  their  control  of  the  markets.  It  is  something  we  have 
been  trying  to  address  since  the  Roosevelt  Administration.  I  cer- 
tainly hope  that  we  don't  give  up  our  last  bit  of  leverage  in  the  pro- 
posed merger  that  Mr.  Geren  talked  about  without  getting  some- 
thing for  it  from  a  market  perspective  for  our  domestic  airlines 
here. 

Mr.  Murphy,  my  understanding  is  that  after  a  two  year  investi- 
gation by  the  Department  of  Justice,  there  was  a  last  minute  anti- 
trust law  suit  filed  against  our  major  carriers  at  the  end  of  the 
year.  Your  testimony  was  very  specific  in  that  our  airlines  are  al- 
ready under  enough  attack  from  foreign  competitors  without 
having  their  own  Justice  Department  all  over  them.  As  you  stated, 
the  United  States  airlines  are  not  making  money  and  many  are  in 
terrible  financial  condition  mostly  as  a  result  of  foreign  competi- 
tion. 

So  price  gouging  and  price  fixing  wouldn't  seem  to  be  an  issue 
here.  If  it  were,  these  airlines  would  be  showing  profits  instead  of 
losses.  It  seems  to  me  that  we  have  got  a  bunch  of  people  at  the 
Department  of  Justice  that  are  doing  things  and  they  don't  have 
any  background  or  any  knowledge  of  the  airline  industry.  It  is  my 
understanding  that  these  folks  are  proposing  that  the  airlines 
follow  rules  that  are  cumbersome  and  would  probably  deprive 
travel  agents  and  the  general  public  from  certain  important  infor- 
mation. I  trust  you  are  not  anxious  to  allow  the  Department  of  Jus- 
tice to  reregulate  this  industry.  It  seems  to  me,  as  a  member  of  this 
committee,  that  if  anyone  should  be  looking  at  this,  it  should  be 
the  Department  of  Transportation,  not  the  Department  of  Justice. 
This  doesn't  necessarily  call  for  an  answer  unless  you  care  to  re- 
spond to  it. 

Mr.  Murphy.  It  is  a  little  awkward  for  me  to  respond  to  the  ac- 
tions of  the  Department  of  Justice,  Congressman.  I  would  just  add 
that  this  was  a  matter  that  was  brought  to  our  attention  at  the 
very  end  of  the  last  Administration  as  the  Department  of  Justice 
was  moving  against  the  airlines.  They  had  done  a  two-year  investi- 
gation, they  thought  they  saw  the  airlines  signalling  each  other  on 
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price  behavior  using  their  computer  reservation  systems,  and  they 
moved  forward  with  the  airlines. 

The  airlines  came  to  see  the  Department  of  Transportation  and 
asked  us  to  intervene  in  that  matter.  That  is  a  subject  we  are  still 
looking  at,  and  I  think  it  is  an  issue  that  the  Department  of  Jus- 
tice, the  Department  of  Transportation,  and  the  courts  are  all 
going  to  be  involved  with  in  the  coming  months. 

Mr.  Oberstar.  Mr.  Lipinski. 

Mr.  Lipinski.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Murphy. 

Mr.  Murphy.  Good  morning. 

Mr.  Lipinski.  Since  1969,  the  Department  of  Transportation  has 
imposed  a  slot  restrictions  at  O'Hare  International  Airport.  Since 
that  time,  there  has  been  little  expansion  of  air  carriers'  oper- 
ations. As  a  result,  O'Hare  has  been  frozen  in  the  past,  depriving 
the  community  of  opportunities  for  new  jobs  and  growth,  as  well  as 
the  economic  stimulus  associated  with  that  growth. 

For  the  past  two  and  a  half  years  the  Department  has  considered 
allowing  carriers  to  utilize  small  jets  in  a  portion  of  that  carrier's 
commuter  slot  allocations.  The  Department  recently  issued  an 
NPRM,  Notice  of  Proposed  Rule  Making,  which  proposed  to  grant 
approval  to  the  long  sought  utilization.  Mayor  Daley  and  the  busi- 
ness and  civic  leaders  from  throughout  the  Chicago  area  have  ac- 
tively supported  this  proposal. 

If  a  rule  is  granted  as  proposed,  there  would  be  several  hundred 
million  dollars  worth  of  benefit  to  the  Chicago  land  area,  and  ap- 
proximately 2,000  new  jobs  for  the  Chicago  area.  Will  you  give 
final  approval  to  this  rule  a  high  priority?  And  do  you  feel  that 
Congress  should  reexamine  the  entire  issue  of  slots  and  whether 
the  present  high  density  rule  needs  further  modifications?  This 
issue  is  enormously  important  to  me  because  I  represent  the  Chica- 
go area,  and  O'Hare  Airport  and  the  carriers  located  there  I  think 
are  being  deprived  of  an  opportunity  to  expand  because  of  the  fail- 
ure of  the  Department  of  Transportation  to  rule  in  this  matter. 

Mr.  Murphy.  Congressman,  landing  slots  at  airports  are  one  of 
the  stickiest  issues  that  we  have  to  deal  with  at  the  Department. 
This  issue  of  the  ability  to  upgrade  commuter  slots  to  small  jets  is 
an  issue  that,  as  you  suggested,  we  proposed  last  year  to  allow 
more  of  that  kind  of  service  to  take  place.  It  is  our  intention  to 
move  to  finalize  that  issue  sometime  in  the  next  few  months,  cer- 
tainly by  the  spring. 

In  addition,  we  have  been  talking  with  our  Secretary  about  a  full 
overview  of  the  entire  slot  issue.  As  you  may  know,  there  is  a  lot  of 
contention  about  the  use  of  these  for  international  operations,  the 
inability  of  new  entrant  carriers  to  get  slots  at  these  airports,  the 
ability  for  small  communities  to  continue  to  have  access  to  these 
airports,  and  the  issue  you  raised,  the  ability  to  upgrade  some  of 
these  slots  so  that  communities  can  get  larger  aircraft.  We  hope  to 
be  looking  at  all  of  that,  but  in  the  meantime  I  think  we  will  be 
moving  ahead  with  the  narrow  issue  that  you  raised. 

Mr.  Lipinski.  Thank  you  very  much  on  that.  I  would  sincerely 
appreciate  it  if  the  Department  could  keep  me  informed  as  much 
as  possible  as  you  move  along  in  that  direction.  If  there  is  any  aid 
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or  assistance  that  I  could  be  to  you,  I  would  certainly  be  happy  to 
supply  that. 

Mr.  Murphy.  We  will,  Congressman.  Thank  you. 

Mr.  LiPiNSKi.  Thank  you,  Mr.  Murphy.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Oberstar.  Mr.  Duncan. 

Mr.  Duncan.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  last  week  we  were  told  by  both  GE  and  Boeing  that 
the  thing  that  this  subcommittee  could  do  that  would  help  the  gen- 
eral aviation  industry  the  most  and  companies  like  Boeing  and  GE 
would  be  to  improve  the  profitability  of  the  airlines.  At  GE,  they 
mentioned  that  for  each  one  cent  or  one  penny  increase  in  the  tax 
on  aviation  fuel  it  costs  the  airlines  $150  million.  We  have  heard 
over  the  last  two  or  three  days  a  great  deal  about  broad-based  in- 
creases in  energy  taxes  and  I  am  sure  we  will  hear  more  about  that 
tonight.  Do  you  know  or  does  your  Department  know  if  aviation 
fuel  taxes  are  going  up?  If  so,  by  how  much?  And  what  effect  would 
this  have  on  the  airline  industry? 

Mr.  Murphy.  Congressman,  I  am  "embargoed"  on  discussing 
what  the  President  will  be  announcing  tonight.  But  let  me  just 
assure  you  that  the  Department  of  Transportation  is  quite  involved 
with  and  quite  concerned  about  any  kind  of  fuel  tax,  not  just  as  it 
would  affect  the  airlines,  but  our  railroads,  our  trucking  compa- 
nies, our  private  automobiles,  and  all  modes  of  transportation.  We 
have  been  in  regular — I  don't  even  want  to  say  communication — I 
want  to  say  a  regular  working  relationship  with  the  Office  of  Man- 
agement and  Budget  since  the  beginning  of  the  Administration  as 
the  issue  of  energy  taxes  has  been  discussed. 

Mr.  Duncan.  Thank  you. 

Mr.  Oberstar.  Mr.  Sangmeister. 

Mr.  Sangmeister.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  when  Sam  Skinner  was  Secretary  of  Transportation 
he  indicated  very  clearly,  and  I'll  paraphrase  what  he  said,  that  he 
felt  a  third  airport  in  the  Chicagoland  area  was  an  absolute  neces- 
sity. I  have  a  question  in  light  of  what  the  hearing  is  all  about 
today  and  where  the  airline  industry  is  going.  Understanding  that 
my  interest  in  this  is  because  three  of  the  four  proposed  sites  for  a 
third  airport  are  in  my  district,  and  in  light  of  the  fact  that  the 
governor  of  the  State  of  Illinois  was  able  to  obtain  a  couple  million 
dollars  for  going  ahead  just  before  President  Bush  left  office,  the 
pointed  question  I  have  to  ask  you  is,  what  is  the  Secretary's  posi- 
tion on  a  third  airport  in  the  Chicagoland  area? 

Mr.  Murphy.  Congressman,  I  think  the  Secretary  comes  at  this 
issue  with  an  excellent  background,  having  been  a  mayor  in 
Denver  at  the  time  they  went  ahead  with  the  new  airport.  He 
views  this  issue  of  a  new  airport  at  Chicago,  as  well  as  at  several 
other  cities  around  the  country,  as  primarily  a  local  issue  in  terms 
of  whether  or  not  an  airport  will  be  built  and  where  it  will  be 
sited.  The  Department  is  ready  to  help  fund  studies  to  determine 
where  an  airport  might  be  located.  But  ultimately  the  Department 
of  Transportation  is  not  going  to  be  telling  your  governor  or  a 
mayor  that  they  ought  to  build  a  new  airport  and  where  it  ought  to 
be  located.  We  stand  ready  to  provide  funds  for  the  studying  of 
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such  projects,  but  we  look  to  the  locals  to  tell  us  when  and  where 
to  build  such  an  airport. 

Mr.  Sangmeister.  How  about  the  normal  20  percent  that  is  usu- 
ally taken  from  Airport  Improvement  Program  funds  to  pay  for 
such  an  airport.  Is  he  willing  to  stand  behind  that? 

Mr.  Murphy.  Once  an  airport  site  has  been  selected  and  it  has 
been  agreed  to  go  ahead,  yes,  the  Federal  Government  has  stood 
behind  the  construction  of  these  airports.  The  percentage  of  sup- 
port would  vary  from  project  to  project,  but,  yes,  the  Federal  Gov- 
ernment is  heavily  involved  in  building  these  new  airports. 

Mr.  Sangmeister.  Thank  you. 

Mr.  Oberstar.  Mr.  Ewing. 

Mr.  Ewing.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  there  are  some  experts  who  have  argued  that  there 
has  been  too  much  investment  in  the  airline  industry.  Considering 
some  of  their  fmancial  problems,  I  wonder  if  that  is  really  an  accu- 
rate description  or  has  there  been  too  little? 

Mr.  Murphy.  I  think,  as  I  said  earlier,  at  this  point  in  time  we 
believe  there  is  too  much  capacity  in  the  system.  So  to  the  extent 
that  one  would  equate  capacity  with  investment,  one  could  argue 
that  too  much  has  been  invested  in  terms  of  new  airframes  coming 
in.  But  again,  I  do  not  intend  to  assess  any  criticism  because  the 
industry  must  plan  years  in  advance  and  no  one  could  have  pre- 
dicted that  our  traffic  would  be  flat  in  this  country  for  five  years. 
So  as  we  were  bringing  new  equipment  on  line,  the  traffic  was  not 
growing  to  fill  those  seats.  Now  we  find  ourself  with  a  lot  of  capac- 
ity that  we  have  a  hard  time  using. 

Mr.  Ewing.  But  you  are  describing  investment  then  in  the  in- 
crease in  capacity  not  in  financial  resources? 

Mr.  Murphy.  Yes,  sir.  Most  of  the  capital  that  goes  into  the  air- 
line industry  ultimately  finds  its  way  into  airframes. 

Mr.  Ewing.  Thank  you  for  the  clarification. 

Mr.  Oberstar.  Mr.  Coppersmith. 

Mr.  Coppersmith.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  you  mentioned  earlier  that  the  Department  is  still 
determining  whether  or  not  it  will  intervene  in  the  Department  of 
Justice  antitrust  investigation.  Do  you  have  any  idea  exactly  when 
that  determination  will  be  made? 

Secondly,  do  you  see  the  Department  going  forward  with  any  sort 
of  rulemaking  or  regulatory  hearing  on  the  computerized  reserva- 
tion systems,  or  will  you  await  developments  in  the  law  suit? 

Mr.  Murphy.  Number  one,  I  do  not  have  a  time  frame  for  when 
we  will  be  working  or  consulting  with  or  visiting  with  the  Justice 
Department  on  their  action  with  the  airlines.  Second,  with  regard 
to  computer  reservation  systems,  we  at  the  Department  put  a  rule 
out  last  fall  which  would  require  changes  in  the  way  computer  res- 
ervation systems  are  used.  At  this  time  we  have  no  plans  to  move 
forward  with  a  new  computer  reservation  system  rulemaking.  We 
hope  to  watch  the  new  rules  and  observe  how  they  operate  before 
we  venture  back  into  that  area  of  rulemaking. 

Mr.  Oberstar.  Mr.  Gilchrest. 

Mr.  Gilchrest.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  I  am  curious  as  to  the  two  rulings  of  Secretary 
Peha  on  Japan  and  Australia.  Since  I  only  have  one  question  and 
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not  knowing  what  the  answer  is  going  to  be,  will  it  have  any 
impact  on  airlines  who  sell  international  aviation  routes,  or  will  it 
have  any  impact,  that  precedent,  on  British  Airway  and  U.S.  Air? 

Mr.  Murphy.  Congressman,  I  don't  see  any  direct  relationship 
between  the  BA/US  Air  matter  and  the  sale  of  routes  and  the 
action  the  Secretary  took  two  weeks  ago.  What  he  did  two  weeks 
ago  is  find  that  two  different  governments  had  violated  the  rights 
of  two  of  our  airlines,  that  our  airlines  have  the  right  to  serve 
Japan  and  the  right  to  serve  Australia  in  certain  ways  and  these 
governments  of  Japan  and  Australia  were  getting  in  the  way  of 
that,  were  blocking  our  airlines.  The  Secretary  put  down  a  marker 
that  there  w£is  a  violation  of  our  agreements  here  and  that  if  they 
did  not  get  worked  out  through  a  negotiation  process  he  would  be 
forced  to  look  at  sanctions  against  foreign  airlines. 

Mr.  GiLCHREST.  Could  you  tell  us  the  status  of  that  right  now? 

Mr.  Murphy.  With  regard  to  Japan,  we  will  be  meeting  with  the 
government  of  Japan  sometime  toward  the  end  of  February,  I  be- 
lieve the  date  is  February  25.  But  toward  the  end  of  this  month,  we 
plan  to  sit  down  again  with  representatives  of  Japan  to  work  on 
United  Airlines'  problems  in  Japan.  Secondly,  with  regard  to  Aus- 
tralia, we  just  completed  talks  with  the  government  of  Australia 
about  two  weeks  ago.  We  are  now  assessing  where  we  go  from  here. 
The  Australians  have  proposed  that  we  move  to  arbitrate  our  dis- 
pute and  we  are  considering  that  proposal  now. 

Mr.  Oberstar.  Mr.  Borski. 

Mr.  Borski.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  there  is  a  proposal  around,  as  a  matter  of  fact 
Chairman  Mineta  mentioned  it  in  his  opening  remarks,  to  cut  the 
ticket  tax  2  percent  to  pump  $1  billion  into  the  airline  industry. 
Based  on  past  practices,  how  can  we  assure  that  the  additional 
money  wouldn't  be  wasted  in  continuing  or  further  fare  wars  but 
would  be  used  for  the  good  of  the  industry? 

Mr.  Murphy.  Congressman,  if  there  were  a  2  percent  or  any 
ticket  tax  reduction,  we  certainly  could  not  be  sure  that  the  air- 
lines would  merely  take  those  funds  and  invest  them  back  in  the 
airlines.  In  fact,  it  may  be  more  likely  that  we  would  find  that 
ticket  prices  were  cut  as  that  would  be  used  as  part  of  the  price 
competition.  However,  there  would  still  be  a  benefit  from  that.  All 
passengers  would  find  their  fares  were  suddenly  2  percent  lower, 
traffic  would  be  stimulated,  the  airlines  would  have  some  benefit  of 
increased  traffic  and  revenues.  So  there  would  be  a  benefit  to  the 
consumer  and  some  benefit  coming  back  to  the  airlines  from  such  a 
ticket  tax  reduction.  Of  course,  then  the  U.S.  Treasury  would  be 
out  $1  billion. 

Mr.  Oberstar.  Ms.  Dunn. 

Ms.  Dunn.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  I  am  from  the  State  of  Washington.  In  that  State 
the  importance  of  Boeing  cannot  be  overestimated.  I  am  very  inter- 
ested in  and  applaud  the  efforts  to  establish  the  blue  ribbon  com- 
mission. Specifically,  I  am  interested  in  the  manufacturing  area.  I 
would  like  to  know  what  the  agenda  of  the  Commission  is  at  this 
point.  For  example,  do  you  intend  to  discuss  MFN?  Are  you  going 
to  get  into  foreign  trade  issues?  What  are  you  going  to  do  to  create 
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an  investigation  into  a  healthy  market  for  our  airline  manufactur- 
ing base? 

Ml .  Murphy.  We,  of  course,  will  be  looking  to  the  Commission  to 
decide  exactly  what  issues  they  want  to  explore.  Their  charge  will 
be  to  look  at  the  U.S.  aircraft  manufacturing  industry,  its  financial 
prospects,  and  its  ability  to  compete  in  a  global  marketplace.  Now 
we  all  heard  the  President  the  other  night  in  his  Town  Meeting  ex- 
press his  concern  about  this  industry  and  his  concern  about  the  Eu- 
ropeans and  the  subsidy  that  they  have  poured  into  Airbus.  I 
would  assume  that  the  Chairman  of  the  new  Commission  will  form 
up  his  working  groups  in  a  way  that  will  focus  on  this  issue.  Cer- 
tainly, we  stand  ready  to  work  with  them. 

I  think  that  all  of  the  facilities  of  the  Executive  Branch  are 
available  to  this  Commission.  We  have  talked  to  the  U.S.  Special 
Trade  Representative,  to  the  Department  of  Commerce,  and  other 
agencies  that  deal  directly  with  our  aircraft  manufacturing  indus- 
try and  they  stand  ready  to  work  with  the  Commission.  We've 
spoken  to  the  chief  executive  officers  at  Boeing  and  McDonnell 
Douglas  and  they  stand  behind  this  concept  and  are  also  prepared 
to  work  with  the  commission. 

Mr.  Oberstar.  Mr.  Valentine. 

Mr.  Valentine.  Thank  you,  Mr.  Chairman. 

Recently  we  read  in  the  newspapers  about  a  hijacking  which  oc- 
curred involving  a  European  carrier.  We  are  told  once  again  that 
security  requirements  for  that  carrier,  the  foreign  carrier,  were  not 
as  stringent  as  for  U.S.  carriers.  My  question  is,  why  is  it  that  for- 
eign carriers  can  take  more  chances  with  American  lives?  Why  is 
it  that  foreign  carriers  do  not  have  to  live  up  to  the  same  standards 
of  security  as  American  carriers?  And  ?f  your  Department  is  not  to 
correct  that,  why  is  it  that  passengers  who  travel  overseas  and  fly 
with  foreign  carriers  are  not  warned  of  the  risk  that  they  take? 

Mr.  Murphy.  Congressman,  that  is  a  very  difficult  issue.  We 
have  imposed  on  our  airlines  standards  that  we  feel  are  necessary 
to  meet  the  threat  against  U.S.  carriers.  The  United  States  around 
the  world  may  experience  a  higher  threat  risk  than  other  countries 
and  our  first  responsibility  is  to  protect  our  airlines  and  our  citi- 
zens. 

We  also,  however,  work  with  foreign  governments  around  the 
world  to  ensure  that  they  have  standards  that  we  believe  are  com- 
parable to  ours.  We  are  not  in  a  position  to  tell  a  foreign  govern- 
ment, especially  for  a  flight  that  involved,  in  the  case  of  the  hijack- 
ing you  mentioned,  a  flight  that  was  not  coming  to  the  United 
States.  It  was  a  flight  that  was  going  to  be  operating  from  Europe 
to  the  Middle  East  and  would  never  touch  U.S.  soil.  So  we  are  not 
in  a  position  to  dictate  to  that  government  exactly  how  they  will 
protect  their  passengers.  But  I  can  assure  you  we  work  with  those 
governments.  We  believe  they  have  standards  that  are  quite  high 
and  we  will  continue  to  work  with  them.  But  clearly,  we  believe 
the  U.S.  carriers  with  our  system  provide  the  highest  level  of  pro- 
tection that  we  can  impose  on  our  carriers  and  that  will  ensure  the 
safety  of  our  passengers. 

Mr.  Oberstar.  I  think  a  more  precise  answer  is,  first,  in  the  leg- 
islation that  we  passed  on  security  two  years,  there  was  a  bitter 
dispute  between  the  Congress,  the  Commission,  and  the  Adminis- 
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tration  over  one  word.  We  wanted  a  requirement  on  foreign  carri- 
ers to  have  the  "same"  level  of  security  as  U.S.  carriers  are  re- 
quired to  provide  and  the  Administration  insisted  on  a  "similar" 
level  of  security.  That  was  the  first  mistake.  In  order  to  get  a  bill 
passed,  we  had  to  compromise  and  swallow  what  the  Administra- 
tion wanted. 

The  second  was  that  the  Administration  had  left  the  securities 
bifurcated  between  State  and  DOT/FAA  and  the  State  Department 
tends  to  want  to  be  nice  guys  with  our  foreign  host  countries,  the 
FAA  tends  to  want  to  be  tougher,  and  it  is  the  State  Department 
that  wins  out. 

The  gentleman  has  raised  a  very  important  matter  in  which  I 
am  deeply  concerned.  I  have  given  a  great  deal  of  my  time  to  inter- 
national security  issues  and  I  assure  the  gentleman  that  we  are 
going  to  be  tough  on  this  matter.  We  are  going  to  revisit  the  securi- 
ty issue  and  we're  going  to  raise  hell  about  it. 

The  gentleman  from  Georgia,  Mr.  Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  in  your  opening  remarks  you  mentioned  the  new 
Administration  and  your  hopes  of  the  Administration  to  act. 
Today,  as  a  new  member  of  this  body,  and  I  must  say  pleased  to  be 
a  member  of  this  committee,  I  am  taking  action  by  introducing  leg- 
islation that  will  give  the  DOT  the  authority  to  deny  certification 
to  an  applicant  who  has  petitioned  the  courts  for  bankruptcy  pro- 
tection on  more  than  one  occasion.  To  me,  it  just  makes  good  sense 
to  keep  such  applicants  out  of  the  industry. 

Mr.  Murphy,  the  Department  of  Transportation  monitors  the  fi- 
nancial fitness  of  air  carriers  on  an  ongoing  basis.  Some  of  our 
major  carriers  are  now  operating  under  the  bankruptcy  protection. 
My  question  is,  has  the  Department  of  Transportation  conducted  a 
fitness  investigation  following  the  filing  for  bankruptcy  protection 
by  an  airline  under  Chapter  XI?  If  so,  how  many  and  which  carri- 
ers? 

Mr.  Murphy.  Congressman,  whenever  an  airline  experiences  fi- 
nancial difficulty  and  certainly  whenever  they  go  into  bankruptcy, 
there  are  several  things  that  we  do  at  the  Department.  One,  as 
soon  as  we  are  aware  of  financial  strain  on  a  company,  we  make 
sure  that  the  FAA  provides  extra  surveillance  for  that  airline. 
Second,  whenever  we  are  aware  of  financial  difficulty,  we  increase 
our  monitoring  of  the  financial  situation  of  the  airline  to  make 
sure  that  consumers  are  protected,  to  the  extent  we  can  ensure 
that,  and  to  make  sure  that  the  industry  remains  safe.  When  any 
of  these  companies  go  into  the  protection  of  the  bankruptcy  proc- 
ess, we  then  work  with  the  bankruptcy  court  and,  hopefully,  those 
airlines  will  at  some  point  come  out  of  that  process  as  a  reorga- 
nized and  healthier  company. 

But  I  want  to  assure  you  that  when  a  company  does  have  a  fi- 
nancial difficulty,  we  do  pay  extra  attention  to  that  airline.  We  do 
not  set  down  a  formal  fitness  investigation,  if  you  will,  to  review  in 
an  open  hearing  the  condition  of  that  carrier  because  most  of  that 
goes  on  right  in  the  bankruptcy  proceeding  itself. 

Mr.  CoLUNS.  Thank  you. 

Mr.  Oberstar.  Mr.  DeFazio. 

Mr.  DeFazio.  Thank  you,  Mr.  Chairman. 
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Mr.  Murphy,  I  would  just  like  to  explore  for  a  second  with  you 
what  I  call  the  lowest  common  denominator  syndrome  and  find 
what  the  Administration's  intentions  are  here.  I  will  use  just  one 
example,  there  are  myriad  examples.  This  committee  held  hearings 
on  the  so-called  commuter  airlines  last  year.  One  of  the  questions 
that  was  raised  was  the  situation  in  which  pilots  of  commuter  air- 
lines might  actually  end  up  flying  six  days  in  a  row,  working  ten, 
twelve,  fourteen  hour  days  even  though,  of  course,  they  are  re- 
stricted in  the  number  of  hours  they  can  be  flying.  The  practicality 
of  their  schedule  was  such  that  they  are  flying  totally  exhausted. 
There  are  some  very  responsible  operators  in  the  industry  out 
there  who  would  not  ask  that  and  do  not  require  such  schedules. 
There  are  other  operators  out  there  that  are  requiring  such  sched- 
ules. The  FAA  has  left  it  to  the  judgment  of  those  airlines. 

Rather  than  establishing  the  highest  standard  which  everyone 
would  have  to  comply,  which  in  my  opinion  means  no  one  is  going 
to  be  at  an  economic  disadvantage,  we  have  allowed  the  so-called 
free  market  to  determine  something  that  goes  to  safety.  There  are 
many,  many  examples  of  this  and  I  will  bring  them  up  in  subse- 
quent hearings.  I  would  be  interested  in  what  the  Administration's 
opinion  is  on  this  matter;  that  is,  mandating  a  tighter  standard  for 
pilots  and  co-pilots,  flight  crews  of  the  so-called  regional  carriers  or 
the  commuter  carriers  and  in  generally  eliminating  what  I  call  the 
lowest  common  denominator  syndrome  which  drags  down  the  good 
airlines.  They  are  tempted  to  cut  corners  when  they  don't  want  to. 

Mr.  Murphy.  Congressman,  let  me  say  at  the  outset  that  I  am 
certainly  no  expert  in  the  area  of  our  flight  and  duty  time  regula- 
tions administered  by  the  FAA.  However,  as  far  as  what  is  the  Ad- 
ministration's position  on  this  matter,  I  think  it  is  fair  to  say  the 
new  Administration  does  not  have  one  at  this  time.  They  are  just 
settling  in  to  their  new  positions  and  we  have  yet  to  get  a  full  team 
on  board  at  the  Department,  including  an  FAA  Administrator.  But 
I  will  take  this  issue  back  to  the  Department,  make  sure  it  is  one 
that  is  brought  up  on  our  radar  screen  early,  and  we  will  be  back 
to  you  with  the  new  Administration's  view  on  this  particular  topic. 

Mr.  DeFazio.  Thank  you. 

Mr.  Oberstar.  Mr.  Levy. 

Mr.  Levy.  Good  morning.  As  a  representative  of  the  communities 
which  are  immediately  adjacent  to  Kennedy  Airport  in  New  York, 
I  have  a  tremendous  number  of  constituents  who  are  very  con- 
cerned about  the  level  of  noise  which  is  generated  by  airport  oper- 
ations. I  am  wondering,  in  your  view,  if  the  anti-noise  regulations 
which  currently  exist  and  are  scheduled  to  take  effect  place  a  real 
burden  on  the  industry  to  the  extent  that  they  threaten  serious  fi- 
nancial harm  to  an  industry  which  is  already  in  trouble? 

Mr.  Murphy.  One  of  the  charges  in  the  legislation  creating  the 
new  Commission  is  that  they  look  at  the  cost  and  the  burden  that 
will  be  imposed  on  the  airline  industry  by  the  phaseout  of  noisier 
aircraft.  I  am  not  aware  at  this  time  of  any  evidence  that  that 
phaseout  is  going  to  put  an  insurmountable  barrier  in  front  of  the 
health  of  the  airline  industry.  But  given  the  losses  we've  seen  the 
last  three  years,  it  is  something  I  think  the  Commission  is  wise  to 
take  another  look  at  and  report  back  to  Congress  with  their  views 
on  that  issue. 
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Mr.  Levy.  Do  you  believe,  given  its  very  ambitious  agenda,  that 
this  Commission  will  actually  be  in  a  position  to  report  back  within 
the  three  month  time  frame? 

Mr.  Murphy.  That's  an  excellent  question  and  some  have  sug- 
gested that  the  agenda  is  far  too  ambitious.  But  I  must  tell  you 
that  our  Secretary,  when  he  was  mayor,  served  on  a  number  of 
Federal  commissions.  His  view  is  the  only  way  you  get  these  com- 
missions to  really  come  to  closure  and  to  focus  is  to  put  a  very 
tight  and  intense  deadline  on  them.  He  wants  commissioners  who 
are  going  to  be  prepared  to  deal  with  this  issue  every  day,  not  come 
to  Washington  once  every  two  weeks  to  attend  a  hearing  or  travel 
to  a  hearing  once  a  month.  He  wants  people  who  are  going  to  be 
engaged  on  a  daily  basis  and  know  that  they  have  to  come  to  clo- 
sure in  90  days.  He  has  already  aisked  me  to  work  on  a  timeline 
that  we  can  present  to  the  new  chairman  with  our  suggestion  on 
how  he  is  going  to  get  his  report  done  in  90  days. 

Mr.  Levy.  Thank  you. 

Mr.  Oberstar.  I  might  add  that  this  Commission  will  be  divided 
into  three  groups.  The  groups  will  be  assigned  different  issue  areas 
and  those  groups  will  work  concurrently  in  an  effort  to  expedite.  I 
think  it  is  this  committee's  intention  that  that  timeline  be  met. 

Mr.  Clement. 

Mr.  Clement.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  I  represent  Nashville,  Tennessee  and  we  have  a 
first  class  airport.  We  call  ourselves  Nashville  International  Air- 
port but  we  only  have  one  international  service  and  that  is  to  To- 
ronto, Canada.  One  of  my  many  projects  has  been  to  work  on  addi- 
tional international  flights,  one  of  them  to  London,  England,  where 
I  have  worked  with  the  Ministry  of  Transport  and  the  Members  of 
Parliament.  I  must  admit  British  Airways  seems  to  have  rather 
substantial  influence  over  the  Ministry  of  Transport,  from  my 
viewpoint  anyway  and  from  what  I've  experienced,  much  more 
than  what  I  have  seen  with  the  U.S.  airlines  and  their  influence 
with  the  U.S.  Department  of  Transportation.  I  think  in  the  future, 
particularly  on  international  business  and  international  opportuni- 
ties, we  surely  need  more  cooperation  rather  than  confrontation  be- 
tween the  U.S.  Department  of  Transportation  and  our  airlines  that 
represent  us  all. 

I  know  at  Secretary  Pena's  confirmation  hearings  he  pledged  to 
work  in  a  partnership  with  our  domestic  carriers  to  help  them  be 
more  competitive.  What  is  your  Department's  timetable  for  a  com- 
plete and  thorough  review  of  transactions  that  allow  additional  for- 
eign carriers  access  to  the  United  States? 

Mr.  Murphy.  Again,  I  think  that  the  Secretary  is  looking  to  the 
Commission  to  provide  him  some  guidance  on  how  much  foreign  in- 
vestment would  be  appropriate  in  the  future  for  our  airlines.  In  the 
meantime,  we  have  at  least  three  transactions  pending  at  the  De- 
partment. The  Secretary,  I  believe,  is  prepared  to  move  ahead  to 
the  extent  he  needs  to  with  some  of  those  transactions.  We  need  to 
assess  where  we  are  with  all  of  that.  But  I  don't  see  us  freezing  all 
of  our  actions  in  the  area  of  foreign  investment  for  the  next  few 
months. 

With  regard  to  your  comment  on  our  air  services  to  the  United 
Kingdom,  clearly  that  is  a  frustration  for  the  United  States  that 
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we  cannot  have  more  service  from  our  cities  to  London.  It  is  some- 
thing that  the  last  two  Secretaries  at  least  worked  hard  to  have  a 
more  open  aviation  agreement  with  the  British.  And  I  see  us  con- 
tinuing to  pursue  that  goal  in  the  new  Administration. 

Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  Mr.  Chairman,  I  would  like  to  suggest  an  insert  for 
the  record  at  this  point,  or  whatever  you  feel  is  appropriate,  on  the 
overcapacity  issue.  That  we  instruct  committee  staff  and  the  De- 
partment of  Transportation  get  the  figures  let's  say  from  summer 
of  1988,  when  signs  of  the  recession  were  very  clear  coming,  as  to 
the  orders  for  equipment,  when  that  decision  was  made,  when 
those  orders  were  cancelled,  if  an  airline  did  cancel  it,  and  that  we 
just  have  the  basic  data  on  decisionmaking  laid  out  for  the  commit- 
tee so  we  can  get  on  top  of  the  issue  of  the  purpose  of  the  new  pur- 
chases. Was  it  simply  replacement  of  existing  fleet,  was  it  an  at- 
tempt to  secure  market  dominance,  et  cetera.  I  would  leave  it  to 
you  to 

Mr.  Oberstar.  I  would  refer  the  gentleman  to  the  briefing  paper 
submitted. 

Mr.  Horn.  I  looked  at  that  but  I  didn't  really  see  the  figures  that 
I'm  asking  for. 

Mr.  Oberstar.  I  think  you  will  find  the  documentation  there.  If 
not  exactly  what  the  gentleman  is  seeking,  we  will  get  that  addi- 
tional information. 

Mr.  Horn.  Thank  you. 

Mr.  Secretary,  essentially  a  lot  of  discussion  has  occurred  on  who 
is  driving  the  fare  wars.  Is  it  the  bankrupt,  the  larger  carriers,  so 
forth?  I  would  be  interested  in  your  reaction  to  that  and  your 
thinking  and  the  Department's  thinking,  if  any,  as  to  whether  or 
not  there  ought  to  be  alternatives  to  bankruptcy  that  would  be  in 
the  jurisdiction  of,  say,  the  Department  of  Transportation  and  this 
committee  which  might  lead  us  through  one  of  these  downsizings 
and  struggles  where  a  lot  of  charges  are  made  by  both  the  bank- 
rupt, the  non-bankrupt,  and  the  about-to-be-bankrupt.  Do  you  have 
some  thinking  on  that? 

Mr.  Murphy.  I  think  I  heard  a  two-part  question.  Congressman. 
One  was  the  leadership  in  the  fare  war.  Do  we  think  that  is  being 
driven  by  the  bankrupt  airlines?  I  think,  one,  that  is  a  hard  thing 
to  pin  down.  We  have  attempted  to  do  some  analyses  in  that  area. 
Clearly,  however,  we  have  found  that  the  bankrupts  are  not  the 
only  ones  driving  the  fare  war.  To  the  extent  they  have  some  down- 
ward pressure  on  fares,  that  is  understandable.  We  also,  however, 
in  1992  observed  a  lot  of  downward  pressure  on  fares  that  was 
coming  from  our  largest  airline,  not  just  from  our  bankrupt  air- 
lines. So  I  think  airlines  of  all  size  and  all  financial  shape  are  in- 
volved with  this  downward  pressure  on  fares. 

With  regard  to  alternatives  to  the  bankruptcy  laws,  we  do  not 
have  a  position  yet  on  that  matter.  Again,  this  is  one  of  the  things 
that  the  Secretary  is  hearing  a  lot  of  advice  on,  some  suggesting  we 
use  our  fitness  standard  to  put  bankrupt  airlines  out  of  business, 
others  suggesting  the  airlines  ought  to  be  treated  no  differently 
than  any  other  industry.  They  should  have  the  full  protection  of 
the  bankruptcy  laws.  Our  Secretary,  again,  I  believe  is  now  looking 
to  the  Commission  to  give  him  some  guidance  in  this  area. 
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Mr.  Horn.  Do  you  expect  the  Commission  to  give  a  date  certain 
as  to  when  a  bankruptcy  for  an  airline  ought  to  end?  One  year?  A 
year  and  a  half? 

Mr.  Murphy.  I  have  no  views  as  to  what  they  will  give  us  in  that 
regard.  Clearly,  one  thought  I  do  have,  however,  is  that  some  ex- 
perts have  suggested  all  of  our  bankruptcy  laws — that  is  not  just  as 
they  apply  to  the  airline  industries  but  to  all  industries— need  to 
be  reviewed.  In  all  sectors  of  our  economy  people  can  stay  in  bank- 
ruptcy for  too  long  a  period  of  time.  We  have  heard  some  suggest 
an  overview,  if  you  will,  or  a  review  of  all  of  those  laws  might  be  in 
order. 
Mr.  Oberstar.  Ms.  Banner. 
Ms.  Banner.  Thank  you,  Mr.  Chairman. 

Steve,  you  and  I  have  like  mindsets.  That  was  a  question  I  was 
going  to  raise.  That  should  frighten  both  of  us. 

I  have  to  make  a  comment  here  in  that  several  of  my  colleagues 
have  made  parochial  statements  and  so  I  will  get  a  little  parochial 
too  since  TWA's  overhaul  base  is  in  my  district  and  thousands  of 
their  employees  are  my  constituents.  Had  the  fitness  standard  been 
applied  to  TWA  immediately  they  might  not  have  been  able  to  fly 
under  the  cover  of  bankruptcy  and  we  might  not  see  a  headline 
such  as  we  see  in  this  morning's  Washington  Post  which  says,  for 
those  of  you  who  haven't  seen  it,  "An  Optimistic  TWA  Bids  to 
Emerge  from  Bankruptcy".  We  are  very,  very  encouraged  and  ex- 
cited about  the  fact  that  tomorrow  we  may  be  able  to  fly  under  reg- 
ular cover  and  not  the  cover  of  bankruptcy. 

So  the  assumption  of  some  people,  both  on  the  panel  and  in  the 
audience,  that  some  of  our  airlines  like  flying  under  bankruptcy  is 
an  erroneous  assumption,  I  can  assure  you. 

Now  I  will  come  to  my  question.  Chairman  Mineta  raised  the 
issue  of  security  at  the  airports.  What  is  your  Bepartment's  posi- 
tion on  this  issue?  Certainly,  the  security  is  different  at  different 
airports.  I  have  a  particular  make-up  mirror  that  causes  me  a  lot 
of  trouble  as  I  fly.  Some  securities  pick  it  up.  I  carry  it  in  my  hand- 
bag just  so  I  don't  have  to  get  into  my  hand-held  luggage.  I  came 
through  San  Francisco  the  other  morning,  they  didn't  even  notice 
it.  So  all  of  their  machines  are  set  differently  I  think.  What  is  your 
Bepartment's  position  on  the  issue? 

Mr.  Murphy.  If  I  could,  I  would  also  like  to  comment  on  your 
opening  remark  about  the  bankruptcy  laws.  We're  delighted,  of 
course,  to  see  that  kind  of  headline  today  with  regard  to  TWA  and, 
I  might  add,  our  other  two  bankrupt  airlines  believe  they  are 
making  excellent  progress  in  moving  toward  reorganization,  that  is 
Continental  and  America  West.  We're  delighted  to  see  all  three  of 
them  on  the  road,  hopefully,  to  a  full  recovery. 

With  regard  to  security  at  our  airports.  We  have  increased  that 
over  the  years,  especially  since  the  Pan  Am  103  incident.  We  do 
have  uniform  standards  that  we  apply  to  our  airports  all  over  the 
country.  How  those  are  exactly  implemented  may  vary  from  detec- 
tion device  to  detection  device.  But  we  have  created  at  the  Bepart- 
ment  just  in  the  last  two  years  two  staffs  that  deal  with  nothing 
but  the  issue  of  airline  and  airport  security.  I  want  to  assure  you 
that  that  is  something  that  is  foremost  in  our  mind.  One  of  the 
staffs  is  now  in  the  direct  and  immediate  office  of  the  Secretary  of 
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Transportation.  Admiral  Robbins  is  in  charge  of  that  and  believe 
me,  Congresswoman,  this  is  a  high  priority  issue  at  the  Depart- 
ment, not  only  domestic  security  but  international  security  for  our 
airlines  and  our  passengers. 

Ms.  Banner.  Well  perhaps  I  misunderstood  Chairman  Mineta, 
and  Chairman  you  correct  me  if  I'm  wrong,  I  understood  him  and 
his  remarks  to  be  suggesting  that  perhaps  we  no  longer  need  to 
have  this  surveillance,  so  to  speak. 

Mr.  Murphy.  I  think  the  Chairman  was  suggesting  we  ought  to 
be  looking  to  see  whether  we're  applying  the  surveillance  in  exact- 
ly the  best  way  to  meet  the  threat.  And  the  threat  can  change,  the 
security  threat  to  our  airlines  can  change  over  the  years  as  world 
events  change.  I  think  it  is  a  fair  suggestion  that  we  constantly 
look  at  the  kind  of  threat  we  have.  Years  ago  the  threat  was  to 
hijack  airplanes  and  take  them  to  Cuba.  A  few  years  ago  the  threat 
was  bombs  on  our  aircraft  by  terrorists.  And  we  constantly  have  to 
review  what  kind  of  threat  is  most  likely  to  impact  on  our  air  trav- 
elers. 

Ms.  Banner.  Thank  you,  Mr.  Murphy. 

Mr.  Oberstar.  I  think  the  point  that  Chairman  Mineta  was  rais- 
ing about  security  was  access  to  the  air  side  of  airports  rather  than 
the  passenger  side,  which  is  much  more  complex  and  raises  more 
burdensome  questions.  We  can  discuss  that  further. 

Mr.  McKeon. 

Mr.  McKeon.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  until  a  couple  of  months  ago  I  was  a  businessman 
and  I,  like  the  last  couple  of  people,  have  some  questions  about 
bankruptcy.  I  am  concerned  that  we  penalize  success  and  award 
failure.  I  know  while  the  business  I  was  involved  in  is  much  small- 
er than  the  airline  business,  it  seemed  to  me  that  when  somebody 
had  a  problem  the  bankruptcy  was  taken  care  of  much  more  quick- 
ly. A  person  in  bankruptcy  did  not  continue  as  a  strong  competitor. 
I  would  like  to  ask,  is  there  is  a  way  for  these  carriers  to  continue 
operating  while  prohibiting  them  from  making  pricing  decisions 
that  are  detrimental  to  the  other  financially  solvent  air  carriers? 

Mr.  Murphy.  There  is  no  way  under  the  current  law  for  the  Be- 
partment  of  Transportation  to  impose  that  kind  of  price  regulation. 
That  is  a  suggestion  that  some  have  raised,  that  companies  in 
bankruptcy  ought  not  to  be  allowed  to  lead  prices  on  the  downward 
side.  It  is  a  suggestion  that  we  have  not,  I  must  say,  taken  very 
seriously  up  to  now  but  it  is  something  the  Commission  should  look 
at.  The  Secretary  has  suggested  that  we  put  everything  on  the 
table,  we  not  be  afraid  to  discuss  any  proposals.  And  I  think  he 
would  be  hoping  to  hear  whether  there  is  some  thinking  along  the 
lines  of  downward  price  leadership  and  whether  the  Government 
should  allow  just  anybody  to  impose  that  kind  of  leadership. 

Mr.  McKeon.  I  think  that  would  be  a  good  idea.  If  someone  has 
nothing  to  lose,  then  why  not.  I  think  we  should  look  at  that. 
Thank  you. 

Mr.  Oberstar.  Ms.  Shepherd. 

Ms.  Shepherd.  Yes,  Mr.  Murphy,  thank  you.  My  question  goes  to 
the  passengers  and  maybe  it  is  because  I  am  one  so  frequently  of 
late.  Please  summarize  for  us  the  degree  to  which  this  airline  crisis 
has  affected  the  general  safety  of  passengers  all  the  way  from  the 
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age  of  the  aircraft  to  the  maintenance  of  the  aircraft,  to  the  moral 
of  the  personnel,  to  the  efficiency  versus  cost  cutting  balance  issue, 
corner  cutting,  in  particular,  and  tell  me  what  your  assessment  of 
that  is  and  what  you  are  doing  to  be  proactive  in  maintaining 
safety. 

Mr.  Murphy.  Clearly,  that  must  be  a  concern,  and  our  first  con- 
cern is  that  the  industry  remain  as  safe  as  we  can  make  it.  We 
have  not  seen  any  degradation  in  safety  even  with  the  financial 
crisis  over  the  last  three  years.  I  think  that  the  safety  statistics 
that  come  out  of  the  National  Transportation  Safety  Board  every 
year  when  they  report  on  the  effect  of  deregulation  of  our  airline 
industry  show  that  the  industry  continues  to  become  safer  year 
after  year.  Certainly,  over  this  long  term  trend  we  have  blips.  But 
as  a  trend  and  as  a  matter  of  the  last  three  years,  the  industry  con- 
tinues to  grow  safer.  But  certainly,  as  I  said  earlier,  any  particular 
airline  that  is  under  financial  stress,  the  FAA  takes  special  note  of 
that  and  provides  extra  inspectors  on  that  property  to  make  sure 
no  corners  are  cut. 

Mr.  Oberstar.  Mr.  Mica. 

Mr.  Mica.  Thank  you,  Mr.  Chairman. 

Mr.  Murphy,  last  week  our  subcommittee,  as  you  may  know,  had 
the  opportunity  to  visit  General  Electric  facilities,  Boeing,  and 
meet  with  United  officials.  I  come  from  a  business  background  too, 
so  I  started  asking  questions  about  how  we  could  compete,  how  we 
could  be  successful.  I  heard  some  of  the  problems  relating  to  bank- 
ruptcy, international  agreements,  et  cetera.  But  not  too  far  down 
the  pike  was  the  point  that  was  raised  about  Government  regula- 
tion and  some  of  it  dealing  with  your  Agency.  For  example,  at 
United  one  of  the  officials  said  that  "FAA  tells  us  to  de-ice  the 
planes  in  a  certain  fashion;  EPA  says  don't  let  the  fluid  run  on  the 
ground."  We  went  to  Boeing  and  we  saw  an  incredible  facility  to 
paint  new  aircraft.  They  said  it  took  two  and  a  half  years  just  to  do 
the  permitting,  and  incredible  amounts  of  money  to  comply,  and 
conflicting  Government  regulations. 

My  question  is,  is  this  Commission  or  the  Department  prepared 
to  come  back  with  a  list,  or  is  this  part  of  their  charter,  to  outline 
some  of  the  ways  that  we,  as  Government,  can  work  hand-in-hand 
instead  of  giving  them  the  backhand  to  improve  the  industry? 

Mr.  Murphy.  Well  the  Commission  has  been  charged  to  review 
and  come  back  to  you.  Congress,  with  any  suggestion  that  would  be 
helpful  to  the  airline  industry  that  the  Government  can  get  in- 
volved with  or  the  industry  can  get  involved  with.  If  that  includes 
some  environmental  regulations  getting  in  the  way  of  cost  savings, 
certainly  the  Commission  ought  to  bring  that  back  to  the  Govern- 
ment. 

Mr.  Mica.  If  we  could,  I'd  like  it  to  include  it  or  have  the  Depart- 
ment get  with  those  folks  that  are  right  behind  you  and  get  back 
and  let  us  know  what  we  can  do  to  improve  the  efficiency  and  the 
competitiveness. 

Mr.  Murphy.  Congressman,  we  are  already  planning  several 
series  of  meetings  between  the  Department  of  Transportation  and 
the  Environmental  Protection  Agency  to  go  over  in  the  next  few 
weeks  some  of  the  issues  that  come  together  for  both  of  our  Depart- 
ments, not  just  in  aviation  but  in  surface  transportation  as  well. 
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We  know  that  on  occasion  different  mandates  apply  to  different  de- 
partments, and  we  run  into  conflict  and  then  industry  gets  stuck  in 
the  middle.  That  kind  of  issue  is  already  before  us  and  we  plan  to 
review  some  of  those  issues. 

Mr.  Oberstar.  We've  now  completed  the  first  round  of  question- 
ing and  it  has  taken  a  little  over  an  hour,  including  Mr.  Murphy's 
opening  statement.  We  have  a  long  list  of  witnesses.  I  would  just 
like  to  ask  beginning  from  junior  to  senior  members  if  there  is  any 
member  who  has  another  burning  question  they  would  like  to  ask 
at  this  point.  The  Chair  is  going  to  submit  his  further  questions  in 
writing  to  Mr.  Murphy  and  so  is  Mr.  dinger. 

Mr.  Lipinski. 

Mr.  Lipinski.  Thank  you  very  much,  Mr.  Chairman.  I'll  be  very 
brief. 

Congressman  Sangmeister  rightly  stated  to  you  that  former  Sec- 
retary of  Transportation  Skinner  came  out  in  favor  of  a  third  air- 
port in  the  Chicagoland  area.  In  light  of  the  fact  that  you  said  that 
there  is  over  capacity  in  the  system  at  the  present  time,  and  to  the 
best  of  my  knowledge  Secretary  Pena  has  not  taken  any  position 
on  a  third  airport  in  the  Chicagoland  area,  I  would  like  to  simply 
state  for  the  record  that  Secretary  Skinner  is  no  longer  there  so 
perhaps  the  Department  of  Transportation  in  the  near  future  will 
be  coming  forward  with  a  different  position  pertaining  to  the  third 
airport. 

Now  I  will  yield  to  Congressman  Sangmeister  because  I  am  sure 
he  will  have  something  to  say  about  it.  Thank  you. 

Mr.  Murphy.  Congressman,  if  I  could  respond  because  I  don't 
want  any  confusion  about  my  remarks  earlier.  When  I  stated  that 
there  was  over  capacity  in  the  system  I  was  referring  to  aircraft. 
Certainly,  there  may  be  airports  around  the  country  that  we  know 
are  at  capacity,  have  been  at  capacity  for  years,  and  would  benefit 
from  additional  runways  or  from  other  capacity  being  provided  in 
metropolitan  areas.  So  I  wasn't  going  to  every  airport  situation  in 
the  country,  but  rather  to  the  number  of  airframes  that  are  in  the 
system. 

Mr.  Lipinski.  Thank  you  very  much  for  that  clarification.  But 
the  second  portion  of  my  statement  in  regards  to  our  new  Secre- 
tary of  Transportation  I  assume  is  correct  though.  He  has  taken  no 
position  on  that? 

Mr.  Murphy.  That  is  correct.  That  is  absolutely  correct. 

Mr.  Oberstar.  Mr.  Murphy,  thank  you  very  much  for  being  with 
us  this  morning  and  for  adhering  to  the  admonishment  of  the 
Chair  and  being  brief  and  to  the  point.  That  is  an  admirable  exam- 
ple. Thank  you  very  much. 

Mr.  Murphy.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Give  our  regards  to  the  Secretary.  We'll  be  seeing 
a  lot  of  him  in  the  months  to  come. 

Our  next  witness  is  Mr.  Stephen  Wolf,  chairman  and  president  of 
United  Airlines.  Mr.  Wolf,  welcome  to  the  committee.  We  have  an 
association  that  goes  back  a  long  way  from  your  years  with  Repub- 
lic Airlines  out  in  Minnesota,  and  later  with  the  Flying  Tigers  in 
the  freight  side  of  the  industry,  and  now  your  splendid  efforts  at 
United  Airlines.  We  look  forward  to  your  testimony. 
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TESTIMONY  OF  STEPHEN  M.  WOLF,  CHAIRMAN  AND  PRESIDENT, 

UNITED  AIRLINES 

Mr.  Wolf.  Mr.  Chairman,  Members  of  the  Committee,  I  would 
like  to  start  by  thanking  you  for  this  opportunity  to  share  my 
views  on  what  is  now  widely  perceived  to  be  a  crisis  facing  the  U.S. 
air  transportation  industry.  Although  I  have  submitted  written  tes- 
timony for  the  record,  with  your  permission  I  would  like  to  high- 
light what  I  see  as  the  major  challenges  we  all  must  confront  and 
outline  some  direction  at  least  as  best  we  see  it. 

Mr.  Oberstar.  Without  objection,  your  statement  will  be  includ- 
ed in  the  record  in  full. 

Mr.  Wolf.  Let  me  start  by  saying  I  do  not  come  before  you 
armed  with  any  sort  of  a  magical  solution.  The  problems  we  face 
are  indeed  complex  and  do  not  lend  themselves  to  quick  answers.  I 
believe  that  there  is  now  general  agreement  that  we  are  not  facing 
a  simple  cyclical  downturn  but  rather  problems  that  are  systemic 
and  indeed  structural. 

It  is  important  in  this  environment  to  move  quickly  to  identify 
the  true  causes  of  this  crisis  and  develop  a  consensus  for  action. 
Yesterday's  announcement  of  a  bipartisan  commission  appears  to 
be  precisely  what  is  necessary.  I  was  extremely  pleased  with  the 
announced  90-day  period  for  reaching  conclusions  and  putting  forth 
recommendations.  That  expedited  time  frame  shows  that  both  the 
Congress  and  the  Administration  understand  the  crisis  facing  the 
industry  and  appreciate  the  need  for  a  coherent  Government  policy 
on  air  transportation.  I  take  this  subcommittee  decision  to  hold 
this  hearing,  quite  frankly,  as  further  evidence  of  growing  biparti- 
san support  for  a  strong,  unified  effort  to  address  these  issues. 

In  my  opinion,  there  are  three  central  difficult  issues  confronting 
the  industry.  First,  bankruptcy  related  over-  capacity  and  marginal 
pricing  of  the  domestic  air  transportation  system.  Second,  the  lack 
of  a  clear  policy  to  deal  with  the  challenges  posed  by  foreign  carri- 
er expansion  in  our  market  through  strategic  investment  in  U.S. 
carriers  while  their  respective  governments  vigorously  oppose  any 
reciprocal  opportunities  for  U.S.  carriers.  And  third,  the  inadequa- 
cies of  our  air  transportation  infrastructure. 

Before  beginning,  let  me  emphasize  that  I  am  not  advocating  any 
form  of  reregulation.  United  was  the  only  major  carrier  in  the  land 
to  support  deregulation  in  1978,  and  we  continue  to  believe  that  it 
is  the  correct  policy.  Government,  however,  continues  to  play  a 
very  important  role  in  shaping  our  industry's  economic  environ- 
ment. Industry  recovery  will  largely  depend  on  how  well  and  how 
quickly  Government  policies  affecting  it  can  be  harmonized  to  meet 
the  long  term  needs  of  the  air  transportation  system  and  the  inter- 
ests of  the  consumers  and  the  communities  that  it  serves. 

It  is  obvious  to  almost  everyone  that  the  domestic  industry  suf- 
fers from  severe  over-capacity.  That  condition  is  a  function  of  many 
factors  ranging  from  the  re-equipment  cycle  that  we  are  all  going 
through  to  poorly  conceived  Government  regulations.  Of  these,  the 
single  most  important  factor  relative  to  domestic  capacity  dilemma 
is  the  application  of  bankruptcy  laws  in  our  industry.  The  concept 
of  a  market-driven  transportation  system  relies  upon  the  ability  of 
carriers  to  enter  markets  and  the  corresponding  economic  reality 
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that  inefficient  producers  will  withdraw  their  capacity  from  the 
market.  Policies  affecting  both  entry  and  exit  now  need  reexamina- 
tion in  light  of  recent  experience. 

It  is,  however,  in  the  area  of  exit,  the  ability  of  the  market  to 
wring  excess  capacity  from  the  system,  that  current  governmental 
policies  appear  to  be  causing  particularly  severe  problems  for  the 
industry  as  a  whole.  No  one  seriously  contends  that  air  carriers 
should  be  denied  bankruptcy  protection.  It  is  a  right  that  must  be 
preserved.  On  the  other  hand,  present  conditions  raise  legitimate 
concern  whether  an  industry  can  remain  viable  if  substantial 
amounts  of  excess  capacity  are  artificially  permitted  to  remain  in 
the  system  for  years  while  bankrupt  carriers  attempt  to  reorganize. 

This  industry  is  not  immune  from  the  harsh  law  of  supply  and 
demand.  Excess  supply  and  cash  flow  pricing  is  driving  the  indus- 
try to  the  lowest  common  economic  denominator.  These  conflicting 
issues  of  public  policy  need  to  be  harmonized  in  a  way  that  bal- 
ances the  important  public  interest  in  protecting  companies  as  they 
try  to  recover  from  financial  setbacks  with  the  obvious  public  inter- 
est in  maintaining  a  healthy  competitive  aviation  industry.  This 
challenge  requires  the  attention  of  the  brightest  minds  we  can  as- 
semble. 

The  problems  of  our  domestic  industry  are  clearly  spilling  over 
into  our  international  markets  as  foreign  rivals  try  to  seize  on  U.S. 
carrier  financial  distress  as  a  vehicle  to  gain  greater  access  to  our 
markets  while  they  circumvent  the  bilateral  process  and  the  corre- 
sponding requirement  to  reciprocally  open  their  markets.  As  mem- 
bers of  the  subcommittee  know  so  very  well.  Government  owned  or 
sponsored  foreign  carriers  enjoy  advantages  that  U.S.  carriers  do 
not,  and  which,  under  U.S.  anti-trust  laws,  we  could  not  duplicate. 

U.S.  carriers  have  countered  these  advantages  by  becoming  far 
more  efficient  than  our  foreign  rivals.  That  transformation  from  an 
inefficient  industry  to  a  highly  competitive  one  involved  an  enor- 
mous national  investment  from  which  there  should  be  an  appropri- 
ate return.  That  return  in  the  form  of  new  jobs,  expanded  aircraft 
and  engine  orders,  as  well  as  increased  wages  and  tax  bases  for 
communities  requires  aggressive  foreign  marketing  of  U.S.  carrier 
services.  Over  the  past  five  years,  for  example,  United's  interna- 
tional expansion  has  allowed  us  to  add  almost  16,000  jobs  to  our 
domestic  work  force. 

Foreign  carriers  and  their  governments  are  well  aware  of  the 
competitive  advantage  that  U.S.  carriers  have  developed  and  are 
trying  to  counter  that  competitive  thrust;  first,  by  maintaining  ex- 
isting barriers  to  U.S.  earner  access  to  their  markets  and  by  erect- 
ing new  ones  wherever  they  can,  and  second,  by  acquiring  owner- 
ship interests  in  U.S.  carriers  and  thus  circumventing  the  bilateral 
process.  In  Europe  and  Asia,  a  number  of  countries  have  moved  to 
restrict  U.S.  carrier  economic  opportunities.  Canada,  which  only  re- 
cently signed  a  Free  Trade  Agreement  with  the  U.S.,  still  adamant- 
ly refuses  to  accept  that  concept  for  air  transportation.  There  is  a 
growing  refusal  by  countries  around  the  globe  to  expose  their  carri- 
ers to  the  reality  of  U.S.  carrier  competitiveness.  The  trend  toward 
protectionism  is,  in  fact,  accelerating. 

Blocking  our  carriers  expansion  to  their  home  markets  is,  of 
course,  only  half  of  their  strategic  plan.  The  U.S.  is  the  largest 
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single  air  transportation  market  comprising  somewhere  over  40 
percent  of  the  world's  total  traffic.  Gaining  access  to  our  domestic 
market  therefore  is  an  important  objective  of  any  global-minded 
carrier.  Alfred  Kahn  pointed  out  in  testimony  to  this  subcommittee 
some  fifteen  years  ago  that  access  to  our  market  represents  a  very 
strong  bargaining  tool  for  the  United  States.  Because  of  that  bar- 
gaining leverage,  negotiating  access  to  the  U.S.  would  require  that 
foreign  governments  open  their  own  markets  in  return. 

Obviously  to  avoid  precisely  that  result,  they  are  attempting  to 
buy  access  to  our  market  by  investing  in  a  surrogate  U.S.  airline. 
Such  a  purchase  would  give  them  a  U.S.  airline  at  a  relatively  low 
cost  and  permit  them  to  do  so  without  the  need  to  open  their  own 
market  in  return.  Our  laws  on  foreign  investment  in  U.S.  carriers 
clearly  need  to  be  modernized.  The  mechanical  application  of  per- 
centage figures  to  foreign  ownership  is  a  remnant  of  a  previous 
era.  Today's  requirements  governing  foreign  investment  in  U.S. 
carriers  should  be  designed  to  advance  the  interest  of  U.S.  interna- 
tional trade.  Guiding  principles  should  be  mutual  expansion  of  op- 
portunities with  the  focus  on  reciprocity.  Consistent  with  national 
defense  considerations,  foreign  investment  should  be  encouraged  to 
any  degree  of  ownership  so  long  as  opportunities  for  comparable 
economic  value  are  open  to  U.S.  carriers  to  and  beyond  the  home- 
land of  the  acquiring  entity. 

No  one  should  view  foreign  ownership  as  a  panacea  however. 
While  over  one  third  of  United's  revenues  come  from  the  interna- 
tional marketplace,  93  percent  of  our  employees  are  in  the  U.S. 
This  statistic  strongly  suggests  that  employment  in  international 
aviation  remains  largely  in  the  carrier's  homeland.  Accordingly, 
permitting  unlimited  foreign  ownership  in  U.S.  airlines  without 
providing  reciprocal  opportunities  to  U.S.  carriers  could  cause  a 
sharp  reduction  in  domestic  jobs  in  the  United  States. 

We  must  rethink  our  approach  to  bilateral  air  transportation 
agreements.  To  assure  continuity  we  need  to  restore  a  real  econom- 
ic incentive  for  governments  to  maintain  agreements.  This  can  be 
done  by  placing  our  trading  partners  on  notice  that  if  a  foreign 
government  elects  to  denounce  its  aviation  agreement  with  the 
U.S.,  all  direct  air  service  between  the  two  countries  will  end  with 
that  agreement  and  will  not  resume  until  a  new  bilateral  is  in 
place.  The  message  would  be  that  foreign  carriers  would  not  be  al- 
lowed to  rely  upon  comity  and  reciprocity  regimes  for  protection 
from  U.S.  competition. 

The  lack  of  competitive  reciprocity  is,  unfortunately,  sometimes 
one  exclusively  of  our  own  Government's  making.  The  situation 
with  international  landing  and  take-off  slots  at  Chicago's  O'Hare 
Airport  is  a  perfect  example.  When  a  foreign  carrier,  any  foreign 
carrier,  wishes  to  institute  service  at  O'Hare  Airport  pursuant  to 
its  bilateral  rights,  the  FAA  withdraws  slots  from  a  domestic  U.S. 
carrier  and  awards  them  to  the  foreign  carrier.  No  other  country 
in  the  world  is  willing  to  sacrifice  domestic  service,  domestic  jobs, 
and  competitiveness  of  its  own  carriers  to  satisfy  the  deniands  of 
foreign  competitors  for  access  into  their  own  markets.  United  has 
urged  the  U.S.  Government  to  recognize  this  fact  and  act  accord- 
ingly. 
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Finally,  it  will  be  important  for  those  interested  in  insuring  op- 
portunities for  a  range  of  U.S.  carriers  to  address  seriously  the 
problems  of  infrastructure.  The  Government  is  currently  sitting  on 
billions  of  dollars  in  the  Aviation  Trust  Fund  which  could  and 
should  be  used  now  to  improve  significantly  the  overall  efficiency 
of  our  domestic  air  transportation  network.  Perhaps  nowhere  is 
this  more  critical  than  Chicago's  O'Hare  Airport,  the  busiest  in  the 
world  and  the  Nation's  major  hub.  This  problem  is  national  in 
scope  and  not  unique  to  United  in  Chicago  nor  any  other  carrier 
serving  Chicago.  Investing  wisely  now  will  pay  back  substantial 
dividends  in  jobs,  community  economic  development,  and  the  qual- 
ity of  our  Nation's  transportation  infrastructure. 

These  are  all  issues  which  I  believe  warrant  close  analysis,  a 
belief  I  know  is  shared  by  you,  Mr.  Chairman,  and  by  members  of 
this  committee.  The  potential  of  our  industry  remains  extraordi- 
nary in  terms  of  what  it  can  produce  for  the  citizens  of  the  United 
States  of  America.  What  is  needed  is  a  fair  determination  of  what 
steps  can  and  should  be  taken  to  allow  the  industry  to  reach  its 
full  potential.  Mr.  Chairman,  your  subcommittee,  consistent  with 
its  long  tradition  of  bipartisan  leadership  in  aviation,  will  play  a 
crucial  role  in  making  that  determination.  I  thank  you  for  allowing 
me  to  participate  in  the  process  today. 

Mr.  Oberstar.  We  are  very  glad.  It  is  always  nice  to  have  you 
come  to  our  committee  and  share  your  thoughts  on  the  industry, 
its  current  problems,  its  future.  Thank  you  for  your  support  for  the 
concept  of  a  Commission  that  is  now  going  to  take  place.  Next 
week  we'll  report  legislation  out  to  expand  upon  the  Commission 
this  committee  authorized  last  year  and  the  difference  is  that  of 
course  this  Commission  will  now  have  the  full  support  of  the  Ad- 
ministration to  proceed  with  its  task. 

Now  in  your  testimony  a  great  deal  of  the  thrust  was  toward  the 
bankrupt  carriers,  the  over-capacity  question.  You  said  it  was 
plagued  with  enormous  over-capacity.  I  agree.  And  you  attribute 
the  over-capacity  to  industry-wide  miscalculations  on  how  strongly 
traffic  would  grow.  However,  the  data  that  we  have  collected  in 
preparation  for  this  hearing  shows  that  between  1988  and  1992, 
American,  United,  and  Delta  added  445  aircraft  to  their  fleet  while 
the  fleets  of  the  rest  of  the  industry  were  reduced  by  149  aircraft. 
'The  result  was  a  net  increase  of  8  percent  in  the  airline  industry 
fleet  during  a  period  when  traffic  basically  was  flat.  Now  that  sug- 
gests that  the  miscalculations  were  driven  by  the  Big  Three  in  the 
industry  and  not  by  the  whole  industry.  When  those  with  the  deep 
pockets  and  the  ability  to  acquire  the  aircraft  at  capacity  are  driv- 
ing it,  it  changes  the  dynamics  of  this  whole  picture.  I  would  like 
your  response. 

Mr.  Wolf.  Mr.  Chairman,  I  really  can't  speak  for  the  aberrant 
behavior  of  the  other  two  members  of  the  "Big  Three."  [Laughter.] 

But  in  United's  case,  I  believe  our  growth  has  been  quite  pru- 
dent. During  that  five  year  period  of  time,  we  have  grown  on  aver- 
age each  year  less  than  1  percent  domestically,  eight-tenths  of  one 
percent,  and  26  percent  internationally.  Our  growth  has  been  fo- 
cussed  in  the  international  arena  and  those  ASMs  and  capacity 
have  been  put  to  meaningful  use  in  a  profitable  fashion. 

Mr.  Oberstar.  I  will  rest  there. 
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Mr.  dinger. 

Mr.  CuNGER.  Thank  you,  Mr.  Chairman. 

Mr.  Wolf,  thank  you  for  coming  before  the  subcommittee  this 
morning  and  giving  us  your  views  on  where  we  ought  to  be  going 
with  this  crisis.  I  would  just  want  to  address  a  question.  I  don't 
want  to  argue  with  you  about  the  resistance  that  United  and 
others  have  had  to  the  investment  by  British  Air  in  USAir.  But 
just  to  get  my  own  thinking  of  where  you  are  coming  from  on  that 
objection,  it  seems  to  me  what  you  are  suggesting  now  is  that  with 
a  second  proposal  what  you  are  suggesting  is,  one,  that  the  Con- 
gress should  change  the  law  in  midstream  to  eliminate  the  possibil- 
ity of  an  investment  even  though  under  present  law  it  clearly 
would  be  a  legal  investment  being  below  the  25  percent.  So  on  the 
one  hand  we're  talking  about  having  to  change  the  law  to  prevent 
this  from  going  forward. 

On  the  second  part  of  it,  it  seems  to  me  you  are  suggesting  that 
we  should  abrogate  the  existing  bilateral  agreement  before  we  have 
any  on-going  agreement  with  the  British.  It  seems  to  me  that  is 
very  counter-productive  because  what  it  is  saying  to  the  rest  of  the 
nations  with  whom  we  have  bilateral  agreements  is  that  we're  not 
going  to  be  terribly  reliable.  If  it  doesn't  suit  our  interests,  we're 
just  going  to  throw  them  over  and  start  all  over  again.  And  second- 
ly, it  does  suggest  to  me  that  it  would  not  be  really  in  the  best  in- 
terest of  yourself  to  have  this  agreement  overthrown  and  reworked 
at  this  particular  point  in  time.  How  do  you  respond  to  those  con- 
cerns? 

Mr.  Wolf.  On  the  latter  point,  I'm  not  suggesting  in  any  way, 
shape,  or  form  that  we  should  abrogate  our  agreement  with  the 
U.K.  I  am  saying  where  other  countries  take  that  action,  as  the 
French  have  done  some  number  of  months  ago  in  renouncing  the 
agreement  with  the  U.S.,  that  we  need  to  show  them  quite  clearly 
that  we're  not  going  to  allow  things  to  happen  as  have  happened  in 
the  past,  when  that  has  transpired,  leading  to  something  like  Ber- 
muda Two  which  was  a  very  restrictive  agreement.  I'm  not  suggest- 
ing that  we  put  that  forth  at  all.  But  where  it  happens  to  the  U.S., 
I  think  we  should  respond  vigorously. 

Let  me  go  to  the  principle  question  which  is  the  British  Airways 
investment  in  USAir.  Let  me  say  at  the  outset  that  I  believe  in  the 
open  market,  the  free  flow  of  capital,  a  level  playing  field,  and 
quite  frankly  I  think  the  United  Football  Team  will  do  well  wher- 
ever we  can  get  onto  a  level  playing  field.  I  understand  clearly 
USAir's  interest  in  seeking  the  $750  million  repackaged  investment 
by  British  Airways.  That  would  have  a  very  positive  effect  on  their 
financial  position  and  even  more  importantly  to  USAir  it  would 
have  a  very  positive  effect  in  terms  of  incremental  flow  of  passen- 
gers who  would  fly  international  missions  that  are  currently  using 
U.S.  carriers  that  will  move  to  both  USAir  and  B.A.  I  think  their 
interest  and  their  intentions  are  quite  honorable. 

I  also  understand  British  Airways  motivation.  British  Airways 
motivation  is  very  clear.  They  are  not  investing  in  USAir  because 
they  are  looking  for  a  return  on  their  investment.  I  don't  suspect 
USAir  during  the  balance  of  our  natural  life  is  going  to  pay  a  divi- 
dend on  their  common  stock.  I  suspect  that  they  are  doing  it  be- 
cause they  are  seeking  an  incremental  flow  in  passengers  coming 
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off  USAir  and  going  onto  British  Airways.  There  is  no  misunder- 
standing about  that. 

My  view  on  that  is  I'm  not  so  sure  what  we  should  do,  Congress- 
man. But  I  do  think  we  need  a  policy  that  addresses  this  issue  long- 
term.  Where  do  we  want  the  industry  to  go  and  how  are  we  going 
to  get  there?  And  allowing  these  one-off  transactions  of  foreign  en- 
tities buying  into  U.S.  carriers  solely  to  get  expanded  access  to  the 
largest  market  in  the  world  while  they  refuse  to  open  up  theirs  is 
not  in  the  American  people's  best  interest. 

Mr.  Clinger.  Just  one  follow  on  question.  Back  in  the  1980s 
when  we  were  going  through  the  whole  convulsion  of  various  lever- 
aged buy-outs  and  consolidations  and  so  forth,  I  recall  that  United 
was  at  that  time  also  involved  in  this  game  and  that  there  w£is  a 
proposal  for  an  investment  by  British  Airways  of  $750  million  in 
United  at  that  time.  How  does  that  differ  from  what  is  being  pro- 
posed here?  It  seems  to  me  that  what  seems  to  be  good  for  the 
goose  should  be  good  for  the  gander.  In  this  case,  what  was  good  for 
United  at  that  time  would  be  good  for  USAir  at  this  time. 

Mr.  Wolf.  No.  Those  transactions  are  not  at  all  analogous.  We 
were  looking  at  a  reciprocal  investment  in  British  Airways  and 
United  Airlines  but  it  did  not  involve  code-share,  it  did  not  involve 
the  sort  of  thing  that  would  happen  in  the  transactions  being  pro- 
posed today  which  would  show  British  Airways  flying  routes  they 
do  not  fly  in  the  United  States  of  America,  and  moving  passengers 
off  of  U.S.  carriers  onto  British  Airways.  It  was  a  step  forward  in 
what  I  think  is  going  to  be  a  continually  evolving  element  of  our 
business  where  there  will  be  carriers  joining  forces  in  many  differ- 
ent ways.  And  I  clearly  understand  what  BA  and  USAir  are  trying 
to  do  and  quite  frankly  I  am  not  opposed  to  it.  I  am  merely  saying 
it  should  not  be  allowed  to  happen  unless  U.S.  carriers  get  greater 
access  to  the  U.K. 

Mr.  Oberstar.  Thank  you. 

Mr.  de  Lugo. 

Mr.  DE  Lugo.  Thank  you,  Mr.  Chairman. 

Mr.  Wolf,  a  fundamental  factor  of  any  of  these  solutions  that 
might  be  considered  to  help  the  industry  is  volume  of  traffic  and 
its  projections  for  the  future.  We  now  see  at  least  a  glimmer  of  a 
recovery  in  our  overall  economy.  Is  this  currently  being  reflected  in 
any  increase  in  traffic  from  your  perspective,  and  what  do  you  real- 
istically project  for  the  rest  of  1993? 

Mr.  Wolf.  Clearly  we  look  upon  1993  as  being  stronger  than 
1992,  although  I  must  say.  Congressman,  that  is  not  a  very  pro- 
found statement,  1992  having  been  so  pathetically  bad.  This  is  a 
little  bit  awkward  but  I  am  of  the  view  that  there  is  no  longer  any 
such  thing  as  a  domestic  market  and  an  international  market, 
there  is  only  the  global  market.  Having  said  that  as  a  premise, 
where  the  industry  looks  like  it  is  in  chaos  within  the  domestic 
marketplace  of  our  country,  and  frankly  I'm  not  sure  that  it  is  not, 
in  the  international  marketplace  over  the  past  x  number  of  years, 
U.S.  carriers  have  become  very,  very  strong  and  very  competitive. 
In  many  countries  in  even  larger  areas  of  the  world  we  are  the  low 
cost  producer  and  we  have  been  very  successful  and  we  have  grown 
very  successfully  internationally. 
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In  the  domestic  market,  for  a  whole  host  of  reasons,  overcapa- 
city, strange  pricing  activity  on  the  part  of  carriers  who  are  in 
bankruptcy  and  who  price  for  cash  flow  to  meet  next  week's  pay- 
roll as  opposed  -to  long-term  viability,  those  problems  continue  to 
exist  today.  Yes,  I  see  some  strengthening  in  the  market  place  but 
I  do  not  think  the  savior  for  our  industry  is  going  to  be  a  return  to 
a  positive  economic  cycle. 

Mr.  Oberstar.  Mr.  Shuster. 

Mr.  Shuster.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Wolf,  it  is  my  understanding  that  while  United  had  been  a 
long  time  customer  of  Boeing,  recently  it  placed  a  large  order  with 
Airbus.  I  wonder  how  many  American  jobs  were  lost  by  that  deci- 
sion to  acquire  a  foreign  rather  than  a  U.S.-made  aircraft,  and 
what  your  economic  reasoning  was  at  the  time. 

Mr.  Wolf.  Certainly.  We  are  Boeing's  largest  customer,  we  con- 
tinue to  be  Boeing's  largest  customer.  We  have  a  very  close  rela- 
tionship with  Boeing.  I  will  try  not  to  make  this  too  windy. 

Specifically,  we  have  acquired  the  Boeing  737  aircraft.  It  comes 
in  three  models,  the  difference  being  just  the  length  of  the  fuselage 
and  the  number  of  seats  on  board.  It  is  otherwise  the  exact  same 
airplane  with  the  exact  same  engine,  same  cockpit.  The  737  comes 
in  a  300,  a  400,  and  a  500  series  or  model.  The  300  series  comes  in  a 
two  class  configuration  with  128  seats,  the  500  is  smaller  in  two 
class  configuration,  it  seats  105;  and  the  737-400  in  two  class  con- 
figuration, in  our  configuration,  would  seat  143. 

We  have  bought  the  737-300  and  the  737-500  in  large  numbers. 
We  fully  intended  to  buy  the  737-400.  We  are  a  big  believer  in  com- 
monality because  it  enhances  the  efficiency  of  our  crews  and  pilots, 
it  aids  in  maintaining  aircraft,  et  cetera.  I  wish  Boeing  was  here  to 
hear  this — they  may  be  a  little  bit  embarrassed,  but  the  actual 
story  is  we  did  not  buy  the  737-400  which  is  the  longer  fuselage 
one,  the  143-seater,  because  we  could  never  reach  agreement  with 
Boeing  on  the  price. 

As  airplanes  get  larger  they  obviously  become  more  expensive 
but  the  unit  cost  for  the  aircraft,  that  is  what  you  pay  per  seat, 
generally  comes  down.  In  the  case  of  the  737-400,  the  price  that 
Boeing  had  on  the  table  for  a  protracted  period  of  time  not  only 
was  much  more  expensive  as  a  result  of  being  bigger,  but  even 
from  unit  cost  perspective  it  was  more  expensive.  In  all  deference 
to  Boeing,  I  suspect  that  Boeing  concluded  that  we  were  a  big 
buyer  of  the  300  and  the  500  and  that  we  were  obviously  going  to 
buy  the  400.  Quite  frankly,  it  was  relatively  obvious  that  we  were 
very  likely  to  do  so.  I  don't  think  they  had  a  great  deal  of  motiva- 
tion to  lower  their  price.  They  certainly  didn't.  The  conversation 
went  on  for  18  months  and  the  price  never  came  down. 

We  did  not  buy  the  aircraft  though.  Somewhere  along  that  line 
Airbus  came  forward  and  put  forth  an  alternative  aircraft  consid- 
eration which  was  the  Airbus  A320,  a  143-44  seater.  We  entered 
into  discussions  to  look  at  the  airplane  rather  closely.  We  got  in- 
volved in  price  discussions  and  utilization  discussions.  The  A320,  in 
fairness  to  Airbus,  is  a  newer,  more  modern  airplane  than  the  737. 
The  737  is  a  20  year  old  wing.  It  first  came  out  in  a  100  model,  a 
200  model,  and  these  are  just  different  engines  and  a  different 
cockpit.  The  alternative  aircraft  from  Airbus  in  this  particular  case 
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flies  higher,  flies  faster,  is  heavier,  will  carry  more  cargo,  on  a 
transcontinental  mission  it  will  burn  about  14  percent  less  fuel,  it 
has  a  wider  interior,  and  it  has  some  passenger  appeal  that  the 
737-400  did  not  have. 

But  putting  that  aside,  as  conversations  went  on  with  Airbus,  we 
were  treating  Boeing  in  a  very  above  board  fashion.  The  number 
that  for  18  months  we  were  suggesting  that  they  should  get  to  to 
sell  us  the  737-400  all  of  a  sudden  they  were  there  and  going  south. 
In  the  end  of  the  end,  we  purchased  a  different  aircraft  at  a  very 
competitive  price  that  has  better  mission  capability  than  the  737- 
400.  Boeing  I  think,  if  they  were  here  today,  would  say  it  was  con- 
ceivably the  worst  marketing  mistake  they  ever  made.  They  could 
have  sold  us  that  aircraft  in  large  number  over  a  lengthy  period  of 
time  had  they  put  forth  an  appropriate  price  and  didn't  do  so  until 
the  very  end  and  it  wound  up  being  too  late. 

Having  said  that 

Mr.  Shuster.  So  they  did,  indeed,  offer  a  competitive  price  at  the 
last  minute? 

Mr.  Wolf.  Well,  it  wasn't  last  minute;  it  was  over  some  last  few 
months.  Yes. 

Mr.  Shuster.  But  you  decided  to  go  with  the  foreign  aircraft  nev- 
ertheless even  though  you  had  a  competitive  price? 

Mr.  Wolf.  No.  We  didn't  have  a  competitive  price.  It  was  much 
more  competitive  than  it  was  before.  These  are  very  complicated 
financial  transactions. 

Mr.  Shuster.  Sure.  And  I  am  not  suggesting  by  my  line  of  ques- 
tioning that  you  should  make  an  uneconomic  decision.  What  really 
concerns  me  is  that  Airbus  has  been  subsidized  by  the  governments 
over  there  to  the  tune  of  $26,  $27,  $28  billions  of  dollars.  I  am  won- 
dering if  we,  in  terms  of  our  trade  policy,  had  better  deal  with  an 
issue  like  that.  I  am  not  suggesting  that  you  should  make  an  un- 
economic decision,  but  I  think  there  is  a  governmental  problem 
here  perhaps. 

Mr.  Wolf.  I  don't  know  how  to  advise  you  on  that.  Congressman. 
I  think  that  has  been  looked  at  very  closely  by  U.S.  trade  officials. 
I  don't  know  what  to  say. 

Mr.  Shuster.  Maybe  we  need  a  different  Trade  Department. 
Hopefully  we  have  one  now. 

One  final  question,  and  I  passed  up  on  my  first  line  of  question- 
ing so  I  could  indeed  ask  you  a  second  question.  It  was  reported  in 
the  February  11  Wall  Street  Journal  that  United  was  opposed  to 
rolling  back  the  ticket  tax  increase  because  some  of  your  competi- 
tors might  benefit  from  such  a  rollback.  Is  that  true? 

Mr.  Wolf.  As  a  matter  of  fact,  if  you  could  take  it  to  zero  or  even 
get  the  Government  to  give  us  2  percent  for  every  ticket  we  sell,  we 
would  be  fully  in  favor.  Any  degree  you  can  roll  it  back,  we  are 
fully  supportive  of  that. 

Mr.  Shuster.  So  you  did  support  the  rollback? 

Mr.  Wolf.  I'm  not  quite  sure.  I  don't  mean  to  suggest  that  that's 
not  a  pillar  of  factual  information  at  all  times,  but 

Mr.  Shuster.  Many  carriers  such  as  United  Airlines  would 
rather  do  without  it  out  of  fear  that  their  rivals  would  use  the 
extra  revenue  to  undercut  them  in  markets  where  they  go  head-to- 
head. 
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Mr.  Wolf.  It  was  just  mentioned  to  me,  and  you  have  the  article 
in  front  of  you,  Congressman,  I  don't  believe  that  was  in  quotes. 

Mr.  Shuster.  That  is  correct.  This  is  a  report. 

Mr.  Wolf.  That  is  not  our — if  the  question  is,  are  we  in  favor  of 
increasing  taxes  or  lowering  taxes?  We  are  in  favor  of  lowering 
taxes.  We  were  then,  we  are  today,  I  suspect,  we  will  be  in  the 
future.  That  is  not  our  position.  We  would  favor  a  reduction  in  the 
tax. 

Mr.  Shuster.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Geren. 

Mr.  Geren.  Thank  you,  Mr.  Chairman. 

I  certainly  appreciate  and  agree  with  your  comments  regarding 
the  need  for  reciprocity  in  any  sort  of  deals  we  have  with  foreign 
carriers.  If  you  were  just  going  to  pick  one  issue  that  you  think  has 
more  impact  on  the  long-term  health  of  the  airline  industry  in  this 
country,  what  would  that  be?  Would  it  be  the  opportunities  in 
international  trade,  or  do  you  think  there  is  change  in  the  domes- 
tic? 

Mr.  Wolf.  Frankly,  I  cited  three.  This  issue  of  competing  with 
competitors  who  are  in  bankruptcy  who  are  spared  a  large  percent- 
age of  what  would  otherwise  be  their  fixed  costs  and  who  subse- 
quently price  their  product  for  cash-flow  purposes  to  meet  next 
week's  payroll,  to  pay  next  week's  fuel  bill  as  opposed  to  long-term 
financial  viability,  which  is  the  way  we, try  to  price  our  product,  is 
absolutely  beyond  a  vexing  problem.  I  don't  know  how  to  compete. 

We  right  now  are  witnessing  a  phenomenon  and  it  may  not  be 
clear  to  all  of  us.  We  are  truly  driving  all  of  us  to  the  lowest 
common  economic  denominator.  I  see  a  verv  important  person  here 
in  the  audience.  The  Standard  and  Poor  s  has  recently  notified 
American,  Delta,  and  United  that  they  have  put  us  on  credit  watch 
with  negative  implications.  That  suggests  they  could  downgrade 
our  credit.  In  the  case  of  Delta  and  United,  my  goodness,  members 
of  the  "Big  Three".  If  we  go  down  one  notch,  we  go  from  an  invest- 
ment grade  to  a  junk  bond  credit.  If  American  goes  down  one 
notch,  it  would  go  to  the  cusp  of  investment  grade.  As  to  why  they 
are  graded  higher  at  American  than  United  or  Delta,  I  really  can't 
explain  because  I  think  that  is  crazy.  But  in  any  event.  [Laughter.] 

We  are  talking  about  the  strong  of  the  strong  becoming  very 
weak  financially.  If  you  look  at  our  current  debt-equity  ratios,  this 
is  a  troubling  issue  that  needs  to  be  addressed. 

So  this  issue  of  our  competing  with  carriers  in  bankruptcy  who, 
let  me  quickly  say,  do  not  want  to  be  in  bankruptcy  and  they  are 
probably  not  particularly  pleased  about  their  actions,  and  if  we 
were  there  I  am  not  sure  we  would  behave  any  differently  than 
they  behave,  but  it  is  a  very  difficult  problem  for  us  to  compete 
with  a  carrier  that  is  spared  a  large  percentage  of  its  costs  and 
competes  on  a  marginal  pricing  basis  thereafter.  That  is  an  issue 
that  I  think  the  committee  should  look  at  closely. 

Two,  and  one  that  I  feel  very  strongly  about,  I  don't  know  why 
we  would  give  away  one  additional  passenger  who  happens  to  be  an 
American  citizen  to  a  foreign  carrier  under  the  guise  of  their  gain- 
ing greater  access  to  our  marketplace  without  reciprocally  our  get- 
ting access  to  their  marketplace.  If  we  do  a  one-off,  they  get  access 
and  we  get  access,  because  of  the  size  of  our  market  we  lose  on 
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every  single  one  of  them.  But  I  think  we  should  at  least  do  one- 
offs — if  they  get  ours,  we  should  get  theirs. 

Both  of  those  I  think  are  very  difficult  issues  that  if  I  could  rec- 
ommend, Congressman,  should  get  your  attention. 

Mr.  Geren.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Inhofe. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman. 

Mr.  Wolf,  first  of  all,  let  me  say  that  during  the  trip  that  we  took 
and  had  an  opportunity  to  look  into  your  operation  as  well  as  other 
operations  prior  to  that,  the  morning  session  we  had  personally 
with  you  was  the  most  rewarding  of  all  the  sessions  we  had  during 
that  trip.  I  thank  you  for  the  time  that  you  spent  with  us  in  help- 
ing us  to  understand  the  problems  of  your  industry. 

You  mentioned  your  growth  has  been  in  the  area  of  foreign 
travel  as  opposed  to  domestic  travel.  So  I  have  to  come  to  the  con- 
clusion that  that  is  where  you  feel  you  have  your  greatest  potential 
or  you  wouldn't  be  making  those  expansions.  The  "Big  Three"  in 
the  United  States,  and  there  is  not  a  lot  of  disparity  between  the 
three  in  terms  of  their  efficiency  on  a  per  passenger  mile,  but  I  un- 
derstand it  is  around  ten  cents  a  mile  as  opposed  to  British  Air  at 
around  fifteen  cents  a  mile.  That  is  information  which  I  got  that  I 
consider  to  be  accurate.  Yet,  you  are  showing  tremendous  losses, 
along  with  the  other  two  of  the  large  carriers  here  in  the  United 
States,  and  they  are  showing  a  profit. 

Obviously,  if  we  are  operating  over  here  more  efficiently  than 
they  are  and  we're  not  showing  a  profit,  then  that  disparity  has  to 
fall  someplace.  Would  you  say  that  a  great  deal  of  that  is  due  to 
this  inequity  within  the  markets  that  you  have  described  and  have 
expressed  your  concern  with  more  than  any  other  single  factor? 

Mr.  Wolf.  In  the  case  of  British  Airways,  absolutely  yes.  I  want 
to  add  quickly  that  it  is  not  necessarily  an  inequity  in  the  U.S. 
market.  British  Airways  is  the  largest  operator  at  the  largest  Euro- 
pean airport,  Heathrow.  I  think  British  Airways  would  probably 
characterize  it  as  being  "Fortress  Heathrow".  They  have  most  of 
the  slots  at  Heathrow  and  a  number  of  the  routes  they  operate, 
unlike  routes  where  we  operate,  there  is  government-to-govern- 
ment discussion  which  holds  capacity  down  and  keeps  prices  up.  If 
British  Airways  had  our  costs,  I  can't  even  imagine  what  their 
profits  would  be;  I'm  not  sure  they  would  fit  in  this  room.  But, 
indeed,  they  have  great  protection  provided  them  by  the  U.K.  gov- 
ernment. By  the  way  I  should  add,  they  run  a  very  good  airline. 

Mr.  Inhofe.  Well,  they  run  a  very  good  airline  but  not  as  effi- 
cient as  our  three  big  airlines. 

Mr.  Wolf.  Not  close. 

Mr.  Inhofe.  Thank  you. 

Mr.  Oberstar.  Mr.  Lipinski. 

Mr.  Lipinski.  Thank  you,  Mr.  Chairman. 

Mr.  Wolf,  I  have  many  questions  that  I  would  like  to  ask  you. 
But  I  know  we  are  really  pressed  for  time  today  and  you  have  al- 
ready been  here  a  long  time.  Let  me  ask  you  just  one  question  at 
the  present  time.  If  you  were  allowed  to  utilize  your  commuter 
slots  and  if  American  were  allowed  to  use  its  commuter  slots  at 
O'Hare  International,  and  any  other  carrier  that  we  happen  to 
have  there  although  the  two  of  you  dominate  that  area,  how  advan- 
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tageous  could  it  be  to  you,  to  American,  and  to  the  entire  airline 
industry  that  is  attempting  to  dig  out  from  this  tremendously  poor 
position  you  are  in  at  the  present  time? 

Mr.  Wolf.  That  is  a — although  the  question  was  certainly  well 
put,  it  is  very  complicated.  In  essence,  you  are  talking  about  taking 
a  prop  aircraft  serving  a  small  community,  flying  into  O'Hare,  and 
converting  that  commuter  slot  to  a  bigger  jet  aircraft? 
Mr.  LiPiNSKi.  That  is  correct.  That  is  what  I'm  talking  about. 
Mr.  Wolf.  Quite  frankly,  on  the  part  of  the  carrier,  there  might 
be  little  interest  in  continuing  to  serve  that  small  community  as 
opposed  to  putting  the  big  aircraft  down  to  an  additional  Chicago 
or  Los  Angeles  run  where  you  might  be  able  to  make  far  more 
money.  We  think  there  should  be  an  expansion  of  capacity  at 
O'Hare.  I  think  there  should  be  as  great  an  expansion  of  capacity 
at  O'Hare  in  whatever  form  it  can  take  as  quickly  as  possible. 

Mr.  LiPiNSKL  Then  you  would  be  advocating  just  lifting  the  slot 
restrictions  entirely  at  O'Hare? 

Mr.  Wolf.  As  a  matter  of  fact,  in  light  of  the  Department's  open- 
ness to  that  consideration,  we  are  right  now  focusing  our  thoughts 
relative  to  a  recommendation  like  that.  I  mean,  the  logic  of  all  the 
airports  we  have  in  the  United  States  of  America,  why  do  we 
happen  to  have  four  airports  that  are  slot  controlled?  Why  isn't  it 
five,  or  twenty-five,  or  a  hundred  and  five,  or  why  isn't  it  zero?  I 
am  not  sure  that  it  shouldn't  be  zero.  We  are  working  on  a  paper 
right  now  to  submit  that  would  share  our  views  on  that  subject, 
which  are  very  complicated,  to  the  Department  and  we'll  certainly 
provide  you  a  copy.  Congressman. 

Mr.  Oberstar.  We  would  like  to  have  you  submit  that  to  the  sub- 
committee so  that  all  members  can  review  it. 
Mr.  Wolf.  I'll  do  that,  Mr.  Chairman. 

Mr.  LiPiNSKL  Let  me  just  go  back  for  a  moment.  You  were  talk- 
ing about  my  question  in  regards  simply  to  the  commuter  slots. 
Would  it  not  be  feasible  for  you  to  take  the  slots  you  have  at 
O'Hare  for  a  commuter  and  fly  it  to  Los  Angeles  or  fly  it  to  New 
York  or  fly  it  wherever  you  want,  but  then  have  that  commuter 
slot  fly  into  Midway  Airport  and  set  up  a  very  strong  shuttle  up  to 
O'Hare  Airport  either  with  helicopter  service  or  perhaps  a  rapid 
transit  system  going  directly  into  O'Hare  so  that  those  people  who 
then  come  in  from  the  small  community  on  the  commuter  into 
Midway  could  easily  get  to  O'Hare  and  fly  on  to  New  York  or 
someplace  like  that? 

Mr.  Wolf.  It  all  depends  on  what  the  alternative  modes  of  trans- 
portation or  carrier  selection  might  be  from  whatever  that  commu- 
nity is.  In  other  words,  I  think  it  would  be  very  unattractive  for  a 
person  from  small  community  A  to  fly  in  to  Midway  Airport— noth- 
ing wrong  with  Midway  Airport — go  outside,  get  on  a  new  Midway- 
O'Hare  Tram,  take  the  delightful  ride  over  to  O'Hare,  assuniing 
the  driver  does  not  get  lost,  get  off  the  tram  at  O'Hare  and  get  into 
the  right  terminal  to  get  on  your  connecting  flight.  In  the  mean- 
time, I  think  you  probably  stop  to  have  a  bite  to  eat  because  you 
are  exhausted.  I  don't  think  too  many  people  would  do  that  if  they 
had  an  alternative  way  to  travel.  That  is,  if  they  could  fly  out  of 
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that  small  community  and  go  to  Pittsburgh  or  someplace  else  and 
connect  on-line  at  the  same  airport,  I  think  they  would  do  that. 

Mr.  LiPiNSKi.  All  right.  So  then  you  are  saying  if  we  could  get — 
as  you  very  well  knov/,  I  have  a  great  deal  of 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  LiPiNSKi.  I  don't  get  this  opportunity  too  often. 

Mr.  Oberstar.  You  will  get  a  second  round. 

Mr.  LipiNSKi.  Okay.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Ewing. 

Mr.  Ewing.  Thank  you,  Mr.  Chairman. 

Mr.  Wolf,  thank  you  for  appearing  here  today.  You  faced  several 
of  my  colleagues  from  Illinois  but  I  know  we  all  feel  very  strongly, 
very  supportive  of  United  Airlines  and  the  tremendous  economic 
impact  that  you  bring  to  our  State.  We  thank  you  for  that. 

A  very  simple  question.  Not  to  oversimplify  the  serious  problems 
in  the  airline  industry,  but  would  you  say  if  in  this  session  of  the 
Congress  we  could  address  the  problem  of  over-capacity,  and  the 
bankruptcy,  and  deal  with  foreign  competition  to  level  that  playing 
field  that  we  would  be  going  a  long  ways  in  helping  the  airline  in- 
dustry recover? 

Mr.  Wolf.  The  answer  in  my  opinion  is  yes,  a  long  way. 

Mr.  Ewing.  And  those  things  we  could  do  much  quicker  than  we 
can  expand  third  airports  or  capacity. 

Mr.  Wolf.  Absolutely. 

Mr.  Ewing.  Fine.  Thank  you. 

Mr.  Oberstar.  Mr.  Sangmeister.  Let's  hear  from  the  rest  of  the 
Chicago  delegation. 

Mr.  Sangmeister.  As  you  have  probably  noticed  by  now,  there  is 
a  little  difference  of  opinion  on  a  few  matters  within  the  delega- 
tion. Anyway,  you  indicated,  if  I  heard  you  correctly,  that  expand- 
ing the  capacity  at  O'Hare  would  be  beneficial  to  you.  I  think  the 
political  realities,  which  you  certainly  are  aware  of,  make  that 
next  to  impossible.  Of  course,  anything  is  possible  but  it  is  very  dif- 
ficult. As  you  know  there  has  been  talk  about  a  third  Chicago  air- 
port. In  fact,  it  has  gone  way  beyond  talk.  The  governor  is  now 
making  plans  for  a  Peotone  site. 

I  guess  my  question  to  you  is,  where  are  the  airlines  going  to  be 
as  far  as  that  third  airport  is  concerned?  Because,  obviously,  if  you 
are  not  going  to  service  it,  it  is  not  going  to  be  viable  and  we  are 
all  spinning  our  wheels.  I  know  you  have  a  huge  investment  in 
O'Hare,  there  is  no  question  about  that.  Does  that  mean  as  far  as 
United  is  concerned  that  you  absolutely  would  have  no  support  or 
interest  in  the  third  airport? 

Mr.  Wolf.  Congressman,  on  a  fast  track  this  airport  might  open 
in  ten  years.  I  suspect  there  will  be  a  lot  that  goes  on  in  the  indus- 
try between  now  and  ten  years  from  now,  the  vast  bulk  which  I 
cannot  envision.  But  based  upon  knowing  what  I  know  today,  and 
with  specific  reference  to  the  geometry  of  the  revenue  side  of  the 
business,  I  can't  imagine  how  an  airline  that  hubs  in  O'Hare  would 
splinter  their  hub  and  move  part  of  it  to  any  other  airport.  So  I 
don't  envision  our  going 

Mr.  Sangmeister.  But  that  is  based  on  what  you  see  today.  As 
you  just  indicated,  most  people  say  it  will  take  ten  years  to  build 
an  airport. 
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Mr.  Wolf.  There  is  no  question.  By  this  afternoon,  I  may  have 
greater  insight,  but  even  if  I  do 

Mr.  Sangmeister.  Well,  let  me  talk  to  you  this  afternoon,  all 
right.  [Laughter.] 

Mr.  Oberstar.  Ms.  Dunn. 

Ms.  Dunn.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Wolf,  I  am  certainly  looking  forward  to  hearing  the  Presi- 
dent's speech  this  evening,  as  I  suspect  many  of  my  colleagues  are 
and  many  of  our  guests  in  the  audience.  I  think  we  will  be  very 
interested  in  his  outline  for  solving  the  terrible  problem  we  have 
with  our  nation's  economy.  But  there  is  one  thing  that  makes  me 
very  fearful  and  that  is  the  prospect  of  an  aviation  fuel  tax.  We've 
heard  Congressman  Shuster  and  others  talk  about  how  a  penny  in- 
crease is  equal  to  $150  million.  That,  in  my  mind,  can  be  translated 
into  the  purchase  of  Boeing  airplanes.  I'm  very  concerned  that  this 
tax  might  cripple  the  domestic  airliners.  They  are  buying  few  new 
planes  as  it  is  now  and  I'm  concerned  about  the  future.  I'm  won- 
dering if  you  would  care  to  comment  on  how  you  view  this  prospect 
of  an  energy  tax,  and  two,  what  would  this  do  to  your  acquisition 
plans? 

Mr.  Wolf.  My  starting  point  would  have  to  be  that  we  would  be 
against  any  Government  action  that  unilaterally  further  increases 
our  operating  costs  in  any  form  whatsoever.  And  although  I  feel 
strongly  about  that,  I  do  not  want  to  become  philosophical  and  I 
certainly  can't  meander  away  from  my  fiduciary  responsibilities  to 
our  shareholders.  I  think  that  the  fiscal  management  of  the  Gov- 
ernment is  absolutely  and  totally  out  of  control  and  somewhere 
along  the  line  United  Airlines,  and  I,  and  I  suspect,  all  of  us  in  this 
room  are  going  to  have  to  do  a  little  more  than  we  have  done  in 
the  past  to  right  it. 

While  I  hope  that  doesn't  include  a  fuel  tax  increase,  I  suspect  it 
may  involve  a  fuel  tax  increase  and  we  will  try  to  manage  through 
that  as  best  we  can.  After  we  do  that,  I  very  much  hope  we  are  in  a 
position  to  continue  to  buy  a  large  number  of  Boeing  aircraft.  Al- 
though I  should  add  that  we  are  in  a  very  tricky  conversation  with 
Boeing  right  now  about  pulling  down  the  number  of  aircraft  we 
currently  have  on  order.  Forgive  me. 

Mr.  Oberstar.  A  remarkably  statesman  like  response,  Mr.  Wolf, 
let  me  say.  And  may  your  shareholders  have  a  wise  and  responsi- 
ble attitude  on  that  subject.  I  would  like  to  hear  from  more  of  in- 
dustry's leaders  that  kind  of  response.  We  all  have  a  load  to  pull. 

Mr.  DeFazio. 

Mr.  DeFazio.  Thank  you,  Mr.  Chairman. 

Mr.  Wolf,  I  am  a  very  frequent  flyer  on  your  airline.  Sometime 
this  year  I  will  turn  a  million  miles  on  United. 

Mr.  Wolf.  God  Bless  You.  [Laughter.] 

Mr.  DeFazio.  Although  I  live  in  a  somewhat  captive  market,  I  do 
find  the  service  to  be  quite  good.  But  I  just  want  to  point  out  what 
I  see  perhaps  as  a  bit  of  an  inconsistency  in  response  to  an  earlier 
question  about  Air  Bus  and  ask  you  to  rethink  your  position  or 
future  position  in  this  matter.  The  bankruptcy  issue,  I  will  support 
changes  there  and  the  unfair  foreign  competition,  the  tough  reci- 
procity. I  want  to  build  a  consistent,  tough,  and  fair  trade  policy  for 
this  Nation  and,  in  part,  that  involves  some  significant  reciprocity 
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because  we've  been  wimps  out  there  and  we've  been  taken  advan- 
tage of  in  many  industries. 

I  will  give  you  one  parallel.  In  chips,  when  we  had  the  proposal 
under  the  Reagan  Administration,  a  rare  thing  where  they  were 
actually  going  to  look  at  dumping  of  chips  below  cost  in  the  U.S. 
market,  there  was  a  huge  stream  of  U.S.  consumer  products  manu- 
facturers into  the  Oval  Office  saying  "My  God,  don't  do  that.  We're 
getting  these  chips  cheap."  And  in  fact,  there  was  a  split  and  we 
took  virtually  no  action  about  the  dumping.  Airbus  is  similar. 
Airbus  does  not  pay  development  costs.  Boeing  has  had  to  enter 
into  what  I  consider  to  be  a  devil's  bargain  with  Mitsubishi  to  co- 
develop  the  777,  and  I  predict  we  will  be  seeing  aircraft  built  over 
in  Asia  in  the  near  future  under  directorship  of  Mitsubishi  in  com- 
petition despite  their  assurances.  But  Airbus  does  not  have  to  pay 
for  development  costs.  Boeing  does.  So  Boeing  had  to  go  somewhere 
for  the  money.  So  one  significant  aspect  of  the  Airbus  pricing  obvi- 
ously is  that  they  are  not  paying  their  full  cost. 

I'm  willing  to  support  you  on  the  overseas  competition,  the  for- 
eign ownership,  the  bankruptcy,  and  a  whole  host  of  things.  But  I 
would  ask  the  support  of  you  and  others  in  the  industry  who  are 
major  purchasers  in  bolstering  the  U.S.  Government  to  look  at 
whether  or  not  the  practices  of  Airbus  and  others  are  fair,  and  not 
at  the  short  line,  bottom  line  which  is  we  can  get  them  cheaper, 
and  yes,  they  are  sticking  it  to  Boeing  but  we're  coming  out  ahead. 
In  the  long  run  I  think  we're  going  to  lose  because  we're  going  to 
lose  the  U.S.  manufacturing  of  airplanes  if  we  don't  pay  attention 
to  unfair  manufacturing  practices  in  addition  to  the  practices  of 
their  airlines.  You  might  want  to  reflect  on  that  or  not. 

Mr.  Wolf.  I  don't  disagree  with  any  of  that  assessment.  Fortu- 
nately or  unfortunately,  this  decision  is  past  tense.  Quite  frankly  I 
think  we  made  the  correct  decision.  I'm  not  going  to  even  flick  a 
small  pebble  at  Boeing.  Boeing  has  said  they  didn't  market  that 
aircraft  properly  to  us.  They  think  it  was  a  tragic  mistake.  I  agree 
with  them.  We  are  where  we  are. 

Boeing  would  also  add  that  although  they  have  brought  forth  a 
tremendous  array  of  new  aircraft  in  terms  of  new  models  and  their 
associated  efficiency  over  the  past  number  of  years,  they  have  not 
brought  forth  a  new,  small  jet  aircraft.  The  737  is  the  737  of 
twenty-five  years  ago.  It  is  a  twenty-five  year  old  wing.  It  is  the  one 
deficiency  in  their  system  and  I'm  sure  they  are  going  to  try  and 
address  that.  I  can  only  say  to  you  that  wherever  Airbus  got  its 
R&D  money,  they  produced  it.  Maybe  it  was  the  tooth  fairy,  I'm 
not  quite  sure  where — if  anybody  wants  to  dig  into  that  further  it 
certainly  is  okay  with  us — but  our  commercial  transaction  was 
quite  aboveboard  and  I  think  we  made  the  right  decision. 

Mr.  DeFazio.  Yes.  Well  my  point  is  just  that  I  would  like  to  see 
U.S.  industry  act  a  bit  in  concert.  I  support  many  of  the  things  you 
are  putting  forward  today  but  I  would  also  like  to  see  the  support 
for  our  manufacturing  industry.  And  Boeing  has  not  made  a  case 
in  this  area  as  well  as  they  could  because  they  are  reluctant.  What 
they  tell  me,  not  to  attribute  but  representatives  of  Boeing,  is, 
"Well,  our  customers  buy  planes  from  Airbus  too  and  we  don't 
want  to  upset  our  customers.  We  have  overseas  customers  and 
we're  worried  about  retaliation."  So  there  is  a  whole  lot  of  factors 


82 

here  but  I'm  just  saying  let's  look  for  some  consistency  all  across 
the  board  in  getting  that  level  playing  field.  No  one  is  more  effi- 
cient than  Boeing,  and  if  they  didn't  have  to  pay  for  the  capital 
they  could  have  had  ten  new  airplanes  out  there  I'm  sure  and  out- 
competed  Airbus. 

Thank  you,  Mr.  Chairman 

Mr.  Oberstar.  Mr.  Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

I'm  not  going  to  trouble  you  with  a  long  question,  but  I  just  want 
to  say  that  I  do  share  your  concern  dealing  with  bankruptcy.  I  am 
concerned  and  I  agree  about  the  foreign  investments  without  a  re- 
ciprocal agreement.  But  I,  too,  as  some  of  my  colleagues,  am  con- 
cerned that  United  would  buy  the  Airbus  over  the  American  prod- 
uct therefore  resulting  in  loss  of  American  jobs  where  some  people 
were  shifted  from  payrolls,  which  are  wage  earners  and  taxpayers, 
to  that  of  unemplojrment  rolls,  which  are  recipients  of  tax  dollars. 

Thank  you,  sir. 

Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  Mr.  Wolf,  the  last  three  years  all  American  airlines 
bought  and  put  on  line  seven  hundred  aircraft.  American,  Delta, 
United,  the  Big  Three,  were  five  hundred  of  those  seven  hundred 
aircraft  approximately.  In  retrospect,  going  back  to  those  original 
decisions  to  purchase  those  five  hundred  or  your  share  of  the  five 
hundred,  would  you  use  the  same  decisionmaking  and  factors  now 
if  you  had  to  face  that  knowing  the  kind  of  period  you  were  in,  or 
would  you  have  been  negotiating  earlier  with  Boeing  and  maybe 
even  Airbus  to  give  up  some  of  your  options  to  buy?  I  mean,  you 
would  agree  there  is  over-capacity?  I  would  just  like  to  know  v/hat 
have  we  learned  out  of  this  period  and  what  would  you  do  over.  We 
all  make  mistakes  as  chief  executives. 

Mr.  Wolf.  Congressman,  if  the  question  really  is  with  today's 
knowledge  would  I  have  behaved  differently  when  I  was  eleven 
years  old  or  even  fifty,  which  was  last  year,  the  answer  is  yes.  With 
all  the  knowledge  and  all  the  input  that  I  could  obtain  at  the  time 
we  placed  those  orders,  we  felt  we  were  making  prudent  long-term 
investment  decisions  for  United  Airlines  on  behalf  of  our  share- 
holders and  our  employees.  They  were  not  incorrect  then. 

Quite  frankly,  I  think  we  have  put  in  place  the  best  fleet  plan  of 
any  airline  in  the  world.  And  although,  as  the  newspapers  have  re- 
ported, we  will  shortly  announce  a  significant  pull-down  in  our 
Boeing  aircraft  deliveries,  these  are  discussions  that  have  been 
going  on  with  Boeing  for  some  number  of  weeks  and  should  be  fi- 
nalized shortly.  It  would  be  our  long-term  hope  that  we  could  take 
as  many  of  those  airplanes  as  possible  and  continue  to  grow  in  as 
vigorous  a  fashion  as  we  have  been. 

Now  we're  into  the  future  and,  as  we  indicated  a  minute  ago, 
none  of  us  has  great  insight  into  the  future.  I  think  deliberations  of 
this  committee  on  the  subjects  we've  been  talking  about  today 
could  be  quite  beneficial  towards  assisting  United  and  I  suspect  all 
the  major  carriers  in  the  country  to,  in  fact,  bring  about  a  replace- 
ment and/or  a  confirmation  of  orders  that  have  been  canceled  in 
the  past  and  are  still  currently  being  canceled  as  we  go  forward. 
Mr.  Horn.  What  were  the  basic  factors?  Let's  say  stage  three, 
noise  compliance,  market  niche,  expanding  overseas  markets,  what- 


83 

ever,  and  what  would  you  throw  out  of  those  factors  if  you  had  to 
do  it  again? 

Mr.  Wolf.  Well  there  are  a  large  number  of  considerations.  In 
the  case  of  United,  first  and  foremost,  I  joined  the  company  in  De- 
cember of  1987.  At  that  point  in  time  we  had  the  oldest  fleet  of  any 
of  the  major  carriers  in  the  country.  We  had  more  aircraift  over 
twenty  years  of  age  than  any  other  airline  in  the  United  States  of 
America.  We  needed  to  modernize  our  fleet  quite  clearly  for  a 
number  of  reasons,  not  the  least  of  which  are  the  associated  operat- 
ing costs  that  come  with  a  more  modern  fleet  and  the  passenger 
appeal.  So  a  big  element  of  our  new  aircraft  deliveries  over  the 
past  few  years  has  been  just  been  replenishing  older  airplanes  that 
we  have  been  taking  out,  they  are  one-for-one  replacements. 

Two,  we  have  ordered  a  large  percentage,  more  so  than  anybody 
else,  of  bigger  airplanes,  widebody  aircraft  for  long  stage  interna- 
tional missions.  In  fact,  although  United  is  not  the  biggest  carrier 
in  the  country,  we  are  the  largest  international  carrier  of  U.S.  car- 
riers and,  as  I  indicated  earlier,  we  have  been  growing  our  interna- 
tional operation  some  26  percent  a  year  on  average  over  the  past 
five  years  versus  less  than  a  point  domestically. 

What  would  I  do  differently?  I  am  a  little  embarrassed  about 
pulling  down  this  delivery  pattern.  I  don't  want  our  company  nor 
do  want  myself  to  be  in  that  p)osition  but  it  is  the  prudent  thing  for 
us  to  do  at  this  point  in  time.  I  really  can't  fault  the  decisionmak- 
ing process  though.  I  think  it  was  valid  at  the  time  and  I  would 
like  to  reinstate  it  in  the  future. 

I  didn't  know  we  were  going  to  have  a  war  in  Iraq  and  certain 
other  things,  but  I  really  don't  want  to  whine  about  that.  We're 
going  to  continue  to  move  forward  and  we're  going  to  grow  the 
company  as  aggressively  as  we  can  within  the  cost  constraints  of 
our  current  P&L.  We  are  going  to  continue  to  take  aircraft  deliv- 
eries this  year  and  we're  going  to  continue  to  grow  in  the  interna- 
tional market  place.  I  think  we're  going  to  do  all  the  things  that 
this  subcommittee  would  like  to  see  us  do.  We  are  a  vigorous  inter- 
national competitor. 

If  I  could  make  just  a  concluding  remark  on  that.  The  thing  that 
is  so  different  about  U.S.  carriers  competing  in  the  international 
marketplace  unlike  our  foreign  carrier  competitors  is  that,  as  an 
example,  when  we  compete  with  JAL  and  ANA  and  they  compete 
with  us,  we  in  fact  compete  with  JAL,  ANA,  and  the  Japanese  Gov- 
ernment. When  we  compete  with  Air  France  we  compete  with  Air 
France  and  the  French  Government,  and  Lufthansa  and  the 
German  Government,  and  BA  and  the  U.K.  Government. 

I  don't  want  any  protection,  I  don't  want  any  help  other  than 
getting  us  onto  a  level  plajdng  field.  But  our  Government  must  be 
more  aggressive,  as  our  Chairman  knows,  about  getting  us  on  a 
level  playing  field  as  we  go  forward.  Of  all  the  industries  in  Amer- 
ica in  the  international  marketplace,  U.S.  commercial  aviation  is  a 
success  story.  We  are  the  low  cost  producer.  All  other  things  being 
equal,  the  low  cost  producer  wins  in  the  end,  which  is  exactly  why 
we're  seeing  this  rash  of  new  protectionist  sentiment  coming  about 
in  the  world  today.  U.S.  carriers  are  good  in  the  international  mar- 
ketplace although  it  is  chaotic  for  the  reasons  we  have  talked 
about  in  the  domestic  marketplace. 
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Mr.  Horn.  On  the  international  marketplace,  what  factors 
should  the  Secretary 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

We  will  now  begin  second  round.  Mr.  Lipinski. 

Mr.  Lipinski.  Thank  you,  Mr.  Chairman.  I  am  glad  somebody 
else's  time  expired. 

I'll  make  my  comments  rather  brief.  I  want  to  associate  myself 
with  the  remarks  of  Congressman  DeFazio  there,  with  a  special 
emphasis  on  the  Airbus  situation. 

But  let  me  cut  down  to  the  real  nitty-gritty  for  me.  I  am  very 
interested  in  Midway  Airport.  Right  now,  there  are  eight  Members 
of  Congress  that  I  know  of  that  fly  out  of  O'Hare  Airport  that  if 
you  were  to  put  some  flights  into  Midway  Airport  and  fly  into  D.C., 
all  eight  of  those  Members  would  come  back  to  Midway  Airport. 
And  four  of  those  right  now  fly  with  you,  including  myself.  The 
other  four  fly  with  an  unnamed  airline  but  it  is  AA.  Okay? 

Mr.  Wolf.  That  is  a  very  disappointing  comment.  But  please  go 
ahead.  [Laughter.] 

Mr.  Lipinski.  Well,  see,  we  could  up  it  from  50  percent  to  100 
percent.  But  seriously,  I  would  really  like  you  to  look  at  coming 
into  Midway  Airport  and  doing  some  flying  east.  We  have  very 
good  service  with  Southwest  going  south,  going  into  Florida,  going 
west.  But  there  really  is  no  service  at  the  present  time  directly  out 
of  Midway  Airport  into  New  York,  Washington,  Boston,  Philadel- 
phia. I  know  that  you  came  in  for  a  short  span  of  time  but  it  was 
really  a  very  short  span  of  time.  Midway  Airlines  flying  into  Wash- 
ington, D.C.,  flying  into  New  York  was  always  very  successful. 
That  is  not  why  they  went  bankrupt,  there  were  other  reasons  for 
it.  Those  two  routes  had  very  heavy  load  factors.  Please  give  that 
thought  and  consideration. 

I  know  it  is  a  very  local  interest  but  it  is  very  important  not  only 
to  me  but  the  entire  southwest  side  of  the  City  of  Chicago,  its  eco- 
nomic development,  and  the  creation  of  jobs  which  we  are  all  talk- 
ing about  in  this  day  and  age. 

Mr.  Wolf.  At  your  request.  Congressman,  we  will  look  at  it 
again.  We  have  tried;  we  failed.  Quite  frankly,  we  looked  at  Mid- 
way's traffic,  we  sort  of  assumed  those  folks  came  from  somewhere 
and  we  should  put  some  capacity  over  there.  We  did.  It  did  not  do 
well.  We  have  withdrawn  the  capacity.  We  will  look  at  it  once 
again.  But  the  simple  economic  observation  is  that  we  are  talking 
about  net  new  cost  for  I'm  not  sure  how  much  net  new  revenue. 
But  we  will  look  at  it  again. 

Mr.  Lipinski.  Thank  you. 

Mr.  Oberstar.  Mr.  Boehlert. 

Mr.  Boehlert.  I  pass,  Mr.  Chairman. 
Mr.  Oberstar.  Mr.  Inhofe. 

Mr.  Inhofe.  I'll  just  restate  one  more  time,  thank  you  so  much 
for  spending  so  much  time  with  us.  It  has  been  very,  very  valuable 
for  our  committee. 

Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  I  thank  you  also  for  that  session.  It  was  very  educa- 
tive for  all  of  us.  Let  me  ask  the  question  on  the  international 
routes.  If  you  were  Secretary  of  Transportation  advising  the  Presi- 
dent, the  U.S.  Trade  Representative,  whatever  the  apparatus  is,  on 
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how  you  get  a  level  playing  field,  what  factors  should  the  American 
Government  be  considering  to  get  that  level  playing  field,  that  quid 
pro  quo,  when  they  approve  or  disapprove  some  of  this  or  urge 
their  governmental  counterparts  to  grant  access?  Is  it  volume  of 
traffic,  is  it  mere  slots,  is  it  the  openness  to  interconnected  markets 
with  Europe  if  you  are  talking  England,  or  what? 

Mr.  Wolf.  It  is  really  sort  of  all  of  the  above.  I  think  what  has 
befallen  us  in  the  past  is  the  DOT,  I  can't  speak  on  behalf  of  the 
DOT,  has  not  been  allowed  to  make  independent  decisions  in  this 
area.  I  think  they  would  absolutely  do  what  is  right  for  the  com- 
mercial interests  of  U.S.  carriers.  But  these  considerations  get 
larger,  the  State  Department  gets  involved,  somebody  thinks  we 
should  add  a  new  submarine  base  in  that  country,  et  cetera. 

The  simple  fact  of  the  matter  is  we  are  the  largest  air  transport 
market  in  the  world.  If  we  give  net  new  access  to  any  carrier  from 
any  country  in  the  world,  we  should  get  absolutely  all  of  that  recip- 
rocally. My  advice,  you  asked  me  for  my  advice  I  believe,  my  advice 
would  be  to  simply  say  stop  the  merry-go-round,  let's  get  off  this 
wooden  horse,  step  back  a  couple  of  feet,  and  take  a  look  at  where 
are  we  and  where  do  we  want  this  industry  to  go  in  the  United 
States  of  America. 

And  we  should  stop  doing  these  one-off  approval  processes.  We 
only  talked  about  BA/USAir  today.  I  am  adamantly  opposed  to  Air 
Canada's  investment  in  Continental.  The  Canadians  are  showing 
no  signs  of  opening  up  their  market.  We  have  been  in  discussion 
for  20  years  on  this  subject  and  we  have  gone  nowhere.  If  that  in- 
vestment is  allowed  to  go  forward,  I  suspect  we  are  going  to  be 
talking  about  it  20  years  from  now  because  Air  Canada  will  have 
gotten  access  through  their  surrogate  airline  to  our  full  passenger 
flow.  We  should  stop  it  right  now  and  decide  where  we  want  to  go, 
what  is  our  policy  long-term.  Quite  frankly,  I  think  that  is  exactly 
what  this  subcommittee,  this  Commission,  the  Department  of 
Transportation,  and  I  believe  even  the  President  is  advocating  that 
we  all  do. 

This  is  an  interesting  issue  because  I  think  we  truly  are  all  com- 
mitted to  improving  a  national  issue.  I  think  that  there  is  God's 
work  to  be  done  here  and  I  want  to  wish  all  of  you  every  success  in 
doing  that. 

Mr.  Oberstar.  Mr.  dinger. 

Mr.  CuNGER.  Thank  you.  I  just  had  one  final  question.  Mr.  Wolf, 
to  clear  up  what  appears  to  be  a  disagreement  or  an  inconsistency 
between  what  you  have  testified  to  and  what  we're  going  to  hear 
later,  and  that  is  with  regard  to  the  fact  that  British  Air  holds 
Heathrow  captive  with  an  overwhelming  predominance  in  that  air- 
port. We  will  hear  later  that  U.S.  carriers  operate  144  weekly 
flights  between  the  U.S.  and  Heathrow  and  British  Air  has  135 
flights.  And  to  talk  about  dominance  at  slot  controlled  airports, 
British  Airways  has  38  percent  of  Heathrow  slots  while  U.S.  carri- 
ers hold  70  percent  of  the  slots  at  Kennedy  and  97  percent  of  the 
slots  at  Chicago's  O'Hare.  It  seems  to  me  that  is  not  quite  the  im- 
balance that  you  were  suggesting. 

Mr.  Wolf.  That  is  a  perfect  example  of  how  we  can  go  on  using 
raw  data  endlessly.  Passengers  do  not  take  frequencies.  Passengers 
book  accommodation  in  a  seat.  And  British  carriers  have  more 
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seats  between  the  U.K.  and  the  United  States  than  all  U.S.  carriers 
combined.  They  have  the  predominant  position  in  the  market  and 
they  are  trying  to  advance  their  position  by  getting  greater  access 
to  our  market.  These  are  not  net  new  passengers.  These  are  pas- 
sengers who  are  fljdng  on  U.S.  carriers  today  from  the  heartland  of 
America  to  the  U.K.  and  maybe  even  going  beyond.  They  want  to 
move  those  passengers  off  of  U.S.  carriers  that  are  flying  them  all 
the  way  onto  British  Airways  by  using  US  Air  to  feed  them  on  the 
domestic  segment. 

I  don't  think  we  should  allow  that  without  getting  greater  access 
to  their  market.  The  38  percent  of  the  slots  at  Heathrow  is  the 
largest  position  in  terms  of  slots  at  Heathrow.  It  is  absolutely  a  for- 
tress. It  makes  them  a  great  deal  of  money.  It  is  a  well-managed 
company.  And  their  government  looks  very  closely  after  their  in- 
terests. 

Mr.  Oberstar.  There  is  no  question  about  that.  Their  govern- 
ment certainly  does  look  to  their  interest.  I  think  a  point  of  this 
hearing  especially  insofar  as  international  affairs  is  concerned  is 
the  relationship  between  our  Government  and  our  carriers  and  for- 
eign carriers.  There  was  considerable  discussion  a  moment  ago 
about  subsidy  by  the  Airbus  consortium  for  the  aircraft  produced 
at  Tulouse.  My  problem  is  not  with  what  those  governments  have 
done.  They  joined  forces  and  finances  and  vision  to  create  a  new 
aircraft,  a  new  breed,  a  new  generation  aircraft.  They  invested  gov- 
ernment money  up  front.  They  were  very  transparent  as  to  what 
they  were  doing.  And  they  provided  a  repayment  scheme. 

My  problem  is  our  Government  isn't  smart  enough  to  do  the 
same.  We  ought  to  have  a  much  closer  relationship  between  NASA 
and  other  Government  agencies  with  our  manufacturers  and  our 
carriers  to  join  in  a  partnership.  You  know  very  well  from  your  ex- 
perience with  Fljdng  Tigers  how  the  Japanese  government  worked 
hand-in-hand  to  deny  U.S.  cargo  carriers  rights  that  we  had  negoti- 
ated and  paid  for  because  the  government  of  Japan,  hand-in-glove 
with  their  operators,  was  their  lead  blocker,  if  you  will,  the  block- 
ing back  opening  the  hole  in  the  line  making  way  for  their  carri- 
ers. When  they  created  a  new  carrier,  Nippon  Cargo  Airways,  and 
bought  two  747s  from  the  U.S.  and  loaded  them  up,  they  said  our 
intention  is  to  land  in  the  United  States  on  April  1,  1985.  And  by 
the  way,  you.  Flying  Tigers,  are  not  going  to  have  certain  rights. 
You  can  only  unload  at  8:00  in  the  morning,  you  can  only  use  the 
cartage  company  that  we  will  designate,  which  trucking  company 
happened  to  be  owned  by  the  owners  of  NCA,  Nippon  Cargo  Air- 
ways, and  by  the  way,  we're  only  going  to  send  our  customs  inspec- 
tors there  with  white  gloves  and  a  pencil,  the  land  of  computers 
and  VCRs,  and  we're  going  to  check  things  off  by  pencil.  And  so 
Flying  Tigers'  goods  were  delivered  at  midday  instead  of  8:00  a.m. 
while  JAL's  cargo  was  delivered  using  the  company  they  chose  at 
the  times  they  desired  with  our  customs  inspectors  coming  out  to 
serve  those  carriers  at  the  time  they  wanted  to  be  served. 

Now  those  are  barriers  to  entry,  as  you  called  them  a  moment 
ago.  It  is  stupidity  on  the  part  of  the  U.S.  Government  to  operate 
that  way.  I  think  instead  of  wringing  our  hands  and  crying  about 
foreign  subsidies  for  construction  of  aircraft  overseas,  we  ought  to 
figure  a  way  we  can  be  more  supportive  of  the  domestic  industry  to 
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give  them  a  march.  We  have  the  best  technology  in  the  world,  we 
ought  to  be  able  to  beat  them  at  their  own  game. 

It  wasn't  a  subsidy  that  gave  Airbus  the  better  insight  into  the 
domestic  market.  Somebody  at  Airbus  took  a  closer  look  at  the  U.S. 
market  and  decided  which  aircraft  would  be  the  better  short  dis- 
tance, medium  distance  type  of  aircraft  to  serve  the  market  avail- 
able. They  said  it  would  be  140  to  150  passengers.  Boeing  said  it 
would  be  180  passengers  and  they  built  an  aircraft  to  serve  what 
they  thought  was  going  to  be  the  market  and  they  missed  it.  No 
reflection  at  all  on  757,  it  has  a  very  different  market  purpose  than 
the  A320. 

So  I  don't  fault  any  U.S.  carrier  for  bujdng  a  good  deal,  buying  a 
new  technology  aircraft.  I  fault  our  Government.  I  fault  our  atti- 
tude in  dealing  with  this  very  powerful  industry.  As  I  said  at  the 
outset  of  this  hearing,  $600  billion  industry  is  aviation  in  its  totali- 
ty. It  is  the  one  area  because  of  our  insistence,  and  I  would  say  this 
committee's  insistence,  that  we  make  our  foreign  trading  partners 
live  up  to  those  agreements,  not  as  well  as  I  would  like  to  see  us  do 
but  better  than  would  have  been  the  intention  of  certain  adminis- 
trators of  those  agreements  in  the  past,  that  we  do  have  a  promi- 
nent market  share. 

Well,  two  points  I  want  to  make  and  then  we  are  going  to  recess 
so  that  members  can  stretch  their  legs  and  witnesses  can  take  a 
deep  breath  for  the  afternoon. 

One  of  the  arguments  made  by  financial  observers  is  that  fares 
are  too  low.  If  the  industry  had  only  been  pricing  its  product 
better,  it  would  have  a  better  profit  margin.  I  just  wonder  whether 
higher  fares  would  solve  the  problem,  whether,  after  all  the  bank- 
rupt carriers  are  driven  out  of  the  marketplace  and  somebody  re- 
places them,  and  there  will  be  carriers  to  replace  them,  they  would 
start  at  the  same  price  level.  The  question  is,  how  much  can  the 
traffic  bear?  If  you  raise  prices  by  5  to  10  percent,  how  much  traffic 
do  you  lose?  By  raising  your  margin  per  ticket,  do  you  lose  gross 
revenue? 

Mr.  Wolf.  The  answer  is  yes.  We  do  all  sorts  of  sophisticated 
elasticity  studies.  Frankly,  they  are  affected  heavily  by  what  are 
the  times  as  opposed  to  what  are  the  numbers.  If  the  psychology  of 
the  country  is  one  of  pulling  down,  people  don't  take  personal 
pleasure  trips  and  corporate  America  pulls  down  the  transporta- 
tion budget  also.  We  do  do  those  things,  Mr.  Chairman.  They  lead 
us  down  a  number  of  paths.  It  is  just  an  assimilation  of  the  data 
and  an  interpretation  of  data. 

Mr.  Oberstar.  You  have  also  talked  about  the  international 
aviation  agreements  and  said  that  since  you  placed  orders  for  ca- 
pacity growth  within  your  company  that  foreign  governments  uni- 
laterally foreclosed  service  opportunities  that  United  expected  it 
would  be  able  to  provide  under  our  bilaterals.  Can  you  give  me 
some  specifics? 

Mr.  Wolf.  Certainly.  We  have  the  absolute  full  bilateral  right  to 
fly  New  York/Tokyo/ Sidney.  We  have  been  trying  to  fly  that  route 
now  for  some  number  of  years.  We  have  not  been  able  to  get  ap- 
proval from  the  Japanese  Government  to  do  so.  We  quite  frankly 
ultimately  brought  that  forward  to  the  Department  of  Transporta- 
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tion  and  asked  them  to  seek  clarification  and  allow  us  to  exercise 
our  right. 

Another  example  might  very  well  be  the  French  government  uni- 
laterally imposing  a  pull-down  on  U.S.  carrier  seats  last  summer. 
That  was  absolutely  contrary  to  our  right  to  fly  those  missions  with 
whatever  type  of  aircraft  we  had  in  mind. 

The  British  are  exceedingly  difficult.  As  a  result  of  the  U.K.  Gov- 
ernment approving  United's  acquisition  of  Pan  Am's  Heathrow  au- 
thority and  American's  acquisition  of  TWA's  Heathrow  authority, 
they  imposed  a  myriad  of  additional  restrictions  on  all  of  us.  They 
are  so  tightly  wound  now  that  we  could  not  even  move  one  of  our 
New  York/London  trips  to  Washington/London  where  we  have 
greater  feed  and  could  use  that  operating  authority,  the  one  trip  a 
day,  in  a  more  financially  viable  fashion. 

I  probably  could  go  on  forever.  We  are  becoming  very  successful 
in  the  international  arena  and  although  we  continue  to  have  a 
crew  cost  problem  relative  to  international  unit  costs,  our  other 
costs  are  absolutely  superb.  Foreign  governments  are  aware  of  that 
and  they  are  putting  up  barriers  wherever  they  can. 

Mr.  Oberstar.  Do  you  take  the  position  that  when  a  foreign  gov- 
ernment renounces,  as  the  French  did,  the  bilateral  between  our 
country  and  theirs  that  all  direct  air  service  should  stop  until  a 
new  bilateral  is  in  place? 

Mr.  Wolf.  I  think  that  we  should  give  serious  consideration  to  a 
12-month  clock.  If  we  are  not  able  to  negotiate  a  new  bilateral 
agreement  during  the  12-month  period  of  time,  I  think  we  should 
consider  going  as  far  as  ceasing  service  between  the  two  countries. 

Mr.  Oberstar.  Yet  last  year,  I  recall  very  well,  I  was  in  France 
at  the  time  of  the  intensity  of  negotiations  and  just  prior  to  the  an- 
nouncement by  the  French  that  they  would  renounce  the  bilateral. 
I  had  a  discussion  with  the  Director  General  of  Civil  Aviation 
about  this  matter.  Just  parenthetically  I  might  say,  I  raised  with 
the  French  the  prospect  of  losing  about  $3  to  $4  billion  to  their  do- 
mestic tourism  sector.  To  which  the  Director  General  of  Civil  Avia- 
tion said,  "Tourism  does  not  sit  at  this  table."  They  are  looking  out 
only  for  aviation. 

Then  as  soon  as  I  got  back,  the  other  carriers  were  saying,  "Oh, 
my  goodness.  No.  We  can't.  Let's  agree  to  something."  So  your 
brethren  in  the  industry  all  said,  no,  we  can't  just  stop  everything, 
let's  agree  to  something. 

Mr.  Wolf.  What  I  am  suggesting  on  that  point  is  that  we  revisit 
our  negotiating  position.  One  of  the  true  tragedies  was  the  1977  ne- 
gotiation with  the  British  when  they  renounced  Bermuda  I  and  we 
negotiated  Bermuda  II  which  was  an  absolute  rollover.  Quite  frank- 
ly, carrier  chairpeople  running  airlines  from  around  the  world  who 
I  know  personally  are  telling  me  rather  directly  that  the  thing 
they  are  pointing  at  is  the  U.S. /U.K.  agreement  Bermuda  II.  They 
say  to  me  somewhat  embarrassedly  that  they  are  not  going  to  ask 
for  all  of  that,  they  can't  figure  out  how  we  ever  gave  it  to  the  Brit- 
ish, but  they  are  going  to  ask  for  a  large  piece  of  it.  And  they  are 
not  going  to  break  new  ground,  they  are  just  going  to  say  we  want 
a  little  bit  of  what  you  have  in  Bermuda  II,  which  is  possibly  the 
most  protectionist  regime  that  we  deal  with  in  international  avia- 
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tion.  We  can't  allow  that  precedent  to  go  any  further.  It  went  too 
far  in  1977,  Mr.  Chairman. 

Mr.  Oberstar.  We  got  out  negotiated.  We  just  got  taken  to  the 
woodshed  in  that  agreement. 

Mr.  Wolf.  Absolutely.  Correct.  And  we  cannot  allow  that  to 
happen  in  the  future. 

Mr.  Oberstar.  Mr.  Shuster. 

Mr.  Shuster.  Nothing  further,  Mr.  Chairman. 

Mr.  Oberstar.  One  final  question  then.  On  the  matter  of  foreign 
investment,  the  law  now  has  a  25  percent  threshold.  For  anything 
to  change,  that  law  has  to  change.  Meanwhile,  certainly  the  U.S. 
Government  should  vigorously  enforce  the  law  in  place  to  the  full- 
est. Failure  to  do  so  would  undercut  our  ability  to  require  other 
countries  to  honor  the  other  commitments  they  have  made  in  our 
bilaterals.  I  would  like  your  comments  on  how  we  deal  with  that 
law  and  these  matters  of  transborder  investments. 

Mr.  Wolf.  I  feel  very  strongly  about  this.  I  don't  think  there  is 
anything  sacrosanct  about  that  law.  I  think  that  if  we  allow  British 
Airways  to  invest  in  USAir  and  subsequently  to  garner  the  addi- 
tional access  to  United  States  market  that  they  are  trying  to 
garner,  which  is  their  sole  motivation  for  making  the  investment 
in  the  first  place,  that  we  will  never  in  the  foreseeable  future  have 
any  basis  for  negotiating  an  expansion  of  air  service  between  the 
two  countries  because  their  leading  carrier  will  have  obtained  all 
that  they  want.  What  would  be  their  motivation  to  give  us  any- 
thing in  return?  I  think  it  is  absolutely  true  with  Canada.  We  have 
been  in  negotiations  with  the  Canadian  government  for  20  years  on 
expansion  of  air  services.  We  have  gotten  absolutely  nowhere.  We 
should  not  allow  Air  Canada  to  get  access  to  our  market  via  their 
investment  in  Continental  unless  they  are  prepared  to  open  up 
their  market. 

I  am  not  against  investing  and  I  am  not  against  opening  up  mar- 
ketplaces. Quite  frankly,  my  sole  motivation  is  get  us  onto  a  level 
playing  field.  Let  them  have  all  that  they  want  but  give  us  recipro- 
cally that  same  opportunity  in  return. 

Mr.  Oberstar.  Thank  you  very  much  for  appearing  before  us 
today.  It  has  been  very  enlightening. 

The  committee  will  take  a  thirty  minute  recess. 

[Whereupon,  at  1:50  p.m.,  the  subcommittee  recessed,  to  recon- 
vene at  2:20  p.m.  the  same  day.] 

AFTERNOON  SESSION 

Mr.  Oberstar.  The  subcommittee  will  come  to  order. 

We  will  resume  with  Mr.  Ronald  W.  Allen,  Chairman  and  CEO, 
Delta  Air  Lines. 

Mr.  Allen,  welcome.  It  is  a  pleasure  to  have  you  with  us.  Please, 
proceed  with  your  testimony. 

TESTIMONY  OF  RONALD  W.  ALLEN,  CHAIRMAN  AND  CEO,  DELTA 
AIR  LINES,  ACCOMPANIED  BY  BOB  COGGIN,  SENIOR  VICE 
PRESIDENT  FOR  MARKETING 

Mr.  Allen.  Thank  you  very  much,  Mr.  Chairman  and  Members 
of  the  subcommittee.  I  appreciate  the  opportunity  to  appear  before 
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you  today  to  share  with  you  Delta's  thoughts  and  perspectives  re- 
garding the  most  serious  financial  crisis  that  has  ever  confronted 
the  United  States  airline  industry.  I  am  joined  at  the  witness  table 
by  Delta's  Senior  Vice  President  of  Marketing,  Mr.  Bob  Coggin. 
Bob  is  responsible  for  all  marketing-related  activities  at  Delta. 

I  want  to  commend  you,  Mr.  Chairman,  for  conducting  these 
very  important  hearings.  It  reflects  your  proper  recognition  of  the 
serious  financial  condition  prevailing  in  our  industry  and  the  need 
for  Congress  and  the  Executive  Branch  to  identify  the  underlying 
causes  for  our  current  economic  difficulties  and  to  fashion  appro- 
priate solutions  that  will  assist  the  industry  in  its  efforts  to  recov- 
er. 

Let  me  make  it  very  clear  at  the  outset  that  Delta  does  not  be- 
lieve that  there  is  any  Government  panacea  to  solve  the  industry's 
problems.  However,  as  I  will  outline  later  in  my  testimony,  there 
are  a  number  of  Government  actions  that  can  be  taken  to  augment 
and  support  those  initiatives  already  under  way  by  Delta  and  other 
airlines  to  return  to  profitability. 

Mr.  Chairman,  Delta  fully  supports  the  creation  of  the  new  Na- 
tional Commission  to  address  the  problems  of  this  industry.  We 
strongly  agree  with  the  decision  to  expand  the  commission  and  to 
shorten  the  time  period  for  its  review.  Delta  believes  this  body 
should  consider  every  possible  suggestion  for  restoring  financial 
help  to  the  industry. 

Individuals  appointed  to  the  commission  should,  as  Secretary 
Pena  suggested  yesterday,  be  motivated  solely  by  their  desire  to 
find  answers  to  the  economic  difficulties  of  the  airlines. 

You  will  be  hearing  from  numerous  witnesses  during  the  course 
of  these  proceedings  that  will  describe  in  great  detail  the  dimen- 
sions of  the  current  financial  and  economic  problems  that  have 
contributed  to  U.S.  airline  losses  over  the  past  3  years  that  exceed 
$10  billion.  With  only  one  exception,  no  major  airline  hsis  been 
immune  from  the  financial  problems  that  have  beset  the  industry. 
Every  other  airline  has  seen  its  financial  condition  deteriorate  as 
unprecedented  losses  have  ravaged  our  asset  values,  driven  up  debt 
to  historic  highs,  and  depressed  our  stockholder  equity. 

The  damage  inflicted  upon  our  balance  sheets  will  have  long- 
term  consequences  on  our  ability  to  invest  and  grow  in  the  future. 
Our  immediate  challenge  is  to  stop  the  .hemorrhaging  so  that  we 
can  preserve  jobs  and  income  for  our  people. 

The  dramatic  reversal  of  Delta's  economic  fortunes  during  the 
past  3  years  serves  to  both  underscore  and  illuminate  the  various 
factors  which  have  contributed  to  our  industry's  precarious  finan- 
cial condition.  In  fiscal  year  1989,  Delta  had  its  most  profitable 
year  ever  earning  $460  million.  Our  fiscal  year  results  for  1992 
were  the  worst  in  company  history.  Since  1991,  Delta's  net  income 
losses  have  exceeded  $1  billion. 

While  we  are  optimistic  that  our  financial  performance  will  im- 
prove in  1993,  we  are  now  convinced  that  Delta  and  other  airlines 
can  no  longer  depend  upon  a  growing  national  economy  to  restore 
industry  revenues  to  levels  necessary  to  be  profitable. 

As  Chart  B  and  B-1  attached  to  my  statement  reveal,  revenue 
per  available  seat  mile  has  deteriorated  significantly  for  Delta  and 
the  industry  during  the  past  3  years  while  costs  have  either  risen 
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or  remained  constant.  Simply  stated,  there  currently  exists  too 
much  capacity  for  today's  weak  demand  to  support  prices  that  will 
cover  our  present  costs. 

Given  the  anemic  growth  in  traffic  and  our  revised  forecasts  for 
the  next  3  years,  we  have  moved  quickly  to  reduce  aircraft  orders 
so  as  to  cut  spending  for  new  aircraft  and  to  begin  the  process  of 
shrinking  capacity  growth  in  order  to  more  appropriately  match 
the  declining  demand  curve  that  now  appears  likely  for  the  re- 
mainder of  this  decade. 

In  the  near  term,  our  ability  to  achieve  profitability  will  depend 
upon  our  efforts  to  reduce  our  unit  costs  to  more  appropriately  cor- 
respond to  the  decreased  demand  for  our  product.  Despite  a  grow- 
ing economy,  our  forecasts  suggest  that  revenue  growth — especially 
domestic  revenue — will  not  be  adequate  to  assure  profitability 
unless  we  not  only  restrain  capacity  growth  but  also  change  the 
way  we  do  business  in  order  to  further  lower  costs  across  the 
board. 

I  am  not  going  to  predict  when  the  industry  will  return  to  profit- 
ability, but  I  am  certain  that  the  industry  can  no  longer  depend 
upon  traffic  growth  alone  to  achieve  profitability. 

Let  me  now  turn  to  those  factors  which  have  contributed  to  the 
current  airline  industry  financial  crisis. 

There  are  many  factors  contributing  to  the  industry's  current  fi- 
nancial difficulties.  While  our  list  is  certainly  not  all  inclusive,  we 
believe  that  excessive  debt  accumulated  through  leveraged  buy-outs 
in  the  1980s,  the  Persian  Gulf  War,  the  United  States  and  World 
economic  recession,  the  pricing  policies  of  airlines  operating  under 
Chapter  11  bankruptcy  protection,  and  Government  imposed  cost 
and  tax  burdens  are  the  primary  reasons  that  our  industry  is  expe- 
riencing record  losses. 

Let  me  focus  first  on  airline  leveraged  buy-outs. 

Just  as  the  Federal  Government  is  now  struggling  to  deal  with 
the  problems  associated  with  excessive  debt  accumulation  in  the 
1980's,  the  airlines  are  still  suffering  today  as  a  result  of  the  lever- 
aged buy-outs  which  occurred  in  our  industry  in  the  mid  to  late 
1980's.  These  highly  leveraged  takeovers  rapidly  depressed  the 
asset  value  of  the  airlines  and  saddled  the  entire  industry  with 
debt  loads  that  simply  made  it  impossible  for  these  carriers  to 
cover  their  costs  and  meet  their  debt  obligations. 

Second,  the  Persian  Gulf  war  and  the  United  States  recession 
were  perhaps  the  two  most  significant  factors  influencing  the  nega- 
tive performance  of  the  industry  since  the  start  of  this  decade. 
Almost  concurrently  we  experienced  a  doubling  of  oil  prices,  a  pre- 
cipitous drop  in  traffic,  and  a  fundamental  change  in  the  buying 
and  consuming  habits  of  our  customers.  The  simultaneous  conver- 
gence of  these  factors  in  an  environment  with  growing  capacity  de- 
pressed industry  yields  and  profits. 

We  witnessed  the  phenomenon  of  too  many  seats  chasing  too  few 
customers  and  aggressive,  suicidal  pricing  practices  that  destroyed 
profitability.  At  the  same  time,  we  witnessed  the  filing  of  Chapter 
11  bankruptcy  protection  by  six  major  U.S.  air  carriers.  In  1992, 
carriers  operating  under  Chapter  11  represented  nearly  19  percent 
of  U.S.  airline  capacity. 
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The  impact  of  this  large  percentage  of  the  industry  operating 
under  the  protection  of  bankruptcy  laws  has  been  devastating  for 
airline  competition  and  profitability.  Airlines  operating  under 
Chapter  11  protection  have  two  very  distinct  advantages  over  air- 
lines that  must  pay  their  bills.  First,  these  financially  weak  air- 
lines are  permitted  to  negotiate  when  and  how  much  of  their  finan- 
cial obligations  they  are  able  to  pay.  Second,  protected  by  bank- 
ruptcy law  and  seeking  cash  flow  to  cover  marginal  costs,  these  air- 
lines initiate  fares  that  offer  seats  for  less  than  the  full  cost  to 
produce  those  seats. 

Chapter  11  carriers  have  had  a  very  pervasive  and  detrimental 
effect  on  industry  prices,  yields,  and  profits.  We  estimate,  for  exam- 
ple, that  the  financial  problems  experienced  by  Eastern  Airlines — 
both  prior  to  and  during  bankruptcy — reduced  Delta's  revenues 
over  a  2-year  period  in  excess  of  some  $700  million.  The  conclusion 
of  the  study  to  be  released  by  George  Washington  University  in 
conjunction  with  Aviation  Forecasting  and  Economics,  Incorporat- 
ed, confirms  this  revenue  drain  on  Delta. 

Finally,  there  have  been  a  number  of  governmental  regulatory 
actions  taken  in  recent  years  that  have  substantially  added  to  the 
cost  of  air  transportation.  The  list  includes  drug  testing,  airport 
access  control  systems,  installation  of  traffic  and  collision  avoid- 
ance systems,  type  III  exit  access,  air  carrier  compliance  with  the 
handicap  rules,  cargo  compartment  fire  containment,  windshear 
systems,  and  aging  aircraft  task  force  modifications. 

While  no  one  can  quarrel  with  the  important  public  interest  ob- 
jectives associated  with  these  safety,  environmental,  and  security 
requirements.  Congress  and  the  Executive  Branch  must  recognize 
the  cumulative  effect  that  these  regulations  have  had  and  will  con- 
tinue to  have  on  industry  costs.  Our  biggest  objection  to  most  of 
these  programs  is  a  lack  of  a  cost/benefit  analysis  performed  by 
the  regulatory  agency  involved  with  promulgating  the  rules. 

On  the  revenue  side,  taxes  and  fees  imposed  by  the  Federal  Gov- 
ernment on  airline  passengers  now  represent  nearly  16  percent  of 
the  price  of  an  average  domestic  ticket  as  compared  with  8  percent 
in  1980.  During  the  same  period,  the  average  U.S.  taxes  imposed  on 
international  tickets  has  risen  from  1  percent  to  4  percent. 

Even  more  significantly,  the  creation  of  the  alternative  mini- 
mum tax  in  1986  has  had  a  singularly  punitive  impact  on  capital- 
intensive  industries  such  as  the  airlines.  The  current  calculation 
for  depreciation  under  the  alternative  minimum  tax  actually  pe- 
nalizes companies  like  Delta  that  invest  in  new  plant  and  equip- 
ment. For  example.  Delta  experienced  an  economic  loss  of  $325  mil- 
lion in  fiscal  year  1991  but  we  owed  Federal  income  tax  because  of 
the  fact  that  we  had  invested  nearly  $2  billion  in  new  plant  and 
equipment  during  that  fiscal  year. 

Clearly,  the  current  treatment  of  depreciation  under  the  alterna- 
tive minimum  tax  creates  a  huge  disincentive  for  airlines  to  invest 
into  replacement  of  their  aging  fleets,  and  it  drives  up  the  cost  of 
capital  for  industries  that  have  to  invest  during  periods  of  econom- 
ic downturn. 

The  economic  and  financial  problems  confronting  Delta  and  the 
industry  have  had  and  will  continue  to  have  some  very  distinct 
consequences  on  the  competitive  structure  of  the  industry.  Some  of 
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the  consequences  include  the  increased  foreign  ownership  and  con- 
trol of  the  U.S.  airline  industry. 

The  need  for  capital  and  cash  infusion  to  cover  costs  and  meet 
debt  obligations  has  resulted  in  increased  foreign  equity  invest- 
ments in  the  industry.  We  recognize  that  capital — like  goods  and 
services — should  not  be  unnecessarily  restricted  by  national  bound- 
aries. However,  our  Government  must  recognize  that  foreign  in- 
vestments in  U.S.  airlines  are  not  merely  passive.  They  are  de- 
signed to  by  access  into  the  U.S.  market  and  to  give  foreign  airlines 
a  competitive  advantage  over  U.S.  airlines  in  the  international 
marketplace.  As  I  will  discuss  in  a  minute,  this  country  must  move 
cautiously  in  opening  up  foreign  investment  opportunities  in  the 
United  States. 

Another  consequence  of  the  current  economic  woes  has  been  the 
loss  of  aircraft  orders  and  industry  jobs.  Delta  and  other  airlines 
have  recently  taken  steps  to  substantially  reduce  our  costs  and  cut 
capital  expenditures.  We  recently  announced  cancellations  or  de- 
ferrals of  aircraft  orders  that  will  reduce  our  planned  acquisitions 
through  the  year  2001  by  over  100  aircraft.  This  represents  a  re- 
duction in  expenditures  of  approximately  $5.2  billion. 

In  addition,  we  will  be  working  with  all  our  manufacturers  to 
defer  as  many  orders  as  possible  in  the  next  3  years.  To  date,  we 
have  agreed  upon  a  deferral  of  an  additional  $1.3  billion  in  firm 
orders  during  the  next  3  years. 

We  have  also  cut  non-flight  equipment  expenditures  by  over  $600 
million  through  fiscal  year  1995. 

Perhaps  the  two  most  unfortunate  consequences  of  our  need  to 
cut  costs  have  been  reductions  in  personnel  benefits  and  service 
terminations.  All  Delta  non-contract  personnel,  representing  some 
85  percent  of  the  company's  workforce,  took  a  5  percent  salary  re- 
duction on  February  1st.  We  have  also  asked  our  contract  person- 
nel to  join  other  Delta  employees  in  making  a  contribution  to  our 
efforts  to  reduce  our  costs  so  that  we  can  return  to  profitability. 
Delta  has  also  reduced  head  count  by  6  percent,  a  reduction  in 
total  employment  by  more  than  5,000  people  in  the  past  year 
through  attrition,  retirements,  and  reductions  of  temporary  posi- 
tions. 

It  is  our  hope  to  preserve  the  jobs  of  our  permanent  employees 
but  furloughs  cannot  be  ruled  out  if  Delta's  financial  condition  does 
not  improve.  We  have  also  recently  announced  a  number  of  termi- 
nations and  deferrals  of  new  services,  and  we  will  continue  our  ef- 
forts to  further  refine  our  schedules  to  rapidly  improve  revenue 
growth  and  to  eliminate  unprofitable  routes. 

Finally,  we're  finding  that  many  airline  consumers  are  finding  it 
unnecessary  to  pay  compensatory  fare  levels  for  full  service  air- 
lines. Many  consumers  are  more  interested  in  price  than  service 
and  this  apparent  trend  may  well  result  in  reductions  in  service, 
amenities,  and  possibly  changes  in  the  level  of  services  that  are  of- 
fered in  many  cities.  If  this  trend  continues,  we  will  end  up  with  an 
entire  industry  of  failed  carriers  and  low  cost,  low  fare,  no  frills 
niche  carriers  that  do  not  offer  service  patterns  and  service  levels 
that  have  been  available  in  recent  years. 

Let  me  turn  to  some  recommended  Government  actions  to  allevi- 
ate current  economic  problems. 
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First  and  foremost,  Congress  and  governmental  agencies  at  the 
local,  State,  and  Federal  level  must  fully  recognize  that  this  is 
truly  a  troubled  industry — not  just  one  or  two  airlines — the  entire 
industry.  We  need  Government  to  realize  that  this  industry  can  no 
longer  be  considered  a  "cash  cow"  and  most  important  that  govern- 
mental policies  foster  and  promote  profitability  for  the  industry. 

As  I  mentioned  earlier,  we  understand  that  the  Government 
cannot  solve  many  of  the  problems  which  have  caused  the  current 
financial  difficulties.  However,  our  Government  should  develop 
policies  that  reduce  regulatory  costs,  minimize  tax  burdens  that 
create  disincentives  for  growth,  and  eliminate  the  unfair  advan- 
tages of  carriers  operating  under  Chapter  11  protection.  And  final- 
ly, we  must  also  recognize  the  important  trade  and  competitive  im- 
plications associated  with  foreign  ownership  and  control  of  our  air- 
lines. 

There  are  several  specific  areas  where  we  believe  this  subcom- 
mittee and  the  National  Commission  should  focus  its  attention  in 
the  coming  months.  The  first  is  bankruptcy  reform. 

We  feel  that  Congress  needs  to  take  action  to  prevent  carriers  op- 
erating under  Chapter  11  protection  from  destrojdng  the  financial 
health  of  the  rest  of  the  industry.  We  believe  that  the  shield  of 
Chapter  11  has  greatly  distorted  competition  and  has  created  a 
very  unlevel  playing  field.  Airlines  operating  under  Chapter  11 
protection  have  enormous  cost  advantages  over  non-Chapter  11  op- 
erators and  these  lower  costs — achieved  through  forgiveness  of  debt 
and  concessions  obtained  from  labor  and  creditors — have  resulted 
in  significantly  lower  costs  for  these  airlines.  Chapter  11  airlines 
have  repeatedly  priced  their  product  below  cost  and  have  forced 
overall  industry  fares  to  levels  which  are  not  sufficient  to  achieve 
profitability. 

It  is  time  for  Congress  and  the  Administration  to  ensure  that 
Chapter  11  does  not  continue  to  result  in  irrational  and  uneconomi- 
cal pricing  policies  by  carriers  operating  under  protection  of  the 
bankruptcy  laws. 

Since  1978,  18  DOT  certificated  carriers  and  99  commuters  have 
filed  for  Chapter  11  bankruptcy  protection.  To  date,  only  one  air- 
line— Continental — has  been  successfully  reorganized,  and  it  reen- 
tered bankruptcy  in  December  of  1990.  All  total.  Continental  has 
been  in  bankruptcy  for  over  5  years  in  the  last  9  years.  This  sug- 
gests that  the  bankruptcy  laws  have  not  achieved  the  objective  of 
facilitating  reorganization. 

Eastern  Airlines  is  a  classic  case  in  point.  During  Eastern's 
nearly  2  years  under  Chapter  11  protection,  the  bankruptcy  court 
allowed  Eastern's  management  to  squander  a  vast  portion  of  its  re- 
maining net  worth.  At  the  same  time,  Eastern  was  allowed  to  com- 
pete against  Delta  and  other  U.S.  airlines  with  the  huge  cost  ad- 
vantage it  had  gained  by  virtue  of  its  existence  in  Chapter  11.  Its 
pricing  policies  had  a  devastating  impact  on  both  Delta  and  the  in- 
dustry. 

The  bankruptcy  laws  should  be  administered  such  that  a  carrier 
must  at  some  reasonable  point  in  time  present  a  credible  plan  for 
reorganization.  This  objective  was  clearly  recognized  in  legislation, 
S.  1985,  that  was  passed  in  the  Senate  last  year  to  reform  the  bank- 
ruptcy code.  There  should  be  a  major  overhaul  of  the  bankruptcy 
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code  so  that  real  deadlines  are  imposed  upon  companies  that  are 
attempting  to  reorganize  under  Chapter  11. 

This  subcommittee  and  the  National  Commission  to  Ensure  A 
Strong  Competitive  Airline  Industry  should  also  thoroughly  exam- 
ine the  use  of  section  401(r)  fitness  rules  under  the  Federal  Avia- 
tion Act  as  a  means  of  insuring  that  Chapter  11  airlines  are  not 
allowed  to  damage  the  industry  v.-ith  no  compensatory  pricing  prac- 
tices. Since  1978,  the  Department  of  Transportation  has  never  con- 
ducted a  fitness  investigation  of  a  bankrupt  carrier. 

Tax  reform  is  another  area  where  Congress  can  help  the  airlines. 
You  will  be  hearing  later  from  the  Air  Transport  Association  rela- 
tive to  a  number  of  changes  that  we  are  recommending  both  to  the 
Clinton  Administration  and  to  the  tax  writing  committees.  Delta 
fully  supports  these  changes  and  we  urge  you  to  actively  support 
their  inclusion  as  part  of  any  economic  recovery  package. 

Of  particular  importance  is  the  elimination  of  the  punitive  effect 
that  the  calculation  of  depreciation  under  the  alternative  mini- 
mum tax  has  on  capital-intensive  companies  with  low  profit  mar- 
gins. The  alternative  minimum  tax  increases  the  cost  of  capital  by 
some  10  to  20  percent  and  undermines  all  investment  incentives 
currently  in  the  tax  code.  AMT  depreciation  is  the  worst  cost  recov- 
ery system  in  the  industrialized  world. 

Finally,  this  industry  cannot  afford  to  incur  the  costs  of  the  vari- 
ous energy  taxes  being  proposed  as  part  of  the  Administration's 
deficit  reduction  program.  Before  any  new  energy  tax  is  imposed 
on  this  industry  as  part  of  a  broader  deficit  reduction  program, 
Congress  needs  to  fully  assess  its  impact  on  industry  jobs,  capital 
investment,  service,  and  profitability. 

The  final  area  for  review  that  we  are  recommending  for  both 
Congress  and  the  Executive  Branch  as  any  effort  to  restore  the  in- 
dustry to  profitability  is  a  thorough  examination  of  our  interna- 
tional aviation  policy  and  laws  relating  to  foreign  investment  and 
ownership  of  U.S.  airlines. 

Delta  has  called  on  the  Clinton  Administration  to  thoroughly  re- 
examine its  aviation  trade  policy  to  determine  its  goals  and  objec- 
tives and  to  review  the  legal,  regulatory,  and  policy  implications 
associated  with  foreign  ownership  and  control  issues.  Until  such 
time  as  the  new  Administration  has  the  opportunity  to  determine 
its  future  policy  direction,  we  have  suggested  that  a  moratorium  be 
imposed  on  any  foreign  investments  until  a  definitive  policy  ap- 
proach can  be  established. 

As  many  of  you  know.  Delta  has  been  a  strong  and  consistent 
supporter  of  U.S.  efforts  to  obtain  liberal  aviation  agreements  with 
our  bilateral  partners.  In  fact,  we  have  been  the  strongest  propo- 
nent of  "open  skies."  It  was  our  hope  that  the  U.S.  could  use  a 
more  liberal  stance  on  foreign  investment  in  U.S.  airlines  to  induce 
other  nations  to  move  toward  open  skies.  This  would  also,  in  the 
case  of  USAir-British  Airways,  balance  a  freer  transborder  move- 
ment of  capital  with  increased  operating  opportunities  for  U.S.  car- 
riers. It  was  our  hope  to  pry  open  market  after  market  around  the 
world  on  the  way  toward  a  multilateral  regime  that  contains  a 
minimum  of  Government  regulation  on  airline  services. 

While  that  is  still  our  goal,  the  world  has  changed  dramatically 
in  the  last  couple  of  years.  Nearly  all  of  our  major  trading  partners 
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made  it  very  clear  that  they  want  more  restrictive  agreements  that 
allow  regulations  of  competition.  Given  this  reality,  we  need  to 
rethink  our  approach  and  consider  abandoning  pursuit  of  open 
skies  on  a  bilateral  basis.  In  its  place,  a  more  pragmatic  and  realis- 
tic trade  policy  should  be  developed. 

As  Secretary  Pena  pointed  out  during  his  Senate  confirmation 
hearings,  "We  cannot  give  away  valuable  rights  in  this  country 
without  equivalent  benefits  for  U.S.  carriers." 

Again,  Mr.  Chairman,  Delta  greatly  appreciates  the  opportunity 
to  testify  before  this  subcommittee  today  and  I  am  certainly  pre- 
pared to  respond  to  any  questions  that  you  and  other  Members 
may  have  at  this  time. 

Mr.  Oberstar.  Thank  you,  Mr.  Allen,  for  a  very  comprehensive 
statement.  You  have  been  very  thorough  and  have  given  specifics 
here  that  I  believe  are  very  important  for  our  purpose  here  in 
these  hearings.  I  am  sure  that  will  serve  as  a  good  foundation  and 
also  for  the  work  the  Commission  is  going  to  undertake  later  on. 

You  gave  a  very  concise,  clear,  one-sentence  summary  of  the  in- 
dustry's problems  today.  "Simply  stated,  there  currently  exists  too 
much  capacity  for  today's  weak  demand  to  support  prices  that  will 
cover  our  present  costs." 

Let's  spend  a  moment  with  that  sentence. 

Mr.  Allen.  Certainly. 

Mr.  Oberstar.  Do  you  believe,  therefore,  that  given  today's  fare 
structure  and  costs  and  capacity  problems  that  there  may  not  be  a 
fare  structure  that  would  allow  the  industry  to  be  profitable? 

Mr.  Allen.  There  is  a  fare  structure  that  can  make  this  industry 
profitable,  but  what  we  have  had  to  face  up  to,  Mr.  Chairman,  is 
the  fact  that  we  must  learn  to  operate  profitably  at  lower  revenues. 
I  do  not  believe  that  we  can  count  on  generating  the  kind  of  reve- 
nue we  had  in  year's  past.  Therefore,  to  return  to  profit  as  soon  as 
possible,  we  must  absolutely  lower  our  costs. 

But  this  is  being  artificially  affected  by  those  carriers  in  bank- 
ruptcy today  who  are  not  covering  the  same  type  of  costs  that  we 
are  and  the  other  carriers  not  under  bankruptcy  protection  are.  So 
this  is  an  unlevel  playing  field  that  we  think  should  be  corrected. 

Mr.  Oberstar.  Let  me  stay  with  the  first  part  of  your  statement. 

You  are  saying  that  the  higher  fares  are  not  the  answer,  then  is 
it  lower  costs?  The  industry  has  to  bring  cost  of  their  operations  in 
order  to  stay  competitive  and  not  to  increase  fares? 

Mr.  Allen.  It  is  really  a  combination.  We  certainly  want  to  see  a 
more  stable  fare  structure  in  this  country.  But  I  am  saying  that  we 
are  having  to  face  the  reality  of  the  marketplace  today.  When  you 
look  at  Delta,  which  has  historically  been  a  very  profitable  airline, 
we  have  not  been  over  the  last  couple  of  years.  We  came  off  with 
record  losses.  We  must  face  today's  reality  and  work  very  hard  to 
lower  our  costs  so  that  we  work  to  be  profitable  at  a  lower  revenue 
level — whatever  that  is. 

But  I  also  said  that  we  feel  that  the  revenue  base  today  is  artifi- 
cially lower  than  it  should  be,  particularly  because  of  the  competi- 
tion from  bankrupt  airlines. 

Mr.  Oberstar.  There  is  no  question  that  when  Delta  reported  its 
figures  showing  lower  numbers  than  it  has  ever  shown  in  its  histo- 
ry that  it  sent  shudders  throughout  the  industry  and  throughout 
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the  finance  sector  of  the  airline  industry  and  abroad.  Foreign  air- 
Unes  and  the  governments  as  they  have  passed  through  these  halls 
in  talking  to  me  said  that  that  really  shook  them. 

Certainly  that  is  the  clearest  evidence  that  the  industry  isn't 
whining,  but  it  is  really  feeling  a  very  serious  financial  effect. 

I  asked  Mr.  Wolf — and  I  didn't  get  as  clear  an  answer  as  I  would 
have  liked — how  much  higher  can  you  go  on  fare?  Where  is  the 
breakpoint  when  increasing  fares  also  reduces  the  number  of  pas- 
sengers willing  to  pay  those  fares?  Where  is  the  zone  of  flexibility 
on  fares? 

Second,  if  these  bankrupt  carriers  do  vanish  from  the  scene, 
doesn't  some  other  carrier  come  in,  as  we're  seeing,  and  start  their 
fare  structure  where  the  bankrupt  airline  left  off? 

Mr.  Allen.  The  first  part,  of  course,  is  very  complex  in  that  you 
really  must  look  at  different  facets  of  the  market  that  we  serve. 
Particularly  in  the  discretionary  travel — vacation  travel — if  fares 
are  too  high,  people  simply  are  not  going  to  travel. 

Mr.  Oberstar.  What  is  too  high?  Is  it  1,  2,  or  3  percent? 

Mr.  Allen.  I  can't  quote  a  particular  percentage  and  say  that  it 
is  too  high  or  not  high  enough.  That  is  a  very  imprecise  science  in 
this  business.  It  really  is. 

We  strive  to  be  very  competitive  with  our  fare  structure  and 
match  supply  and  demand.  We  use  revenue  control  systems  in  our 
marketing  strategies  to  try  to  put  promotional  fares  and  maybe  a 
higher  number  of  discounted  fares  in  markets  where  the  demand  is 
not  that  great. 

Mr.  Oberstar.  You  are  right  that  it  is  an  imprecise  science,  but  I 
have  noticed  that  when  one  carrier  proposed  to  raise  fares  and  an- 
nounced that  it  was  going  to  do  so,  others  held  back  and  then 
pretty  soon  that  fare  structure  vanished  overnight. 

So  who  is  going  to  step  forward?  Absent  some  anti-trust  immuni- 
ty, the  airlines  are  not  going  to  get  together  and  come  up  with  a 
fare  structure  they  think  is  going  to  fly.  This  is  not  the  OPEC  of 
the  air,  obviously.  They  can't  get  together  and  decide  how  much  ca- 
pacity they  will  permit  in  the  system.  You  have  to  do  it  independ- 
ently. 

With  computer  reservation  systems  up,  and  as  soon  as  a  more 
competitive  fare  or  a  more  revenue-producing  fare  is  out  on  the 
street,  the  others  respond  almost  instantaneously. 

Mr.  Allen.  Deregulation  has  been  criticized  quite  a  bit,  but  it 
has  produced  some  very  positive  things.  One  is  certainly  a  lot  more 
price  competition  in  this  business  for  the  consumer.  This  is  one  of 
the  most  competitive  industries  in  existence  today,  I  would  say. 

Mr.  Oberstar.  My  time  has  expired. 

Mr.  Mica. 

Mr.  Mica.  Thank  you,  Mr.  Chairman. 

Mr.  Allen,  I  have  watched  over  the  years  a  great  airline.  Delta 
has  a  tremendous  history  and  heritage.  It  has  been  a  super  carrier. 
Now,  to  my  dismay,  I  have  started  to  watch  it  as  being  somewhat 
like  the  Federal  Government,  the  bigger  it  has  gotten,  and  also  the 
bulkier  it  has  gotten,  the  less  effective  it  has  been  as  an  airline. 

By  your  own  admission,  in  these  charts  it  shows  that  you  have 
plenty  of  room  for  saving  over  the  next  2  or  3  years,  from  1993  to 
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1995.  I  think  the  schedule  in  1993  for  profit  improvement  shows 
that  you  can  whack  $377  milhon  off  your  costs. 

One  of  the  major  areas  here  is  "other".  I  see  some  of  the  other 
items  you  can  knock  out  here  such  as  productivity  increases.  Pas- 
senger fees  is  probably  the  smallest  item  on  here. 

What  does  the  other  refer  to?  Is  that  cancellation  and  purchases 
of  equipment?  Or  is  that  changes  in  types  of  policy?  What  does  that 
refer  to? 

Mr.  Allen.  Mr.  Mica,  that  includes  a  variety  of  items  that  we 
have  put  into  that  category.  It  includes  such  things  as  attempting 
to  renegotiate  various  contracts,  terminal  rental  contracts — just  a 
whole  variety  of  things. 

If  you  would  like,  I  will  elaborate  a  little  on  what  goes  into  this 
total  effort. 

One  of  the  major  parts  of  that,  as  you  can  see,  is  the  flight  sched- 
ule adjustments.  We  are  having  to  take  a  much  more  careful  look 
at  every  route  we  fly  today.  If  it  is  not  profitable  today,  it  is  prob- 
ably going  to  be  changed  so  that  we  can  return  that  airplane  to  a 
profitable  route. 

We  just  planned  to  start  three  new  services  out  of  Orlando  into 
Latin  America.  Because  of  the  initial  bookings  on  those  flights — we 
are  not  strong  enough — we  decided  to  indefinitely  postpone  that 
service  out  of  Orlando.  That  was  scheduled  to  go  in  February  1  of 
this  year.  We  reallocated  three  757  aircraft  that  were  scheduled  for 
that  to  other  cities  and  other  routes  where  we  felt  we  could  be 
more  profitable. 

Again,  I  touch  on  that  area  because  that  is  one  of  the  most  sig- 
nificant areas.  Believe  me,  we  are  leaving  no  stone  unturned  in  our 
operation  in  looking  for  both  revenue  enhancement  and  cost  reduc- 
tion. The  $377  million  for  fiscal  year  1993  is  not  just  cost  reduction. 
That  is  revenue  enhancement.  One  example  would  be  a  rerouting 
of  a  flight — we  have  one  from  Newark  to  Frankfurt  that  did  not  do 
very  well  in  its  first  year  of  operation.  We  are  reallocating  that  air- 
plane to  a  route  which  we  think  will  be  much  more  profitable. 
That  is  a  combination  of  cost  reduction  with  the  elimination  of  that 
flight  plus  revenue  generation  with  the  new  service. 

Mr.  Mica.  Thank  you. 

I  have  some  other  questions,  but  I  will  submit  them  in  writing  to 
you. 

Thank  you. 

Mr.  Allen.  I  might  just  add.  Congressman  Mica,  that  we  have 
grown  in  a  very  steady  fashion  in  the  last  2  years.  Our  growth  has 
been  carefully  thought  through.  We  have  built  our  domestic  system 
on  what  we  feel  is  the  best  balanced  hub  system  in  the  United 
States  by  any  airline.  Our  international  growth  is  built  on  top  of 
that  hub  system. 

We  have  been  in  the  process  of  managing  and  consolidating  what 
we  have.  As  you  know,  last  year  in  November  we  acquired  the 
assets  of  a  bankrupt  carrier,  including  7,800  people  who  are  now 
members  of  the  Delta  family.  Overall,  that  has  gone  quite  well.  We 
have  had  some  disappointments  during  this  last  calendar  year,  to 
say  the  least,  but  we  are  very  pleased  with  the  growth  and  asset 
acquisition  that  we  achieved  last  year. 

Mr.  Oberstar.  Mr.  dinger. 
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Mr,  Clinger.  Thank  you  very  much,  Mr.  Chairman. 

One  thing  that  has  disturbed  me — not  just  about  the  aviation  in- 
dustry but  about  a  lot  of  things  that  are  going  on — is  what  seems 
to  me  to  be  a  rising  tide  of  protectionism  with  everybody  looking 
out  for  their  own  turf  and  building  walls  and  so  forth. 

You  have  indicated  that  Delta  has  long  been  a  supporter  of  open 
skies. 

Mr.  Allen.  Yes,  sir. 

Mr.  CuNGER.  You  have  been  a  very  vigorous  advocate  for  open 
skies  and  bilateral  agreements.  Don't  you  think  that  abandoning 
that  position  is  a  slippery  slope?  If  we  really  expect  or  hope  to  get 
an  environment  where  in  fact  we  do  have  a  free  market  or  an  even 
playing  field  around  the  world,  abandoning  our  commitment  to 
"open  skies"  doesn't  seem  to  be  the  way  to  go. 

Can  you  expand  on  why  you  feel  like  you  can  no  longer  support 
that  concept? 

Mr.  Allen.  Yes,  sir. 

Again,  we  do  not  feel  that  we  are  abandoning  that  position.  We 
feel  that  with  the  developments  of  the  last  2  years,  particularly 
with  what  we're  seeing  with  European  Community  countries,  that 
we  need  to  relook  at  the  United  States  international  aviation 
policy  in  light  of  the  changes  taking  place  abroad. 

I  mentioned  that  several  of  the  nations  that  we  fly  to  are  begin- 
ning to  show  more  and  more  signs  of  putting  up  laws,  of  showing 
protectionism.  Certainly  the  British  have  done  that,  the  French  are 
doing  that,  the  Germans  have  been  pushing  to  do  just  that. 

Our  policy  must  be  revised  or  must  be  developed  in  light  of  de- 
veloping situations  in  Europe  and  other  parts  of  the  world.  So  what 
we  may  have  had  as  a  policy  or  practice  2  or  3  years  ago,  doesn't 
now  fit  as  we  are  seeing  more  protectionism  on  the  part  of  these 
other  countries,  many  of  which  have  government-owned  airlines. 

We  feel  that  we  should  keep  an  "open  skies"  mentality  but  do  it 
on  a  multilateral  basis.  For  example,  we  should  deal  with  the 
people  in  Brussels  with  the  European  Council  of  Ministers  so  that 
the  United  States  is  negotiating  for  something  of  more  equal  value 
because  we  do  have  the  most  valuable  rights  in  this  country  as 
anywhere  in  the  world  right  here  in  the  United  States  in  airline 
routes. 

We  must  recognize  that.  We  should  negotiate  from  a  position  of 
strength  and  not  from  a  position  of  weakness.  We  should  not  nego- 
tiate on  an  ad  hoc  basis,  as  we  have  been  doing  in  recent  years,  but 
we  should  step  back  and  redefine  our  international  aviation  policy, 
recognizing  that  this  is  a  troubled  industry  in  the  United  States 
and  set  up  policies  that  are  designed  to  enhance  this  industry,  not 
put  protectionist  walls  around  this  country,  but  recognize  the  need 
to  enhance  and  build  up  on  this  industry  and  recognize  what  is 
happening  in  other  parts  of  the  world,  particularly  in  Europe. 

Mr.  Clinger.  As  you  said,  we  are  the  largest  market.  We  there- 
fore have  a  responsibility  to  take  a  lead  in  pushing  for  an  "open 
skies"  environment. 

You  promote  multilateral  agreements  over  bilateral  agreements. 
I  would  agree  that  I  think  we  ought  to  be  trying  to  negotiate  with 
the  EC  on  a  12-nation  kind  of  an  arrangement.  But  how  about 
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going  the  next  step?  How  about  including  these  kinds  of  agree- 
ments in  the  GATT? 

Mr.  Allen.  Well,  one  of  the  problems  with  that,  sir,  is  that  we 
are  very  concerned  about  having  airline  routes  traded  for  some- 
thing else  of  value. 

Again,  this  industry  could  be  put  at  a  major  disadvantage  if  we 
traded  airline  routes  for  grain  or  some  other  commodity.  So  we  feel 
that  we  should  keep  negotiating  within  the  framework  of  the  air- 
line industry  interests  and  not  expand  this  to  the  GATT  at  this 
point  in  time. 

Mr.  CuNGER.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Before  I  call  on  Mr.  Collins,  I  want  to  pick  up  on 
the  point  you  made  about  negotiations. 

On  a  multilateral  basis — I  have,  of  course,  very  strongly  advocat- 
ed that  approach  several  years  ago  and  more  recently  in  1991,  ad- 
vocating an  international  conference  on  the  scale  of  the  Chicago 
Conference  of  1944.  As  an  alternative,  I  said,  "At  least  negotiate 
with  the  EC.  Let's  break  open  the  European  Community.  Let's  be  a 
partner  with  them  in  deciding  their  own  future." 

They  don't  particularly  like  that  idea,  but  this  is  their  biggest 
market,  as  that  is  one  of  our  biggest  markets.  We  have  to  play  a 
role  in  determining  how  the  EC  will  decide  aviation  rights  within 
the  community  in  this  post-1992  era  or  they  will  decide  it  them- 
selves to  the  exclusion  or  detriment  of  the  United  States.  When 
Europe  decides,  it  generally  decides  in  favor  of  greater  government 
regulation,  greater  control  of  markets,  greater  control  of  entry  and 
fares,  and  tactics  such  as  limitations  on  seat  availability  and  limi- 
tation of  market  entry. 

After  all,  they  invented  cartels.  They  know  how  to  operate  them 
and  they  are  very  good  at  it.  They  talk  free  market,  but  the  reality 
is  that  those  carriers  represent  the  national  flag.  We  have  to  find  a 
way  to  break  that  open. 

I  think  the  Dutch  bilateral  is  a  way  to  break  it  open.  I  think  we 
ought  to  do  more  of  that  kind  of  thing.  I  am  glad  to  see  you  sup- 
port the  bilateral  approach.  I  strongly  approach  the  new  Adminis- 
tration to  do  so,  as  soon  as  they  get  an  Assistant  Secretary  for 
Policy. 

Mr.  Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Allen,  you  put  a  lot  of  emphasis  on  the  alternative  minimum 
tax  in  your  comments  and  the  fact  that  it  has  cost  the  industry  and 
Delta  millions  of  dollars  over  the  last  few  years,  even  though  you 
were  in  a  non-profitable  situation. 

Also  in  your  remarks  were  comments  that  you  had  asked  and  re- 
ceived from  non-contractual  employees,  concessions  toward  their 
salaries. 

I  would  hate  to  think  that  a  company  would  have  to  go  to  its  em- 
ployees to  recoup  funds  to  pay  taxes  with,  but  that  is  not  my  ques- 
tion or  comment. 

My  question,  Mr.  Allen,  is:  Can  you  provide  this  committee  with 
views  concerning  the  pending  Justice  Department  suit  filed  against 
Delta   and   a   number   of  other   carriers   regarding  alleged   price 
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fixing?  I  know  there  has  been  a  lot  of  talk  earlier  about  possibly 
getting  together  with  relaxation  of  anti-trust  and  price  fixing. 

What  has  been  your  concern  and  what  are  your  remarks  pertain- 
ing to  the  Justice  Department  now? 

Mr.  Allen.  Thank  you,  Congressman. 

I  mean  this  very  seriously  that  anybody  that  would  charge  us 
with  price  fixing  has  certainly  not  looked  at  our  financial  state- 
ments lately.  If  we  are  price  fixing,  we  are  doing  a  very,  very  poor 
job.  There  is  absolutely  no  merit  to  that  suit.  We  will  defend  it  and 
feel  like  we  will  defend  it  very  successfully. 

We  are  concerned  always  about  convenience  to  the  public  and 
being  able  to  notify  them  of  future  fare  changes.  We  have  built  this 
industry  around  that  and  feel  like  we  should  still  have  the  opportu- 
nity to  do  just  that  for  individuals  who  are  going  to  be  flying  with 
our  airline.  We  have  every  intention  of  defending  against  that  par- 
ticular suit  from  the  Department  of  Justice. 

Mr.  Collins.  Thank  you,  sir. 

Mr.  Oberstar.  Mr.  Inhofe. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman. 

Mr.  Allen,  I  see  a  lot  of  similarity  between  your  testimony  and 
that  of  Mr.  Wolf.  I  am  from  Tulsa,  Oklahoma,  so  my  largest  em- 
ployer there  is  American  Airlines.  I  am  somewhat  familiar  with 
airline  operations  and  with  the  problems  that  you  have.  I  find  the 
consistency  of  a  concern  over  competing  with  those  in  Chapter  11 
in  the  price  wars. 

I  think  we  can  give  you  good  news  on  the  trust  fund  because  we 
have  shared  that  concern  and  we're  going  to  try  to  get  those  dol- 
lars to  work  to  streamline  our  skies  and  do  a  better  job  for  you. 

And  then  the  other  area  is  the  unlevel  playing  field  as  it  relates 
to  foreigners  coming  in  and  investing  and  taking  control  of  United 
States  airlines. 

But  you  brought  up  two  other  things,  one  of  course  was  the  alter- 
native minimum  tax.  Then  there  was  the  gas  tax.  Perhaps  it  would 
have  been  more  appropriate  if  we  had  had  this  meeting  tomorrow 
after  tonight's  speech  so  that  we  could  be  more  specific  on  what  to 
expect.  I  think  we  can  expect  something. 

When  we  were  visiting  General  Electric  in  Cincinnati,  they 
equated  a  one  cent  increase  in  the  gas  tax  to  $140  million.  Have 
you  calculated  what  that  would  be  to  your  airline?  What  kind  of 
cost  would  you  incur  with  a  one  cent  increase  in  the  gas  tax  to 
you? 

Mr.  Allen.  It  would  be  approximately  $25  million  on  an  annua- 
lized basis  to  Delta  for  each  cent  per  gallon  increase. 

Mr.  Inhofe.  That  is  what  was  going  through  my  mind  when  our 
Chairman  was  talking  to  you  about  at  which  point  you  can  go 
where  you  start  dropping  off.  That  diminishing  return  we  all  worry 
about.  It  would  seem  to  me  that  you  would  have  the  effect  of  in- 
creasing that  price,  passing  that  on  to  the  flying  public,  which  is 
going  to  compound  the  cost  to  you  because  it  is  also  going  to  result 
in  a  fall-off  of  passenger  service. 

Would  you  agree  with  that? 

Mr.  Allen.  Yes,  sir. 

Mr.  Inhofe.  It  might  be  interesting,  for  our  argument  purposes, 
when  these  proposals  by  our  President  come  to  the  Congress,  to  get 
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some  information  from  your  company  as  well  as  the  others  as  to 
the  real  effect  on  your  bottom  line  with  these  tax  increases. 

Mr.  Allen.  We  would  be  happy  to  respond. 

Mr.  Inhofe.  Thank  you,  sir. 

Mr.  Oberstar.  Mr.  Duncan? 

Mr.  Duncan.  Mr.  Allen,  I  will  be  brief.  I  apologize  that  I  was 
unable  to  hear  your  testimony.  You  may  have  touched  on  this,  but 
one  thing  that  concerns  me  is  that  we  talk  about  deregulation  as  if 
the  airlines  are  not  regulated  by  Government  at  all,  and  yet  some 
of  the  lawyers  I  have  spoken  with  who  specialize  in  this  field  say 
that  there  are  more  laws,  rules,  and  regulations  that  apply  to  the 
airlines  now  than  ever  before. 

Have  you  ever  calculated  how  much  the  Federal  regulatory 
burden  costs  your  company?  For  one  example,  what  about  the 
engine  noise  requirements?  I  don't  know  if  you  even  got  into  that 
in  your  testimony,  since  I  didn't  get  to  hear  it. 

Mr.  Allen.  Congressman  Duncan,  as  I  recall — let  me  take  you 
back  just  a  minute  and  tell  you  the  way  we  were  going  to  meet  the 
stage  III  noise  requirement.  We  are  totally  in  favor  of  those  and 
feel  like  those  should  be  enforced  because  there  are  environmental 
concerns  out  there  and  we  want  to  be  responsive  to  those. 

We  had  a  fleet  plan  in  place  that  was  a  very  aggressive  fleet  plan 
with  growth  but  also  designed  to  replace  our  older  airplanes,  stage 
II  noise  aircraft,  with  new  airplanes.  We  now  have  had  to  adjust 
that.  We  were  going  to  have,  for  example,  a  fleet  of  new  aircraft  to 
meet  stage  III  noise  efficiency  requirements  by  the  year  2000  and 
do  no  retrofitting  with  hush  kits  and  the  like. 

We  have  revised  that  simply  because  we  are  not  going  to  be  able 
to  pay  for  that  many  airplanes.  That  was  a  move  out  of  some  $5 
billion  between  now  and  the  end  of  this  decade  in  capital  expendi- 
tures dealing  with  about  100  airplanes. 

We  now  are  facing  the  need  to  keep  modernizing  our  fleet,  but  at 
the  same  time  we  will  be  meeting  noise  efficiency  requirements 
with  some  hushkitting  and  the  like.  As  I  recall,  the  figure  is  about 
$2  billion  that  we  will  be  spending  between  now  and  the  end  of  this 
decade  to  do  that. 

Mr.  Duncan.  The  point  I  am  getting  at  is — ^because  of  the  finan- 
cial problems  in  the  airlines,  I  hear  some  people  who  seem  to  think 
that  reregulation  is  the  route  to  go.  I  heard  a  National  Public 
Radio  news  report  a  few  days  ago  about  the  state-owned  airline  in 
Russia  and  how  many  problems  they  have  had,  such  as  delays  of  4 
days.  We,  Americans,  have  been  spoiled. 

As  one  who  rides  the  airlines  regularly,  I  want  to  say  that  I 
think  the  American  airline  companies  do  a  tremendous  job.  We  get 
upset  if  we  are  late  by  4  minutes  or  40  minutes.  Yet,  in  many  other 
countries  where  the  government  tries  to  run  the  airlines  it  is  just 
unbelievably  bad.  I  hope  we  never  get  to  that  situation  in  this 
country. 

Mr.  Allen.  I  certainly  agree  with  you.  Congressman.  Again,  we 
strongly  support  deregulation.  But  as  you  really  are  saying,  we  do 
not  have  deregulation  today.  We  have  a  tremendous  amount  of  reg- 
ulation in  this  industry,  including  that  by  the  bankruptcy  courts. 
We  think  that  should  be  changed. 
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Mr.  Duncan.  Mr.  Inhofe  touched  on  this,  and  earUer  this  morn- 
ing I  had  asked  a  question  and  w£is  told  that  General  Electric  last 
week  said  about  a  one  penny  increase  in  the  tax  on  aviation  fuel 
would  cost  airlines  in  general  $140  million  or  $150  million. 

Have  you  had  any  preliminary  indication  about  what  effect  that 
would  have  on  Delta  Airlines? 

Mr.  AuLEN.  I  can  tell  you,  sir,  that  each  penny  per  gallon  in- 
crease in  our  fuel  cost  is  about  $25  million  today  on  an  annualized 
basis. 

Mr.  Duncan.  Thank  you  very  much. 

Mr.  Allen.  Mr.  Chairman,  I  might  elaborate  on  fuel  costs,  if  I 
may. 

Looking  at  some  of  the  reasons  that  we're  in  the  financial  diffi- 
culty we  are  today,  particularly  starting  with  the  bankruptcy  of 
Eastern  Airlines — that  was  compounded  by  the  invasion  of  Kuwait 
when  fuel  prices  doubled  for  Delta.  That  annualized  increase  was 
$1.2  billion.  That  increase  occurred  over  about  a  3-month  period  in 
1990. 

Then  of  course  with  the  war  beginning,  we  saw  traffic  drop  off 
right  off  the  cliff.  That  combination  was  a  very  difficult  time  for  us 
and  every  other  carrier  in  this  country  in  the  1990  to  1991  time 
period.  Of  course,  we  have  never  recovered  from  that. 

Mr.  Oberstar.  There  is  no  question  that  the  war,  its  conse- 
quences, the  fuel  price,  the  follow-on  by  the  concurrent  recessions 
in  the  three  major  market  areas — the  United  States,  Europe,  the 
Pacific  Rim — all  hit  the  airline  industry.  That  was  not  the  result  of 
acquisitions,  buy-outs,  deregulation.  It  was  simply  a  force  that  hit 
that  nobody  had  anticipated. 

Some  of  these  other  factors  aggravated  the  economic  conse- 
quences, but  the  fact  is  that  if  you  have  passengers  to  put  in  those 
seats,  you  can  weather  the  storm  of  fuel  price  increases.  You  can 
weather  the  storms  of  fare  competition.  But  when  your  market- 
place is  drying  up  at  the  same  time  you're  having  all  those  other 
difficulties,  you  just  can't  make  it. 

Mr.  Allen.  That's  right. 

Mr.  Oberstar.  Mr.  Geren. 

Mr.  Geren.  Thank  you,  Mr.  Chairman. 

I  am  sorry  I  did  not  get  to  hear  your  testimony,  but  I  have  read 
your  statement.  It  was  very  informative  and  I  appreciate  your  con- 
tribution to  this  committee. 

I  asked  a  question  of  Mr.  Wolf  earlier  and  I  would  like  to  pose 
the  same  one  to  you. 

In  your  written  testimony,  the  way  you  identify  a  lot  of  the  prob- 
lems and  challenges  you  see  for  the  industry,  if  you  were  going  to 
pick  the  most  important  thing  that  Congress  could  do  over  this 
coming  year  as  we  debate  this  issue,  what  do  you  think  would  be 
the  most  important? 

Mr.  Allen.  Without  a  doubt,  I  would  request  that  the  Congress 
take  action  with  the  bankruptcy  laws  to  put  an  end  to  these  carri- 
ers going  into  and  out  of  bankruptcy,  or  just  staying  in  bankruptcy 
and  using  that  protection  much  unlike  it  was  intended  to  be  used. 

I  mentioned  in  my  testimony — not  to  be  picking  on  any  particu- 
lar carrier — it  is  a  fact  that  Continental  has  been  in  and  out  of 
bankruptcy  twice,  and  they  have  been  in  bankruptcy  now  operat- 
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ing  with  that  protection  for  5  of  the  last  9  years,  as  I  recall.  Braniff 
went  into  bankruptcy  and  shut  down  pretty  quickly,  but  they  have 
been  back  three  or  four  times  trying  to  start  up  again. 

That  is  fine,  to  start  up  in  a  free  enterprise  system  in  our  coun- 
try. But  to  allow  now  almost  20  percent  of  the  marketplace  to  be 
controlled  by  carriers  in  bankruptcy  creates  such  an  unlevel  play- 
ing field  that  it  is  very  difficult  for  us  to  compete  and  pay  our  costs 
and  pay  our  debts.  We  are  having  to  compete  with  one  arm  tied 
behind  us. 

I  would  certainly  ask  Congress  to  consider  that  as  a  first  priority. 

Mr.  Geren.  I  appreciate  that  very  much.  Thank  you  for  your  tes- 
timony. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  Thank  you,  Mr.  Chairman. 

Mr.  Allen,  you  and  other  executives  have  noted  that  perhaps  if 
Government  would  minimize  some  of  the  tax  burdens  that  create 
disincentives  for  growth,  the  industry  would  be  better  off.  You  and 
most  others  have  also  said  there  currently  exists  too  much  capacity 
to  meet  today's  demand. 

In  a  few  hours,  the  President  of  the  United  States  will  explain 
his  recommendations  for  improved  fiscal  policies  to  solve  some 
major  national  problems,  such  as  the  deficit. 

Both  Democrats  and  Republicans  have  often  advocated  an  invest- 
ment tax  credit.  I  would  like  to  know  if  you  think  an  investment 
tax  credit  would  really  encourage  getting  additional  aircraft,  which 
in  turn  would  not  solve  the  problem?  Is  there  another  possibility 
where  perhaps  we  have  an  investment  tax  credit  to  encourage 
hiring  people?  Do  you  think,  given  the  high  technology  nature  of 
your  industry — although  it  is  very  service-oriented  and  you  employ 
thousands  of  people — there  is  a  balance  to  be  struck  somewhere 
there  between  encouraging  you  to  employ  more  people  rather  than 
invest  in  equipment,  which  in  this  case  would  make  the  problem 
worse? 

Mr.  Allen.  No,  sir.  I  would  agree  that  an  investment  tax  credit 
would  be  very  beneficial.  I  think  it  could  create  more  jobs.  Again, 
going  back  to  one  of  the  needs  that  we  have  in  our  industry  is  to 
replace  older  aircraft.  We  have  one  of  the  youngest  fleets  of  any  of 
the  major  carriers  and  our  fleet  is  between  9.5  to  10  years  of  age  at 
this  point  in  time.  As  we  look  out  in  our  fleet  plan  process  now,  our 
current  plan  calls  for  that  average  age  to  go  up  close  to  11  years. 

There  is  a  tremendous  amount  of  new  technology  in  aircraft  de- 
signed today,  aircraft  that  are  more  efficient,  aircraft  flown  by  two 
pilot  crews  and  the  like,  aircraft  that  are  more  reliable  and  provide 
more  comfort  for  the  consumer.  Therefore,  if  an  investment  tax 
credit  were  enacted,  I  think  it  certainly  would  enhance  the  indus- 
try's ability  to  put  more  of  those  airplanes  into  service  and  obvious- 
ly create  more  jobs. 

So  much  of  what  we  would  be  doing  is  replacing  older  airplanes. 
Remember,  Delta  has  one  of  the  youngest  fleets  in  the  industry 
from  9  to  11  years  that  we  see  our  average  age  becoming.  There  is 
a  lot  of  opportunity  for  other  airlines,  too,  to  buy  new  equipment  to 
replace  older  aircraft. 
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Mr.  Horn.  What  would  happen  to  the  equipment  that  you  now 
have  that  would  be  replaced?  Would  this  go  into  the  international 
market  and  just  add  to  world  capacity  in  that  sense? 

Mr.  Allen.  It  really  depends  upon  the  demand.  In  the  past,  some 
of  this  has  gone  into  the  international  market.  Some  of  our  older 
equipment  has  gone  into  all  cargo  operations  where  they  do  not 
need  the  efficiency  of  flying  an  airplane  8  or  9  hours  a  day  but 
maybe  only  need  it  3  or  4  hours  a  day.  Some  of  the  older  airplanes 
are  still  very  efficient  for  that.  And  some  of  them  may  be  parked  in 
the  desert  until  there  is  a  demand. 

Mr.  Horn.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Allen,  in  your  discussion  of  the  bankrupt  car- 
riers— and  I  think  we  need  to  pursue  this  matter  a  little  further — 
you  said  that  those  carriers  offer  lower  fares  than  carriers  that  are 
not  in  Chapter  11.  But  from  the  standpoint  of  the  bankrupt  carrier, 
why  is  it  in  their  interest  to  offer  non-remunerative  fares?  Isn't  it 
the  reaction  of  the  marketplace  that  a  discount  fare  they  offer  will 
be  matched  by  other  carriers?  Hasn't  that  been  the  practice? 
Doesn't  that  mean  that  the  lower  fare  thus  produces  more  turnover 
dollars  for  the  carrier,  but  not  an  increase  in  usable  revenue? 

Mr.  Allen.  Yes,  sir,  Mr.  Chairman.  You  are  exactly  right.  And 
you're  really  deceiving  the  traveling  public  with  some  of  these 
fares  that  only  cover  marginal  costs  and  maybe  don't  even  com- 
pletely cover  marginal  costs. 

I  go  back  to  1989  and  1990,  over  a  2-year  period  with  a  carrier 
that  had  been  our  number  one  competitor  for  a  year.  I  remember 
the  practice  of  their  CEO  at  the  time,  Marty  Shugrue,  going  to 
New  York  City  to  the  bankruptcy  court  and  asking  for  more  money 
so  that  they  could  keep  rebuilding  and  at  the  same  time  charging 
fares  that  we  felt  were  below  their  costs  based  on  published  data 
we  were  able  to  acquire. 

We  would  shake  our  head  when  he  would  say  that  they  would  be 
in  the  black  in  the  next  year  and  another  6  months  would  be  turn- 
ing a  profit.  We  said,  "There  is  no  way  they  can  be  in  the  black. 
Their  costs  in  direct  operating  are  not  that  much  better  than 
ours." 

That  is  a  case  right  there  where  we  saw  the  assets  of  that  carrier 
squandered  away  on  an  experiment  that  we  knew  was  doomed  to 
failure. 

Mr.  Oberstar.  Is  the  reverse  side  of  the  bankruptcy  competition 
coin  that  if  the  bankrupt  carrier  vanished — that  is,  if  we  put  them 
out  of  their  misery  and  they  are  no  longer  offering  fares  that  don't 
cover  costs — that  the  fares  of  the  surviving  carriers  would  go  up? 

Mr.  Allen.  I  think  fares  would  stabilize.  You  would  still 

Mr.  Oberstar.  What  does  that  mean?  Stabilize?  Stay  at  the  same 
level,  or  go  up? 

Mr.  Allen.  There  would  be  some  increase  in  fares.  It  would  vary 
market-to-market.  By  stabilizing,  I  am  talking  about  stabilizing  at 
a  level  that  is  more  in  keeping  with  covering  your  fully  allocated 
costs  and  not  just  worrying  about  marginal  costs. 

Mr.  Oberstar.  So  are  you  sajdng,  then,  you — and  your  col- 
leagues. United  and  American — but  for  the  bankrupt  carriers,  we 
would  be  able  to  increase  fares? 
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Mr.  Allen.  Obviously,  I  can't  speak  for  my  counterparts  in  what 
they  will  do  with  fares.  We  want  to  be  and  will  be  fare  competitive, 
but  at  the  same  time  we  are  worried  about  staying  in  business  for 
the  long  term.  Some  of  the  carriers  we  are  competing  with  today 
are  worried  about  making  enough  money  tomorrow  to  pay  their 
people,  to  buy  their  fuel,  to  cover  their  airplane  part  needs  and  are 
not  worried  about  the  long  term. 

Some  of  the  start-up  carriers  in  this  country  didn't  have  a  long- 
term  view.  They  really  were  not  fit  to  stay  in  the  business  very 
long  because  they  were  not  charging  enough  money  that  was  going 
to  cover  the  heavy  maintenance  that  would  come  due  on  an  air- 
plane 12  to  15  months  in  the  future. 

We  would  take  a  longer  view  in  Delta  Air  Lines  as  we  have 
always  tried  to  do  of  our  business.  We  are  in  business  to  stay.  We 
want  to  stay  in  a  business  that  provides  courteous,  reliable  service 
to  our  customers,  service  that  our  customers  can  count  on.  To  do 
that,  you  have  to  charge  enough  to  cover  your  fully  allocated  costs 
and  not  just  that  marginal  cost. 

Mr.  Oberstar.  We  could  pursue  this  matter  of  bankrupt  carriers 
and  how  to  deal  with  that  at  some  length.  There  have  been  some 
suggestions  that  absent  a  broad  reform  of  bankruptcy  laws  that 
some  more  limited  action  be  taken,  some  limitation  placed  on  the 
fares  that  carriers  in  bankruptcy  can  offer.  The  FAA  has  a  respon- 
sibility to  increase  its  surveillance  of  bankrupt  carriers,  or  carriers 
when  they  are  having  labor  difficulties.  FAA  increases  its  surveil- 
lance of  practices  of  those  carriers. 

The  Federal  Government  is  carrying  an  additional  burden  of 
oversight  of  those  carriers,  putting  more  inspectors  on  those  carri- 
ers and  watching  their  internal  operations  to  make  sure  that  they 
are  adhering  to  the  safety  standards. 

So  the  Government  has  an  interest  and  could  deal  with  the  fares. 
I  think  there  is  a  way  that  this  committee  could  legislate  some- 
thing with  respect  to  only  those  carriers  that  are  operating  in 
bankruptcy  and  putting  a  floor  on  their  pricing. 

Mr.  Allen.  Yes,  sir.  That  is  certainly  one  way  to  address  the 
problem.  In  regard  to  that,  we  obviously  feel  that  there  should  be 
some  end  at  some  point  in  time  to  a  carrier's  ability  to  stay  in  the 
bankruptcy  protection  mode.  But  that  certainly  could  be  of  help. 
There  is  no  doubt  about  it. 

Mr.  Oberstar.  Why  won't  the  bankrupt  carriers  increase  their 
fares,  then?  If  Delta  and  others  would  realize  better  revenues  if  the 
bankrupt  carriers  disappeared  and  could  raise  their  fares — and  you 
said  there  would  be  some  increase  in  those  fares — why  don't  the 
bankrupt  carriers  increase  their  fares? 

Mr.  Allen.  Mr.  Chairman,  it  is  hard  for  me  to  speak  for  other 
airlines  and  what  they  are  thinking  as  far  as  carriers  in  bankrupt- 
cy and  those  which  are  not  in  bankruptcy  when  it  comes  to  fares.  I 
think  one  of  the  factors 

Mr.  Oberstar.  It's  probably  hard  for  you  to  figure  out  how  they 
got  into  bankruptcy  in  the  first  place.  [Laughter.] 

Mr.  Allen.  We  have  some  views  on  that,  carrier  by  carrier. 

But  one  reason  I  would  feel  is  that  they  are  not  able  to  compete 
on  service,  so  they  are  going  to  compete  only  on  price,  feeling  that 
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the  travelling  public  is  willing  to  put  up  with  maybe  inferior  serv- 
ice if  they  charge  them  a  much  lower  price. 

Mr.  Oberstar.  I  want  to  give  other  Members  an  opportunity  for 
other  questions,  but  you  are  drawing  the  distinction  between  the 
aviation  landscape  of  the  future,  the  full  service  carriers,  and  the 
limited  service  carriers,  the  bare-boned  service  carriers.  Do  you  see 
the  full  service  carrier  shifting  to  what  you  call  bare-boned  service, 
perhaps  even  in  some  market  niches? 

Mr.  Allen.  I  think  it  is  certainly  possible,  particularly  in  market 
niches.  We  are  having  to  look,  and  are  looking  very  aggressively  in 
Delta  at  every  area  of  our  operation,  what  we  are  calling  a  reengin- 
eering  of  Delta  Air  Lines.  We  are  looking  at  a  variety  of  things  as 
to  what  is  the  best  long-term  course  for  us. 

We  are  obviously  working  to  turn  our  company  to  profitability  as 
quickly  as  possible  with  these  direct  revenue  enhancement,  cost- 
cutting  measures  that  we  are  implementing  right  now.  At  the  same 
time,  we  are  taking  a  long-term  strategic  view  of  what  we  think 
this  market  will  be. 

I  personally  feel  that  there  is  still  going  to  be  a  demand  for  a  full 
service  airline.  Obviously,  you  have  to  have  fares  to  cover  the  cost 
of  providing  that.  I  am  talking  about  everything  from  maintaining 
the  airplanes  to  providing  a  nice  food  service  on  the  airplane  for 
the  customer,  reservation  service,  baggage  check-in,  and  that  type 
of  thing. 

We  have  seen  experiments  in  the  past  where  a  no  frills  carrier 
did  pretty  well  for  awhile.  But  when  that  no  frills  carrier  did  not 
have  the  vision,  again,  to  charge  enough  to  cover  some  of  their 
long-term  costs,  including  the  heavy  maintenance  requirements  on 
airplanes,  and  not  provide  the  service  that  a  repeat  customer  ex- 
pected, they  were  not  able  to  compete  with  full  service. 

I  feel  that  there  will  still  be  a  need  for  a  full  service  airline.  But 
particularly  in  some  of  the  shorter  haul  markets,  lesser  service 
may  be  more  acceptable  in  the  future  at  a  lower  cost. 

Mr.  Oberstar.  Including  what  I  call  sequestration  meals.  [Laugh- 
ter.] 

Mr.  Collins. 

Mr.  Inhofe. 

Mr.  Inhofe.  Mr.  Allen,  I  was  thinking  when  Mr.  Duncan  was 
asking  questions  about  the  regulations  and  the  cost — I  was  think- 
ing more  in  line  of  just  the  types  of  regulations  that  we  have  that 
affect  all  businesses  and  industries  in  this  country  as  opposed  to 
what  they  have  in  other  countries. 

I  am  talking  about  maybe  even  the  competing  regulators.  As  Mr. 
Geren  said,  you  have  one  safety  regulator  saying  that  you  must 
spray  your  plane,  de-ice  it,  and  the  other  environmental  regulator 
is  saying  not  to  get  it  on  the  ramp. 

I  have  often  said  that  I  could  take  an  OSHA  manual  and  close 
any  business  in  America.  I  believe  we  could  do  it.  It  might  be  an 
interesting  thing  for  your  people,  on  a  comparative  basis  with  air- 
lines in  other  countries,  to  see  what  the  relative  cost  of  regulations 
might  be  and  how  it  might  affect  your  industry. 

Maybe  you  have  already  done  this,  but  it  would  be  interesting.  I 
would  guess  that  it  would  be  considerably  more  in  terms  of  cost. 
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yet  Delta  Air  Lines  on  a  per  passenger  mile  runs  at  a  much  more 
efficient  rate  than  British  Air  and  some  of  its  competitors. 

Mr.  Allen.  Some  of  the  items  I  mentioned  in  my  testimony  we 
dealt  with,  including  the  type  III  emergency  exit  access  that  is  re- 
quired in  an  airplane,  drug  testing,  and  so  forth. 

Mr.  Inhofe.  Exactly. 

Mr.  Allen.  The  additional  cost  of  those  was  almost  $200  million, 
as  I  recall,  at  Delta  Air  Lines  alone.  The  drug  testing  that  we're 
doing  right  now,  as  I  recall,  is  about  $2.5  million  a  year  alone  for 
that.  If  my  memory  serves  me  correctly,  in  1992  we  tested  almost 
22,000  people.  We  had  20  positive  tests  out  of  that.  That  speaks  to 
the  caliber  of  our  people.  Three  of  those  were  pre-employment,  so 
only  17  out  of  21,000  plus — that's  a  pretty  low  percentage. 

You  question  why  you  should  have  to  continue  testing  at  a  50 
percent  rate.  We  have  asked  the  FAA  to  reduce  that  to  about  10 
percent.  We  believe  in  random  drug  testing  from  the  standpoint  of 
maintaining  some  type  of  control,  but  you  can  do  that  with  a  10 
percent  sample  and  not  50  percent.  We  are  basically  throwing 
money  out  the  window  with  that. 

Mr.  Inhofe.  Those  are  excellent  suggestions  that  this  committee 
will  be  looking  at.  I  think  any  more  like  that  which  you  can  docu- 
ment in  such  an  eloquent  way  that  you  have  done  that  would  be 
helpful  to  us. 

Mr.  Allen.  We  will  be  happy  to  provide  that  to  you,  sir. 

Thank  you. 

Mr.  Oberstar.  Mr.  Geren. 

Mr.  Geren.  Thank  you,  Mr.  Chairman. 

If  you  have  already  elaborated  in  your  testimony  on  this,  I  will 
get  it  from  the  record. 

You  talked  about  the  various  alternatives  that  are  under  consid- 
eration for  an  energy  tax.  You  stated  that  from  the  airport  indus- 
try, the  oil  import  would  be  the  worst. 

Can  you  explain  why  that  would  be  the  worst  and  also  discuss 
some  of  the  other  alternatives  and  their  relative  merits  as  far  as 
their  impact  on  the  airline  industry? 

Mr.  Allen.  Congressman,  I  have  not  studied  that  in  great  detail, 
but  the  oil  import  tax,  the  way  I  understand  it,  would  just  hit  us 
much  heavier  because  50  percent  of  our  production  is  by  foreign  oil 
suppliers  right  now.  One  of  the  other  alternatives  was  a  BTU  tax. 
That  certainly  appears  to  be  the  most  favorable  to  us. 

As  I  recall,  the  figures — don't  hold  me  to  this — I  think  one  esti- 
mate on  the  BTU  tax  was  maybe  $40  million  whereas  an  oil  import 
tax  could  be  over  $100  million  to  Delta  Air  Lines  alone. 

Mr.  Geren.  If  you  all  have  done  some  more  analysis  on  the  vari- 
ous alternatives,  I  would  appreciate  getting  a  copy  of  it.  It  is  an 
issue  I  have  been  interested  in. 

Mr.  Allen.  We  will  be  happy  to  provide  that  to  you. 

Mr.  Geren.  I  guess  you  have  to  assume  in  every  case  what  the 
oil  import  fee  would  be  and  what  the  BTU  tax  would  be,  but  I 
guess  you  all  have  done  some  comparison  on  energy  content  or 
BTU  content  or  something  like  that. 

Mr.  Allen.  And  Delta's  utilization.  We  will  be  happy  to  provide 
that  for  you. 
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Mr.  Geren.  I  would  appreciate  that.  That  would  be  helpful  to 
me. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Duncan. 

Mr.  Duncan.  Mr.  Allen,  one  last  thing. 

We  frequently  talk  about  the  airlines  and  the  number  of  employ- 
ees they  have.  And  then,  of  course,  the  employees  are  the  ones 
most  affected  by  these  financial  problems.  But  we  almost  never 
seem  to  remember  the  stockholders.  Some  of  the  airlines  we  are 
dealing  with  today  have  thousands  of  stockholders,  most  of  whom 
probably  are  fairly  small  stockholders  and  not  extremely  wealthy 
people. 

I  was  sitting  here  wondering  how  many  stockholders  Delta  has. 
Is  the  majority  of  that  stock  held  in  smaller  amounts? 

Mr.  Allen.  As  I  recall,  we  have  more  than  20,000  shareholders 
outside  the  company.  Plus,  our  Delta  employees  are  on  a  stock 
ownership  plan.  We  have  some  75,000  of  those. 

The  institutions  hold  still  a  great  part  of  our  stock.  I  think  the 
percentage  is  around  75  percent  today  that  is  institutionally 
owned. 

But  you  are  right.  We  have  prided  ourself  in  paying  a  dividend 
to  our  shareholders  without  any  breaks  in  that  dividend.  Part  of 
our  cost  reduction  effort,  however,  was  to  reduce  that  dividend  in 
January  from  a  30-cent  average  per  share  down  to  a  nickel  per 
share.  But  at  least  we  are  keeping  our  unbroken  record  of  paying 
dividends  to  our  shareholders. 

Mr.  Duncan.  Was  that  the  first  time  that  you  had  reduced  your 
dividend? 

Mr.  Allen.  No,  sir.  We  had  to  reduce  it  back  in  the  early  1980s, 
and  then  we  brought  it  back  up  to  the  30  cents  per  share.  But 
again,  we  have  been  the  only  airline  that  has  paid  a  dividend  on  a 
consistent  basis  over  this  many  years. 

Mr.  Duncan.  Thank  you  very  much. 

Mr.  Allen.  Thank  you. 

Mr.  Duncan.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Shuster? 

Mr.  Shuster.  I'll  pass. 

Mr.  Oberstar.  Let's  move  to  perhaps  an  easier  subject,  one  less 
painful  to  discuss  than  bankruptcy. 

On  foreign  investment,  you  are  suggesting  a  moratorium  on  new 
foreign  investments  until  we  have  a  new  policy.  That  certainly 
makes  sense.  This  is  an  opportunity  for  you  to  tell  us  what  you 
think  this  policy  ought  to  be.  This  is  one  of  the  purposes  of  this 
hearing. 

What  basis  might  there  be  for  refusing  to  approve  new  foreign 
investment  limited  to  less  than  25  percent  of  a  carrier's  voting 
stock? 

Mr.  Allen.  We  feel  that  the  Government  has  a  tremendous  op- 
portunity now — the  new  Administration — to  really  redefine  an 
international  aviation  policy. 

Mr.  Chairman,  let  me  tell  you  that  we  look  back  over  the  past 
few  years  and  feel  that  our  international  aviation  policy  is  one  of 
almost  reaction  rather  than  a  proactive  stance.  We  have  reacted  to 
individual  United  States  carriers  or  individual  foreign  flag  carriers 


110 

coming  before  the  Department  of  Transportation  with  appeals  for 
certain  deals.  We  feel  that  it  is  an  ideal  time,  particularly  in  light 
of  two  or  three  events. 

Number  1,  we  have  a  troubled  industry. 

Number  2,  we  have  a  changing  world  environment.  We  have  a 
European  Community  that  is  being  mobilized  and  established.  We 
need  to  sit  down — industry  and  Government — and  try  to  redefine 
an  aviation  policy  that  takes  utmost  care  to  provide  an  environ- 
ment for  United  States  air  carriers  to  get  back  on  their  feet  and  to 
grow  into  a  much  stronger  entity. 

We  still  believe  in  an  open  skies  philosophy.  We  think  that  is 
smart.  But  we  have  to  reexamine  that  in  light  of  what  is  happen- 
ing. Just  look  at  Europe  in  the  last  couple  of  years.  I  am  repeating 
myself,  but  while  we  hope  that  there  will  be  multilateral  negotia- 
tions possible  between  the  United  States  and  the  European  Com- 
mission, we  are  seeing  actions  by  those  individual  countries 
making  up  the  European  Community  that  is  opposite  to  that. 

I  was  in  Europe  last  week  and  on  a  panel  with  British  Airways, 
Lufthansa,  and  SwissAir.  All  of  these  carriers  in  Europe  now  are 
greatly  concerned  about  their  viability  as  they  go  through  some 
form  of  deregulation  in  Europe,  and  obviously  trying  to  protect 
their  market  share  abroad. 

So  we  need  to  take  that  into  account  in  our  aviation  policies  and 
not  be  naive  and  not  be  reactive,  as  we  have  been  for  the  last  few 
years. 

Mr.  Oberstar.  Point  well  taken. 

What  is  happening  in  Europe — and  as  you  know,  that  is  a  matter 
I  follow  very  closely.  I  did  my  graduate  studies  in  Europe  at  the 
College  of  Europe.  I  followed  the  evolution  of  the  common  market 
very  closely. 

You  have  two  forces  at  work.  You  have  the  EC  that  wants  to 
have  multilateral  negotiations,  in  a  sense.  It  wants  to  negotiate 
with  the  United  States  and  with  other  countries  for  the  whole  com- 
munity. And  within  the  community,  you  have  the  individual  air- 
lines that  are  saying  that  they  don't  want  to  do  that.  They  want  to 
continue  to  control  their  markets  because  things  are  so  bad  and 
they  may  lose  market  share.  They  don't  want  the  Community  to 
move  ahead  as  communities,  as  it  would  like  to  do. 

You  said  a  moment  ago  in  an  exchange  with  Mr.  Duncan  that 
this  is  risky  business  to  invest  in.  It  is  hard  to  find  investors  in  the 
airline  business.  It  is  a  tremendously  volatile  market.  We  don't  see 
people  rushing  forward  to  buy  up  carriers,  certainly  not  since  the 
LBO  craze  of  the  1980s.  It  is  argued  that  the  only  source  of  new 
capital  for  domestic  carriers  is  going  to  be  from  foreign  carriers. 

You  know  and  I  know  the  reason  that  they're  investing  in 
United  States  carriers  is  not  to  get  a  big  return  on  that  invest- 
ment, but  to  be  a  player  in  our  domestic  market.  As  I  said  of 
Northwest,  KLM  didn't  buy  a  ticket  to  the  game,  rather  they 
bought  a  seat  on  the  bench  next  to  the  coach.  They  may  have  even 
bought  a  little  more  than  that. 

So  the  question  poses  itself.  How  do  you  do  this  investment?  On 
a  country-by-country  basis?  Do  we  raise  the  25  percent  threshold  in 
exchange  for  liberalization?  In  exchange  for  greater  access  to  for- 
eign countries'  markets?  Do  we  look  at,  let's  say,  the  United  States 
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market  with  490  million  boardings  and,  say,  France,  with  far 
fewer,  and  say  that  we  will  give  them  a  10th  of  our  market  in  ex- 
change for  all  of  theirs?  Do  we  throw  cabotage  into  the  picture? 

What  are  the  policy  considerations  to  underlie  a  widening  of  the 
investment  opportunities? 

We  are  going  to  hear  in  the  next  breath  from  another  carrier 
that  has  been  involved  in  that  deliberation. 

Mr.  Allen.  Mr.  Chairman,  you  certainly  outlined  many  of  our 
concerns  right  there.  We  would  not  really  disagree  with — all  of 
those  considerations  must  be  taken  into  account  by  our  Govern- 
ment. But  we  feel  that  we  have  been  a  little  naive.  Our  Govern- 
ment has  been  a  little  naive  in  its  negotiations  on  some  of  these 
issues.  We  don't  want  to  see  any  carrier  fail  in  this  business,  by 
any  means.  There  are  other  sources  of  capital,  particularly  if  this 
United  States  airline  industry  gets  back  on  its  feet. 

That  is  our  number  one  concern:  to  get  this  United  States  airline 
industry  back  on  its  feet. 

But  what  we're  sa3dng  is  that  the  U.S.  Government  must  recog- 
nize that  we  should  negotiate  from  a  position  of  strength  and  not 
from  a  position  of  weakness  and  not  from  a  position  of  just  react- 
ing. 

When  you  look  at  foreign  investment,  what  should  we  require? 
Obviously,  we  should  have  equal  opportunities  in  that  country.  We 
should  have  a  carrier  that  is  not  government-owned  in  a  foreign 
country.  And  we  must  have  access  into  and  out  of  that  country  just 
like  that  carrier  has.  Access  just  to  that  country  doesn't  really  give 
us  all  that  much.  We  must  have  free  access  throughout  the 
common  market  to  really  be  able  to  compete  with  the  foreign  flag 
trying  to  simply  buy  its  way,  not  for  a  return  on  that  investment, 
but  to  control  an  airline  in  the  United  States. 

Our  Government  simply  cannot  let  that  happen  without  getting 
equal  opportunity  for  United  States  carriers  abroad. 

Mr.  Oberstar.  Are  United  States  carriers  more  interested  in  the 
question  of  access  to  the  European  market  or  the  Pacific  Rim — let's 
deal  v/ith  the  European  market — access  on  their  own  hook  into 
that  market — that  is,  wider  opportunity  to  compete  in  that 
market — or  are  they  interested  in  a  partnership  with  a  foreign  car- 
rier? 

If  the  opportunity  existed  for  a  domestic  carrier — and  I  don't 
want  you  to  say  what  Delta's  policy  would  be  because  I  would  be 
putting  you  in  a  very  difficult  position — ^but  if  that  opportunity 
were  there,  is  it  better  to  buy  a  partner  in  the  European  Communi- 
ty, or  to  have  that  country's  market  opened  up  so  that  the  United 
States  carrier  can  get  in  there  and  compete? 

Mr.  Allen.  Of  course,  this  would  depend  on  each  carrier's  strate- 
gic plan  for  the  future,  whether  that  carrier  plans  to  be  a  major 
global  player  on  its  own,  whether  it  wants  to  be  more  of  a  regional 
carrier — and  I  am  talking  about  region  as  far  as  world-wide.  Those 
are  the  kinds  of  questions  that  in  setting  up  the  strategic  plan  each 
carrier  must  ask  itself  and  make  the  decisions  that  that  manage- 
ment team  is  free  to  make. 

When  you  look  at  Europe,  you  know  better  than  I,  I  am  sure, 
about  some  of  the  limitations  on  United  States  businesses  and 
United  States  airlines  doing  business  in  the  common  market.  That 
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seems  to  have  been  carefully  thought  through  at  this  point  in  time 
for  them  to  make  it  very  difficult  for  United  States  airlines,  par- 
ticularly, to  do  business  there  on  an  equal  playing  field. 

Some  of  that  could  be  understood  in  the  desire  to  allow  those 
countries  to  go  through  this  process  of  combination  and  deregula- 
tion in  somewhat  of  a  protected  environment  before  they  open  it 
up  freely.  But  that  goes  back  to  our  position.  We  feel  that  our  Gov- 
ernment cannot  be  naive  any  longer.  We  must  step  back.  We  think 
a  moratorium  is  very  appropriate  for  any  other  foreign  investment 
in  airlines  in  this  country.  If  we  allow  any  activities  of  this  nature, 
we  must  redefine  our  own  international  policy  in  light  of  what  is 
happening  in  areas  like  the  European  Common  Market. 

Mr.  Oberstar.  We  could  spend  a  lot  of  time  discussing  this 
matter,  but  we  will  stop  there.  I  apologize  to  my  colleagues  for  pro- 
longing this  aspect  of  the  hearing,  but  it  is  an  important  one. 

I  urge  you  and  your  colleagues  in  the  domestic  industry  to  think 
further  and  more  carefully  because  as  this  commission  gets  under- 
way, that  will  be  one  of  the  matters  they  are  going  to  look  into.  We 
have  insisted  that  they  do  so.  If  you  haven't,  you  should  read  the 
open  letter  of  Mr.  Attah  Lee,  the  president  of  Air  France  in  La 
Figaro,  a  French  newspaper,  to  the  chairman  of  the  transport  sec- 
tion of  the  European  Commission. 

It  is  a  very  protectionist  argument  and  cites  as  reasons  for  being 
defensive  all  of  the  problems  that  we're  hearing  today  about  the 
United  States  industry  and  fears  that  if  the  Europeans  aren't  on 
their  guard,  the  Americans  will  come  in  and  gobble  up  the  Europe- 
an market. 

Mr.  Allen.  Yes,  sir.  I  know  Mr.  Attah  Lee  quite  well.  I  know  his 
views  and  I  would  agree  with  what  you  just  cited. 

Mr.  Oberstar.  Thank  you  very  much. 

Mr.  Allen.  Mr.  Chairman,  if  I  may,  in  closing  I  want  to  thank 
you  again  for  what  you  said  about  Delta  in  the  beginning.  These 
are  the  most  difficult  times  this  industry  and  Delta  have  ever 
faced 

I  also  want  to  tell  you  that  our  people— some  75,000— are  very 
dedicated,  and  I  think  more  dedicated  today  than  they  were  in  1982 
when  they  all  went  together  to  give  Delta  that  767  aircraft.  We 
have  every  reason  to  feel  that  we  will  come  through  and  keep  the 
Delta  spirit  and  service  that  we  are  known  for  intact. 

Thank  you  very  much,  sir. 

Mr.  Oberstar.  Thank  you,  Mr.  Allen. 

Our  next  witness,  Mr.  Seth  Schofield,  President,  USAir. 

Mr.  Schofield,  welcome  to  the  committee.  We  are  glad  to  have 
you  here.  We  look  forward  to  your  testimony  and  to  the  different 
perspective  we  expect  you  will  bring  to  this  subject  matter. 

Please  proceed. 

TESTIMONY  OF  SETH  SCHOFIELD,  PRESIDENT,  USAIR 

Mr.  Schofield.  Thank  you,  Mr.  Chairman  and  members.  Thank 
you  for  allowing  me  to  appear  before  you  today.  ^ 

The  purpose  of  this  hearing  is  to  examine  the  airline  industry  s 
financial  problems  and  to  arrive  at  a  policy  to  deal  with  them.  A 
necessary  part  of  that  examination  is  to  understand  the  cause  of 
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the  industry's  problems  and  the  competitive  impact  of  any  pro- 
posed solution. 

There  is  a  growing  body  of  opinion  among  objective  observers 
that  the  primary  cause  of  the  industry's  financial  problems  lies  in 
excess  capacity.  Translation:  we  have  many  more  airplane  seats 
than  we  have  passengers. 

There  is  also  recognition  that  the  industry  is  experiencing  an  ac- 
celerated pace  of  concentration,  both  within  the  United  States  and 
in  the  international  marketplace  by  the  so-called  Big  Three,  Ameri- 
can, United,  and  Delta.  For  example,  the  Big  Three's  share  of  in- 
dustry activity  has  increased  from  38  percent  to  60  percent  since 
deregulation  began. 

I  suggest  that  the  Big  Three's  attempt  to  take  over  the  market 
by  adding  massive  numbers  of  new  planes  to  their  fleets  has  caused 
the  financial  situation  in  which  the  industry — including  the  Big 
Three — now  finds  itself  This  is  the  reason  that  those  who  are  the 
most  outspoken  about  the  need  for  Government  to  protect  the  in- 
dustry from  itself  are  the  same  people  who  do  not  wish  to  admit 
that  the  problems  are  perhaps  self-inflicted. 

USAir  is  attempting  to  find  solutions  that  do  not  entail  Govern- 
ment intervention  but  do  interrupt  the  process  of  domination  by 
the  Big  Three.  We  at  USAir  believe  in  competition.  We  believe  that 
there  should  be  more  choices  for  the  consumer  than  just  three  air- 
lines. These  solutions  include  alliances  with  foreign  airlines  who 
are  infusing  badly  needed  equity  capital  into  domestic  commercial 
aviation.  Those  alliances — Northwest/KLM,  Continental/Air 
Canada,  and  ours  with  British  Airways — should  be  welcomed  by 
the  Federal  Government  as  an  important  means  of  promoting  com- 
petition in  the  domestic  airline  industry.  It  is  no  accident  that  the 
only  opponents  of  these  alliances  are  the  Big  Three. 

What  should  emerge  from  these  hearings  is  a  renewed  commit- 
ment to  competition  to  stem  the  tide  toward  industry  concentra- 
tion. We  believe  that  the  airline  industry  does  not  need  reregula- 
tion,  but  rather  needs  moderation. 

The  root  of  our  difficulties  is  that  we  have  too  much  capacity 
which  is  the  primary  cause  of  uneconomic  fare  discounting.  To 
quote  a  famous  philosopher,  "We  have  met  the  enemy,  and  he  is 
us." 

The  United  States  airline  industry  has  lost  nearly  $10  billion  in 
the  past  3  years.  Yet,  in  the  face  of  these  losses,  the  industry  con- 
tinued to  increase  its  capacity.  What  other  industry  would  continue 
to  expand  production  while  losing  more  and  more  money  in  a 
period  of  economic  stagnation?  No  wonder  the  airlines  are  in  trou- 
ble. 

Who  is  primarily  responsible  for  increasing  capacity  during  the 
recession?  As  you  can  see  from  this  chart,  the  Big  Three  have  in- 
creased their  system  capacity  by  35  percent  versus  10  percent  for 
all  other  United  States  airlines  during  the  last  3  years.  Even  if  you 
exclude  the  Big  Three's  capacity  growth  from  buying  the  Pan  Am 
and  TWA  assets,  their  capacity  increased  22  percent — more  than 
double  the  rest  of  the  industry. 

If  you  look  at  the  same  comparison  for  international  capacity 
growth,  as  shown  on  the  next  chart,  the  Big  Three  increased  their 
capacity  by  136  percent  versus  only  16  percent  for  the  rest  of  the 
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United  States  airline  industry.  Again,  if  you  exclude  the  Pan  Am 
and  TWA  acquisitions,  the  Big  Three  capacity  increase  was  56  per- 
cent, or  better  than  three  times  the  rate  of  increase  for  the  rest  of 
the  United  States  industry. 

If  you  examine  the  source  of  that  capacity  increase,  you  will  see 
that  the  Big  Three  took  delivery  of  500  new  aircraft  between  1990 
and  1992,  In  other  words,  the  Big  Three  took  delivery  of  a  new  air- 
plane every  other  day,  day  in  and  day  out,  for  the  last  3  years. 

In  total,  the  United  States  industry  has  added  700  new  aircraft 
during  the  past  3  years  during  the  most  serious  economic  recession 
it  has  ever  experienced.  It  does  not  take  a  rocket  scientist  to  figure 
out  why  the  airline  industry  is  in  trouble. 

What  is  the  solution  to  industry  overcapacity?  Some  have  argued 
for  reregulation.  Mr.  Chairman,  50  years  of  regulation  confirms 
that  reregulation  would  be  a  serious  mistake.  We  believe  the  solu- 
tion is  moderation,  and  that  is  beginning  to  occur  as  the  manage- 
ments of  every  major  airline  have  begun  to  realize  that  they 
simply  cannot  afford  the  capital  and  operating  costs  of  providing 
capacity  that  their  customers  simply  do  not  need. 

As  a  result,  many  of  the  airlines,  finally  including  the  Big  Three, 
have  deferred  aircraft  deliveries  and  have  even  canceled  orders  for 
new  aircraft.  Based  on  publicly  available  information,  we  believe 
that  the  fleet  additions  during  the  next  few  years  will  decline  ap- 
preciably. We  are  now  forecasting  domestic  capacity  growth  at  less 
than  1  percent  annually  over  the  next  4  years.  Capacity  growth 
should  begin  to  move  more  in  line  with  demand.  We  believe  that 
the  industry  will  correct  itself  through  individual  management  ac- 
tions that  everyone  now  recognizes  must  be  taken. 

Another  issue  that  has  become  clouded  with  rhetoric  and  misin- 
formation is  the  formation  of  international  alliances  between 
United  States  and  foreign  carriers.  Since  the  announcement  of  the 
British  Airways  investment  in  USAir,  the  Big  Three  have  been  fos- 
tering a  protectionist  attitude  toward  our  foreign  airline  competi- 
tors. Some  people  who  should  know  better  have  even  argued  that 
we  should  break  our  treaty  obligations  and  renounce  our  interna- 
tional agreements.  There  is  a  false  but  widespread  belief  that  the 
United  States  airline  industry  is  being  overwhelmed  by  the  restric- 
tionist  practices  of  its  foreign  competitors,  and  a  cry  that  we  should 
respond  in  kind. 

While  we  all  recognize  that  some  foreign  governments  have 
placed  impediments  in  the  way  of  our  airlines  that  benefit  their 
own  flag  carriers,  the  United  States  airlines — and  especially  the 
Big  Three,  who  are  the  loudest  complainers — have  done  remark- 
ably well  in  international  competition. 

To  begin  with,  deregulation  set  in  motion  economic  forces  that 
have  dramatically  changed  the  United  States  airline  industry. 
First,  the  industry  is  concentrating.  As  shown  in  the  chart,  since 
1979,  the  number  of  United  States  airlines  has  declined  from  23  to 
10.  Among  the  remaining  10,  the  predominant  market  share  is  held 
by  the  Big  Three,  whose  capacity  share  rose  from  38  percent  in 
1979  to  nearly  60  percent  in  1992. 

Second,  the  development  of  domestic  hubs  has  enabled  the 
United  States  airlines  to  expand  their  presence  in  international 
markets.  As  the  two  traditional  United  States  international  air- 
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lines,  Pan  Am  and  TWA,  declined,  their  services  were  replaced  and 
expanded  significantly  by  other  airlines  that  have  used  their  large 
domestic  hub  complexes  to  feed  traffic  to  their  international 
flights. 

For  example,  American  uses  its  connecting  hubs  at  Dallas/Fort 
Worth,  Chicago  O'Hare,  and  Raleigh-Durham  to  serve  15  European 
cities  nonstop  from  the  United  States.  Delta  uses  its  hubs  at  Atlan- 
ta, Dallas/Fort  Worth,  Cincinnati,  New  York,  and  Orlando  to  serve 
24  European  cities  nonstop.  United  not  only  uses  its  domestic  hubs 
to  support  an  array  of  nonstop  flights  to  Europe,  but  it  also  uses 
London  and  Paris  as  consolidation  points  for  beyond  service  to  10 
other  European  cities. 

The  on-line  traffic  feed  advantage  conferred  on  the  United  States 
airlines  by  their  domestic  connecting  complexes  has  enabled  them 
to  greatly  expand  the  United  States  flag  presence  in  the  markets 
that  were  once  the  sole  preserves  of  Pan  Am  and  TWA.  Some  ex- 
amples are  shown  on  the  chart  behind  me,  which  illustrates  the 
growth  in  schedule  share  by  the  United  States  airlines  in  three 
major  transatlantic  markets  from  1979  to  1992. 

The  Big  Three  have  been  the  moving  force  behind  the  dramatic 
increase  in  United  States  flag  service.  As  a  result  of  route  opportu- 
nities negotiated  and  granted  to  them  by  our  Government,  as  well 
as  the  route  assets  they  purchased  from  Pan  Am  and  TWA,  the  Big 
Three  operated  a  total  of  644  nonstop  departures  a  week  between 
11  United  States  cities  and  25  cities  in  Europe  last  summer. 

The  European  cities  served  by  the  Big  Three  account  for  94  per- 
cent of  all  United  States-Europe  traffic.  Delta,  American,  and 
United  rank  first,  second,  and  fourth,  respectively,  across  the 
North  Atlantic.  These  are  hardly  disadvantaged  airlines.  Indeed, 
this  evolution  has  allowed  American  Airlines,  the  most  outspoken 
advocate  of  Government  intervention,  to  become  the  largest  airline 
in  the  world,  followed  by  United  and  Delta. 

I  would  also  like  to  take  a  few  minutes  to  look  specifically  at  the 
U.K.  relationship,  because  our  agreement  with  British  Airways  to 
code  share  our  flights  has  stimulated  a  reaction  by  the  Big  Three 
that  is  simply  not  legitimate.  The  Big  Three  are  calling  upon  the 
Department  of  Transportation  to  disapprove  our  code  sharing  rela- 
tionship until  a  new  international  policy  has  been  developed. 

To  hear  the  Big  Three,  you  would  think  that  the  United  States 
has  been  taking  a  beating  by  the  British.  This  is  a  myth. 

The  first  myth  is  that  British  Airways  dominates  the  United 
States-United  Kingdom  market.  The  reality  is  that  United  States 
flag  carriers  operated  305  weekly  departures  versus  British  Air- 
ways' 177  departures,  or  57  percent  of  the  activity  last  summer. 
And  a  little  known  fact  is  that  the  Bermuda  II  agreement  does  not 
limit  the  size  of  the  aircraft  that  can  be  used.  The  United  States 
carriers  could  increase  their  capacity  as  much  as  50  percent  if  they 
decided  to  use  larger  aircraft. 

The  second  myth  is  that  British  Airways  holds  Heathrow  Airport 
captive.  The  reality  is  that  the  United  States  carriers  operate  144 
weekly  flights  between  the  United  States  and  Heathrow  versus 
British  Airways'  135  flights.  When  we  talk  about  dominance  at  slot 
controlled  airports,  British  Airways  has  38  percent  of  Heathrow's 
slots,  while  United  States  carriers  hold  70  percent  of  the  slots  at 
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New  York's  Kennedy  Airport  and  97  percent  of  the  slots  at  Chica- 
go's O'Hare. 

The  end  result  if  you  go  back  to  chart  4  is  that  the  United  States 
flag  schedule  share  in  the  United  States-United  Kingdom  market 
has  gone  from  49  percent  in  1979  to  57  percent  today.  This  is 
almost  the  same  share  of  activity  that  the  United  States  flag  carri- 
ers enjoy  to  Germany.  And  in  the  case  of  both  Germany  and 
France,  the  United  States  agreed  to  temporary  limits  on  United 
States  airlines. 

Mr.  Oberstar.  Mr.  Schofield,  I  am  sorry  to  interrupt  you  at  that 
point,  but  we  have  about  4  minutes  remaining  on  a  vote.  We  will 
have  to  go  record  our  presence  and  come  directly  back. 

Mr.  Schofield.  That  will  be  fine. 

Mr.  Oberstar.  The  subcommittee  will  stand  in  recess. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting. 

Mr.  Schofield,  you  were  just  about  winding  up  your  statement,  as 
I  recall,  and  coming  to  the  close  of  it.  I  would  like  for  you  to  pick 
up  where  you  left  off. 

Mr.  Schofield.  Mr.  Chairman,  thank  you. 

One  reason  for  the  increase  in  United  States  flag  share  in  the 
United  Kingdom  market  is  that  America  and  United  were  substi- 
tuted for  TWA  and  Pan  Am  at  Heathrow.  As  part  of  the  deal  that 
gave  American  and  United  this  access,  the  British  were  given  the 
right  to  code  share  with  a  United  States  carrier.  The  United 
States-United  Kingdom  bilateral  agreement  was  amended  to 
permit  any  British  airline  to  agree  with  any  United  States  airline 
to  have  the  United  States  airline  carry  the  British  airline's  desig- 
nator code  which — and  I  quote  from  the  agreement — "may  be  held 
out  by  the  designated  airline  as  services  to  a  point  in  United  States 
territory  as  though  those  services  were  its  own." 

Having  benefitted  from  their  side  of  the  agreement,  American 
and  United  now  want  the  United  States  to  renege  on  its  treaty  ob- 
ligations. They  have  mounted  a  lobb5dng  campaign  to  try  to  per- 
suade the  Administration  and  Congress  to  run  interference  for 
them  and  deny  these  negotiated  code  sharing  rights. 

If  the  United  States  Government  bows  to  this  lobbying  on- 
slaught, it  will  be  sending  a  clear  signal  to  the  international  com- 
munity that  the  United  States  does  not  keep  its  word.  A  protection- 
ist reaction  of  this  kind  urged  by  the  Big  Three  would  extend 
beyond  our  aviation  relations  and  invite  retaliation.  Progress  on  bi- 
lateral liberalization  with  the  United  States  and  other  countries 
would  grind  to  a  halt.  The  only  beneficiaries  of  a  stalemate  would 
be  the  Big  Three. 

It  was  they  who  paid  the  hundreds  of  millions  of  dollars  for  the 
limited  entry  route  authority  purchased  from  Pan  Am  and  TWA.  It 
is  they  who  now  hold  the  dominant  share  of  United  States  flag 
international  activity.  And  it  is  they  who  now  dominate  the  domes- 
tic United  States  marketplace. 

Just  as  reregulation  is  not  the  answer  for  domestic  aviation,  pro- 
tectionism will  not  advance  this  country's  international  aviation 
objectives.  The  United  States  is  doing  pretty  well  in  international 
aviation.  We  can  improve  our  position  by  continuing  to  negotiate 
new  opportunities  for  all  of  our  airlines,  not  just  the  Big  Three.  At 
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the  same  time,  the  United  States  must  preseiA^e  its  credibility  by 
honoring  its  agreements. 

In  summary,  the  Government  should  not  overreact  to  the  airline 
industry's  current  financial  problems.  The  main  problem — overca- 
pacity— is  correcting  itself  as  a  result  of  management  actions  in  re- 
sponse to  market  forces.  The  Government's  role  is  to  ensure  that 
the  policy  objectives  of  the  Airline  Deregulation  Act  are  carried 
out.  Paramount  among  those  statutory-  objecti%^es  are  to  promote 
competition,  avoid  undue  industry  concentration,  and  encourage 
access  to  capital  by  weU-managed  airlines.  If  there  is  to  be  any 
Government  policy  guidance  from  these  hearings,  it  should  be  a  re- 
newed commitment  to  these  objectives. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you  ver\-  much,  Mr.  Schofield.  We  appreci- 
ate your  testimony  and  your  perspective  in  the  very  revealing  in- 
sights you  have  offered  on  market  share,  domestic  and  transatlan- 
tic. Those  charts  are  very  effective  in  bringing  home  that  insight. 
It  helps  us  to  put  all  this  discussion  in  perspective. 

I  can't  help  picking  up  on  the  latter  part  of  your  statement  about 
the  complaints  of  at  least  one  of  the  Big  Three  about  the  British 
Airways  investment  in  USAir.  It  can  still  be  called  that.  It's  a  little 
different  kind  of  financial  arrangement  than  initially  proposed. 

But  the  objections  to  the  code  sharing  arrangements  I  have 
heard  voiced  again  and  again.  Put  very  simply,  if  American  is  will- 
ing to  give  back  the  $400  million  and  give  up  the  route,  we  can  go 
back  to  square  one.  But  when  they  wanted  to  make  the  acquisition, 
they  were  certainly  willing  to  accept  the  conditions. 

Mr.  Schofield.  That's  correct. 

Mr.  Oberstar.  Now  that  they  have  the  route,  now  they  are  doing 
the  service,  they  don't  like  the  condition  being  exercised  by  an- 
other party.  They  want  to  have  their  cake  and  eat  it  as  well. 

Mr.  Schofield.  It  is  called  changing  the  rules  in  the  middle  of 
the  game  when  you  are  ahead  11  to  nothing. 

Mr.  Oberstar.  You  can't  have  it  both  ways,  that  is  for  sure. 

Mr.  Schofield.  Right. 

Mr.  Oberstar.  You  present  for  the  committee  a  different  analy- 
sis of  the  industrj-'s  problems  than  your  predecessor  competitors. 
Your  statement  of  the  case  is  that  the  primary  cause  of  the  indus- 
try's financial  problems — as  you  put  it — is  in  excess  capacity.  As 
you  have  demonstrated,  most  of  that  capacity  was  added  by  three 
carriers — American,  United,  and  Delta. 

Their  position  is  that  the  problem  of  the  industry  is  not  that 
they  have  too  many  seats  chasing  too  few  passengers,  but  unduly 
low  fares  initiated  by  Chapter  11  airlines.  It  reminds  me  of  the  old 
cowboy  and  Indian  movie  of  the  guy  sitting  on  the  corner  of  the 
valley  and  says,  "They  went  that-a-way,"  pointing  a  hand  in  each 
direction. 

Everybody  can't  be  right. 

To  what  extent  are  low  fares  a  problem  in  this  industry?  And  the 
reverse,  would  higher  fares  produce  more  revenues  and  improve 
the  industry's  bottom  line  or  chase  customers  away? 

Mr.  Schofield.  First,  let  me  agree  v^dth  my  colleagues.  There  is 
no  question  that  bankrupt  carriers  have  caused  some  unreasonable 
fare  discoimting  in  the  industry.  I,  too,  agree  that  there  should  be 
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some  change  in  the  law  that  would  set  some  time  frame  for  dealing 
with  the  bankruptcy  process.  So  there  is  no  argument  among 
myself  and  my  colleagues  on  that  issue. 

Having  ssdd  that,  however,  I  do  not  believe  that  is  the  fundamen- 
tal problem  in  our  industry.  As  we  all  know,  this  is  a  very  cyclical 
business.  We  have  seen  the  highs  and  the  lows  of  this  industry  in 
the  past.  It  is  always  brought  about  by  overcapacity,  airlines  who 
want  to  go  for  market  share  as  opposed  to  profitability.  In  the  last 
3  years,  when  we  look  at  how  onerous  that  has  been  in  terms  of 
excess  capacity  and  noncompensatory  pricing,  it  is  easy  to  place 
the  blame  on  the  bankrupt  carriers,  but  I  don't  believe  that  is  the 
fundamental  problem  in  the  industry. 

In  fact,  the  most  onerous  fare  discounting  that  has  taken  place 
in  the  last  couple  of  years  w£is,  in  my  opinion,  so-called  value  fares 
instituted  by  American  Airlines  in  the  spring  of  1992.  I  can  assure 
you  that  that  cost  this  industry  hundreds  of  millions  of  dollars  in 
revenue.  We  operated  at  the  highest  load  factors  the  industry  has 
seen  in  several  years,  and  yet  we  all  reported  record  losses  in  the 
second  and  third  quarters. 

So  it  is  not  quite  as  simple  as  saying  that  it  is  the  bankrupt  car- 
riers. There  are  other  major  factors  that  go  into  the  revenue  line. 

Mr.  Oberstar.  Let  me  pursue  the  other  part  of  the  question, 
which  is  the  question  of  higher  fares.  Would  higher  fares  produce 
more  revenue  and  improve  the  bottom  line?  Or  would  higher  fares 
simply  drive  customers  away  and  the  net  effect  be  either  the  same 
or  lost  revenue? 

Mr.  ScHOFiELD.  I  think  that  as  both  Ron  Allen  and  Steve  Wolf 
tried  to  articulate,  there  is — and  every  airline  looks  for  it — a  magic 
crossing  line  of  elasticity  in  the  marketplace  in  how  high  the  jdeld 
can  be.  Each  of  us  have  very  sophisticated  computer  models  that 
run  those  lines  to  see  exactly  where  they  cross.  And  we  experiment 
in  fares  in  different  segments  in  different  parts  of  the  country. 

Generally  an  airline  will  find  very  quickly  when  it  has  over- 
priced its  product  because  you  will  see  an  immediate  drop  in  load 
factor  or  in  bookings.  We  at  USAir  monitor  every  flight  every  day 
to  examine  what  the  advance  bookings  are. 

We  at  USAir  look  at — and  I  think  the  industry  needs  to  pay 
more  attention  to  this — unit  revenues  as  opposed  to  this  arbitrary 
mix  of  yield  and  load  factor.  In  measuring  unit  revenues  you  are 
able  to  determine  whether  you  are  pricing  the  product  correctly 
and  whether  it  provides  a  margin  against  your  unit  operating  cost 
so  that  there  is  some  profitability. 

As  was  mentioned  by  one  of  the  Congressmen,  we  have  forgotten 
about  our  shareholders.  In  this  industry  where  it  is  both  capital- 
intensive  and  labor-intensive,  we  have  gotten  caught  up  in  that, 
but  I  think  we  better  start  thinking  about  our  shareholders. 

Mr.  Oberstar.  I  have  never  heard  the  term,  unit  revenues.  That 
is  an  interesting  concept. 

I  am  still  having  a  problem  with  this  matter  of  the  bankrupt  car- 
riers' effect  upon  the  healthy  carriers.  How  do  they  reduce  the 
fares?  How  do  they  keep  the  fares  unrealistically  low?  You  said  a 
moment  ago — and  I  fully  agree — that  American  Airlines  and 
Northwest  drove  this  engine  of  fare  discounting  last  year — last 
April — with  the  two  separate  promotions  that  they  announced.  The 
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value  fares  certainly  had  a  destructive  effect  upon  the  market- 
place. But  they  were  not  a  bankrupt  carrier. 

Mr.  ScHOFiELD.  That's  right. 

Mr.  Oberstar.  It  wasn't  TWA  and  it  wasn't  Continental  that  of- 
fered those  fares.  It  was  the  leaders  in  the  industry.  So  how  were 
those  fares  influenced  by  bankrupt  carriers? 

Mr.  ScHOFiELD.  I  don  t  believe  they  were  at  all.  I  don't  think  it 
had  ginjrthing  to  do  with  it. 

Mr.  Oberstar.  Is  that  a  practice  of  trying  to  shoot  the  wounded 
to  drive  them  out  of  the  marketplace? 

Mr.  ScHOFiELD.  I  think  that  is  precisely  correct. 

Mr.  Oberstar.  Mr.  Clinger. 

Mr.  Clinger.  Of  course,  the  bankrupt  carriers  are  also  contribut- 
ing to  this  overcapacity  problem  so  that  as  you  cut  the  fares,  you 
still  have  too  many  seats  chasing  too  few  people  as  long  as  the 
bankrupt  carriers  are  in  the  mix,  as  it  were. 

Just  on  a  totgdly  unrelated  subject — and  it  is  probably  unfair  to 
speculate  on  what  the  President  is  going  to  say  tonight — ^but  rumor 
has  it  that  the  energy  tax  may  be  proposed  this  evening.  We  have 
people  working  with  all  sorts  of  computer  models  right  as  we  speak 
here  that  suggest  that  that  could  result  in  an  8  cent  per  gallon  in- 
crease in  av  fuel.  What  kind  of  an  impact  would  that  have  on  your 
operation? 

Mr.  ScHOFiELD.  For  every  cent  increase  it  is  about  $13  million 
pre-tax.  So  we  would  be  talking  about  something  in  the  order  of 
$95  million  to  $105  million  increase  in  the  cost  of  doing  business 
overnight,  which  would  be  very  onerous. 

Mr.  Clinger.  Obviously,  in  the  1980s  when  we  were  projecting 
growth  factors  of  6  to  7  percent  per  year  for  the  aviation  indus- 
try— ^before  Desert  Storm,  before  the  deepening  recession,  and  all  of 
that — ^there  was  some  justification  for  making  the  kind  of  pur- 
chases that  were  being  made  at  that  time.  Now  it  would  appear 
that  that  growth  factor  is  like  1  percent  domestic£dly. 

Is  that  what  you  foresee  in  terms  of  domestic  travel?  Where  is 
the  growth  potential  for  your  industry? 

Mr.  ScHOFiELD.  The  growth  is  basically  on  the  international  side. 
That  is  where  the  major  growth  is.  That  is  why  we  have  seen  the 
expansion  into  the  international  markets. 

We  are  forecasting  capacity  growth  in  the  industry  on  an  aver- 
age of  1  percent  per  year  for  the  next  3  years,  and  we  are  hoping  to 
see  demand  increase  by  something  in  the  order  of  2  to  2.5  percent 
with  a  revitalized  economy.  And  therein  lies  the  margin  that  we're 
talking  about  in  our  industry. 

One  of  the  things  I  think  needs  to  be  clarified.  In  our  business, 
the  margins  are  highly  leveraged.  A  1-cent  change  in  seat  mile  cost 
or  a  1  cent  change  in  revenue  per  ASM  brings  tremendous  dollar 
value  right  to  the  bottom  line.  So  while  it  would  appear  that  we 
are  talking  about  very  small  percentages,  those  margins  are  very 
significant  in  terms  of  their  leverage. 

Mr.  CuNGER.  But  obviously  if  you  are  precluded  as  a  carrier 
from  competing  in  the  international  market,  your  potential  growth 
is  also  severely  limited,  is  it  not? 

Mr.  ScHOFiELD.  Well,  it  is  absolutely  limited.  As  again  the  Big 
Three  would  continue  to  grow  domestically,  supported  by  the  prof- 
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itability  from  the  international  markets  —  and  there  is  profitabil- 
ity there — the  international  markets  subsidize  the  domestic  losses. 
That  is  how  they  have  been  able  to  continue  to  grow.  That  would 
certainly  continue  over  time. 

Mr.  CuNGER.  One  of  the  arguments  made  in  opposition  to  the  in- 
vestment by  British  Airways  in  USAir — and  I  remind  you  of  the 
fact  that  it  is  clearly  permissable  under  United  States  law — the  ar- 
gument is  that  if  the  Government  approves  the  transaction  we  will 
no  longer  have  leverage  with  the  British  to  get  any  further  conces- 
sions in  terms  of  access  to  Britain  or  beyond. 

How  do  you  respond  to  those  kind  of  arguments? 

Mr.  ScHOFiELD.  I  view  it  180  degrees  from  that.  USAir  and  Brit- 
ish Airways  very  carefully  crafted  this  second  agreement.  The  in- 
vestment, if  you  will,  by  British  Airways  into  USAir  is  really  in 
three  individual  tranches.  The  first  $300  million  convertible  pre- 
ferred is  strictly  passive,  does  not  give  British  Airways  any  new 
route  authority,  does  not  entitle  British  Airways  to  anything 
except  a  dividend  of  7  percent  over  the  period  of  the  $300  million. 
They  do  get  three  Board  seats,  but  it  is  one  vote  per  seat  so  there 
are  no  super  majority  and  no  control  provisions.  It  is  just  a 
straightforward  passive  investment. 

The  second  and  third  investments  will  occur  3  years  out  and 
either  4  or  5  years  out,  depending  upon  the  option  chosen.  Before 
additional  capital  investment  would  be  made,  it  would  allow  for  the 
Department  of  Transportation  and/or  Congress  to  extract  some  ad- 
ditional quid  pro  quo  for  that  investment. 

So  the  way  we  tried  to  structure  this  investment  was  to  encour- 
age the  United  Kingdom  to  pull  down  artificial  barriers,  to  encour- 
age British  Airways  to  be  supportive  of  that  happening.  Ultimate- 
ly, it  is  a  win-win  for  both  sides.  So  USAir  gets  its  total  investment, 
British  Airways  gets  to  have  its  relationship  with  the  United 
States,  and  the  United  States  carriers  would  get  whatever  renegoti- 
ated deal  comes  from  that  quid  pro  quo. 

So  to  us,  it  is  a  win-win. 

Mr.  Clinger.  Right.  With  the  first  tranche  here,  we  are  really 
not  talking  about  British  Airways  getting  any  greater  advantage  or 
any  greater  benefit.  To  the  extent  that  they  will,  we  will  have  the 
ability  to  affect  the  outcome.  In  other  words,  the  Government  will 
have  an  option  to  obtain  greater  rights  from  the  British. 

Mr.  ScHOFiELD.  That  is  exactly  right. 

Mr.  Clinger.  Your  proposal  provides  that  leverage. 

Mr.  ScHOFiELD.  That  is  exactly  right. 

And  in  addition,  USAir  will  divest  itself  of  three  international 
routes  from  Charlotte,  BWI,  and  Philadelphia  to  the  United  King- 
dom. USAir  will  make  those  available  for  sale  to  any  of  our  airline 
competitors.  So  in  addition,  there  are  new  routes  to  be  flown  by 
those  who  may  not  have  them  today. 

Mr.  Oberstar.  Mr.  Borski. 

Mr.  BoRSKi.  Thank  you,  Mr.  Chairman. 

Mr.  Schofield,  without  an  agreement  such  as  the  one  you  have 
proposed  with  British  Airways,  would  USAir  be  able  to  compete 
with  the  Big  Three? 

Mr.  Schofield.  In  the  near  term,  the  answer  is  yes.  In  the  longer 
term,  it  is  difficult  to  tell. 
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As  I  indicated  earlier,  if  the  Big  Three  are  able  to  subsidize  do- 
mestic losses  by  their  international  operation,  they  can  keep  grow- 
ing the  domestic  route  system  to  the  point  where  they  put  the 
squeeze  on  airlines  like  USAir  and  others. 

So  it  is  very  problematical.  It  would  definitely  put  USAir  at  a 
disadvantage  as  we  move  into  the  21st  century. 

Mr.  BoRSKi.  I  know  you  are  not  saying  that  USAir  may  not  sur- 
vive if  this  deal  did  not  go  through,  but  could  you  tell  us  what 
would  happen  if  the  worst  possible  scenario  happened  and  USAir 
would  not  survive? 

Mr.  ScHOFiELD.  Yes.  Actually,  we  have  said  that  notwithstanding 
the  British  Airways  transaction  that  USAir  would  be  a  survivor. 
We  have  been  very  assured  of  that.  But  having  said  that,  it  makes 
USAir  a  much  weaker  competitor  in  the  future  and  we  do  not  be- 
lieve that  is  obviously  in  the  best  interest  of  the  consumer,  the 
communities  we  serve,  or  the  security  of  our  employees  and  our 
shareholders. 

That  is  simply  not  a  viable  option  for  us. 

Mr.  BoRSKi.  Others  have  claimed  that  the  code  sharing  agree- 
ment is  not  authorized  under  the  bilateral  agreement.  Is  that  the 
case? 

Mr.  ScHOFiELD.  That  is  just  not  true.  Let  me  give  you  the  history 
on  that. 

When  American  and  United  acquired  the  international  assets  of 
TWA  and  Pan  Am,  they  wanted  landing  rights  at  Heathrow.  Part 
of  the  quid  pro  quo  for  the  U.K.  government  allowing  that  to  take 
place  was  the  code  sharing  agreement  that  now  exists  that  is  em- 
bodied within  the  Bermuda  II. 

So  as  I  said  earlier,  what  has  happened  now  that  American  and 
United  have  what  they  want — access  and  slots  into  Heathrow — 
they  would  like  to  change  the  game  to  denounce  or  renounce  code 
sharing. 

By  the  way,  United  Airlines  does  have  code  sharing  today  with 
British  Midland  in  the  U.K.  So  they  find  it  fit  to  use  on  the  other 
end,  but  not  on  this  end. 

Mr.  BoRSKi.  Is  your  code  sharing  agreement  any  different  from 
United's  or  other  code  sharing  agreements? 

Mr.  ScHOFiELD.  Absolutely  not. 

Mr.  BoRSKi.  Thank  you,  sir. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Shuster. 

Mr.  Shuster.  Thank  you,  Mr.  Chairman. 

Mr.  Schofield,  I  don't  see  any  mystery  at  all  in  these  fare  wars. 
Tell  me  where  I  am  wrong. 

It  seems  to  me  that  it  would  be  a  very  rational  decision  on  the 
part  of  the  Big  Three  to  engEige  in  competition — and  cut-throat 
competition — ^because  they  are  the  stronger,  to  drive  out  the  small- 
er. Any  elementary  economic  textbook  describes  cut-throat  compe- 
tition in  those  terms.  So  it  is  a  very  rational  approach  if  you  are 
running  a  big  airline  to  try  to  reduce  competition,  to  get  rid  of 
your  competition.  Of  course,  the  Government  has  a  different  re- 
sponsibility, which  is  to  stimulate  competition. 

Am  I  wrong  here?  Do  you  see  this  any  differently? 
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Mr.  ScHOFiELD.  No,  I  don't,  Congressman.  I  think  it  is  basically 
that  simple.  We  sort  of  have  a  comment  in  the  industry,  "Whose 
balance  sheet  will  hit  the  wall  first?  Who  can  withstand  the  most 
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We  know  who  has  the  deep  pockets  in  our  industry. 

Mr.  Shuster.  I  saw  your  statistics  that  the  Big  Three  have  gone 
from  38  percent  to  60  percent  market  share,  secondly  growth  in  the 
past  3  years — the  Big  Three  have  grown  by  35  percent  and  all 
others  by  10  percent. 

I  would  invite  the  airline  industry  here  to  refute  these  numbers 
in  writing  to  this  committee.  If  they  can't  be  refuted,  I  think  these 
statistics  are  of  themselves  a  fundamental  basis  for  our  taking 
action  to  see  to  it  that  the  predatory  pricing  doesn't  continue  in 
this  industry. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Geren. 

Mr.  Geren.  Mr.  Chairman,  I  have  questions,  but  I  wonder  if 
we're  going  to  go  vote.  Are  we  going  to  have  an  opportunity  to 
come  back  after  the  vote? 

Mr.  Oberstar.  We  sure  will.  Take  your  5  minutes  and  then  we 
will  break,  vote,  and  come  back. 

Mr.  Geren.  You  obviously  think  that  the  opportunity  for  foreign 
investment  in  American  airlines  is  very  important.  Why  is  that 
same  capital  not  available  within  the  continental  United  States? 

Mr.  ScHOFiELD.  I  think  in  the  case  of  USAir,  because  of  our 
losses  and  because  of  our  balance  sheet,  we  are  below  investment 
grade.  So  it  is  extremely  difficult  for  an  airline  like  USAir  to  go 
out  and  find  equity  in  the  open  marketplace. 

I  guess  the  question  is.  What  is  wrong  with  foreign  investment 
when  it  is  allowed  in  every  other  industry  in  the  United  States? 
Why  would  we  single  out  airlines? 

Mr.  Geren.  That  was  not  the  direction  I  was  going.  I  could 
answer  that  question,  but  I  would  like  to  go  a  little  different  direc- 
tion. 

Why  is  it  that  British  Airways  would  want  to  make  an  invest- 
ment? They  certainly  have  the  same  knowledge  that  every  Ameri- 
can capitalist  has.  Why  is  it  that  they  would  want  to  make  an  in- 
vestment in  USAir  when  a  domestic  investor  would  not? 

Mr.  ScHOFiELD.  I  think  British  Airways  has  a  vision  for  the 
future.  Their  future  is  that  this  is  a  global  marketplace.  British 
Airways  wants  to  put  its  stake  in  the  ground  in  that  regard. 

So  in  the  short  term,  certainly  we  are — notwithstanding  what 
Mr.  Wolf  said  this  morning,  we  are  paying  a  dividend  for  the  pre- 
ferred equity  that  British  Airways  has  put  in — ^but  in  the  longer 
term,  I  think  British  Airways  believes  that  because  it  is  a  global 
marketplace  it  will  be  a  good  investment  for  their  future. 

Mr.  Geren.  I  would  just  pose  another  theory — and  we  don't  have 
British  Airways  here  to  try  to  explain  their  investment  criteria — 
but  it  offers  something  to  a  foreign  airline  that  it  doesn't  offer  to  a 
domestic  airline  or  to  a  domestic  investor.  There  is  value  to  British 
Airways  that  doesn't  exist  for  an  American  investor  because  an 
American  investor  would  already  have  the  access  to  the  American 
market. 
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It  seems  as  if  that  is  the  crux  of  the  problem.  British  Airways  is 
getting  something  that  a  domestic  investor  is  not  getting,  which  is 
access  to  a  market  it  currently  doesn't  have,  if  you  go  through  the 
three  steps  of  your  investment. 

To  me,  that  is  what  is  at  stake  here.  There  is  a  value  in  your 
routes  to  a  foreign  investor  which  doesn't  exist  for  an  American  in- 
vestor. So  we  are  giving  them  something  that  is  more  than  is  on 
the  surface  of  this  deal.  That  is  why  a  foreign  investor  is  willing  to 
put  the  money  into  USAir  and  a  domestic  investor  is  not. 

Mr.  ScHOFiELD.  I  think  that  is  a  very  complicated  question  or 
statement.  Certainly,  British  Airways  expects  to  get  some  return 
on  its  investment.  They  are  not  stupid  people  and  they  would  not 
invest  that  kind  of  money  unless  they  thought  there  was  a  return 
for  their  shareholders. 

But  in  the  longer  term,  British  Airways  is  not  getting  any  addi- 
tional access  to  any  international  markets  or  any  domestic  markets 
that  are  not  provided  for  in  the  existing  treaties  that  we  have 
today. 

Mr.  Geren.  Then  why  would  they  be  willing  to  pay  a  premium 
for  an  investment  in  USAir  over  what  you  could  get  in  the  domes- 
tic marketplace? 

Mr.  ScHOFiELD.  Because  they  believed  that  in  the  future,  when 
the  artificial  barriers  come  down,  and  the  bilaterals  go  away — and 
I  happen  to  be  one  who  believes  that  will  happen  in  some  reasona- 
ble time  frame — they  will  have  formed  an  alliance  and  partnership 
with  a  major  domestic  carrier.  So  they  are  investing  in  the  future. 
I  do  not  think  they  believe  they  are  investing  in  the  short  term  in 
getting  new  markets.  That  is  not  their  intention. 

Mr.  Geren.  But  it  seems  to  me  that  the  whole  reason  people  are 
driving  for  increased  foreign  opportunities  to  invest  in  American 
airlines — capital  is  pretty  fluid  in  this  world  and  it  goes  where  the 
best  deal  is.  There  is  plenty  of  money  in  the  American  market- 
place, probably  more  investment  capital  than  there  is  in  Great 
Britain.  But  it  seems  that  while  there  is  an  interest  of  foreign  in- 
vestors, it  is  because  they  get  more  out  of  this  kind  of  a  deal  than  a 
domestic  investor  gets  out  of  this  kind  of  a  deal. 

Mr.  ScHOFiELD.  I  don't  know  that  I  agree  with  that.  Again,  I 
think  British  Airways  has  a  vision  for  the  future,  and  that  is  the 
investment  they  are  going  to  make.  While  you  are  right  that  there 
is  a  lot  of  investment  capital  around,  unfortunately  there  is  not  for 
many  of  the  carriers  in  our  industry,  including  USAir. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

The  gentleman  from  Oklahoma  wishes  recognition. 

Mr.  Inhofe.  I  know  we  are  trying  to  dispense  with  this  witness 
before  we  go  vote,  but  I  have  just  two  short  yes  or  no  questions. 

Mr.  Oberstar.  The  witness  will  remain  when  we  come  back,  but 
if  the  gentleman  wishes  to  ask  his  questions 

Mr,  Inhofe.  I  do. 

You  are  either  quoted  or  misquoted  last  summer  when  the  origi- 
nal investment  was  announced  last  summer  by  British  Airways 
that  it  was  not  necessary  in  order  for  you  to  survive. 

Now  that  some  time  has  gone  by,  w£is  that  $300  million  neces- 
sary for  you  to  survive — using  that  word — and  in  the  next  5  years 
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the  projected  $450  million — would  you  anticipate  that  that  would 
be  necessary  for  you  to  survive? 

Mr.  ScHOFiELD.  No.  I  just  said  a  few  minutes  ago  that  I  think 
USAir  is  a  survivor.  I  believe  it  is  a  survivor.  I  said  that. 

Mr.  Inhofe.  The  second  yes  or  no  question  would  be — I  have  just 
gotten  the  last  word  on  what  we  think  we're  going  to  hear  tonight 
in  terms  of  BTU's.  It  computes  out  to  be  approximately  8  cents  per 
gallon  for  jet  fuel.  How  is  this  going  to  affect  USAir? 

Mr.  ScHOFiELD.  It  will  be  devastating.  It  will  cost  us  another  $100 
million  to  do  business. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting.  If  the 
FAA  and  the  airlines  ran  schedules  as  inefficiently  as  we  run 
schedules  here  in  the  House,  you  would  have  a  sign  that  said  that 
these  airline  schedules  are  only  suggested  arrival  and  departure 
times.  [Laughter.] 

I  am  sorry  for  the  interruption.  We  can't  predict  when  votes  are 
going  to  take  place.  We  didn't  expect  votes  this  afternoon.  Certain- 
ly, it  is  unprecedented  in  the  history  of  the  House  of  Representa- 
tives to  vote  on  the  resolution  to  recess  the  House  and  reconvene  to 
hear  the  President's  State  of  the  Union  address.  We  have  never 
ever  voted  on  that,  but  we  did  today.  I  think  it  was  in  your  honor, 
Mr.  Schofield.  [Laughter.] 

Mr.  Schofield.  I  appreciate  that. 

Mr.  Oberstar.  You  attracted  votes  on  the  House  floor  like  fly 
paper  attracts  flies.[Laughter.] 

Mr.  BoRSKi.  Mr.  Chairman? 

Mr.  Oberstar.  Yes,  Mr.  Borski. 

Mr.  Borski.  The  most  amazing  part  is  that  we  then  voted  to  re- 
consider that  vote. 

Mr.  Oberstar.  That  is  even  worse.  [Laughter.] 

Would  encourage  competition  if  we  changed  current  policy  and 
Federal  law,  which  allows  international  routes  to  be  sold  to  the 
highest  bidder,  and  instead  give  the  DOT  authority  to  require  that 
the  route  be  sold  to  the  airline  that  can  provide  the  best  service,  as 
we  do  in  the  award  of  for  instance,  a  bilateral? 

Would  such  a  change  promote  competition? 

Mr.  Schofield.  Basically,  I  think  the  answer  is  yes,  but  it  is  diffi- 
cult to  define  what  the  best  service  really  is. 

Mr.  Oberstar.  Well,  using  the  same  criteria  under  which  the  De- 
partment makes  an  award  where  there  is  not  a  sale  involved. 

That  might  not  have  changed  the  outcome  of  what  I  think  was  a 
bad  decision  in  the  last  year  or  so  on  the  part  of  the  Department 
on  the  Milan  route.  I  think  that  route  should  have  gone  to  USAir 
and  not  to  United.  I  think  that  would  have  helped  to  keep  more 
competition  in  that  service.  The  Department  came  to  a  different 
conclusion,  however,  and  they  might  indeed  come  to  the  same  kind 
of  conclusion  in  route  sales. 

But  if  our  purpose  is  to  enhance  competition  in  this  country,  to 
keep  competitors  alive,  then  you  must  have  a  mechanism  by  which 
domestic  carriers  can  survive  through  increased  international  op- 
portunities. 

Mr.  Schofield.  I  would  certainly  agree  with  that.  As  you  have 
already  indicated,  USAir's  applications  to  save  manchester  and 
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Milan  from  Pittsburgh  were  rebuffed.  That  does  create  an  unlevel 
pla3dng  field  as  far  as  the  disadvantaged  in  terms  of  international 
route  authority. 

So  without  question,  it  would  enhance  opportunities  for  carriers 
like  USAir. 

Mr.  Oberstar.  The  thrust  of  your  testimony  is  to  encourage  in- 
creased investment  by  foreign  carriers.  Are  there  other  steps  that 
the  Government  can  take  to  provide  greater  financial  resources  for 
carriers? 

Mr.  ScHOFiELD.  I  would  agree  again  with  my  colleagues  in  terms 
of  investment  tax  credit  and  in  terms  of  alternative  minimum  tax. 
Jim  Landry,  president  of  ATA,  is  going  to  talk  about  the  wide 
issues  of  other  onerous  cost  effects  on  the  airlines.  Those  are  all 
issues  that  need  to  be  dealt  with.  I  just  tried  to  deal  with  two 
issues,  which  were  foreign  investment  and  overcapacity. 

Mr.  Oberstar.  I  might  take  issue,  and  I  think  investment  ana- 
lysts will  take  issue  with  the  investment  tax  credit.  I  used  to  think 
that  was  a  good  idea.  Now  I  think  in  this  excess  capacity  period, 
you  may  have  a  limited  ability  to  stimulate  where  airlines  are  ren- 
ovating old  aircraft  by  either  reengining  or  doing  other  modifica- 
tions to  older  aircraft.  But  in  a  time  of  excess  capacity  where  the 
airlines  canceled  orders  in  excess  of  $18.5  billion,  I  just  don't  see 
promoting  a  rush  to  buy  aircraft  simply  because  you  get  a  tax 
credit,  especially  when  you're  not  making  a  profit. 

Mr.  ScHOFiELD.  And  I  don't  think  that  would  be  in  the  near  term 
as  well.  But  I  think  over  time  that  is  an  important  ingredient. 

USAir  has  a  very  young  fleet  as  well,  with  59  percent  of  our  fleet 
stage  III.  But  when  you  look  at  the  mandated  Federal  regulation 
for  stage  III  aircraft,  there  have  been  estimates  that  say  that  just 
to  replace  the  existing  fleets  without  adding  additional  capacity 
could  require  an  infusion  of  capital  of  something  in  the  order  of 
$100  billion. 

So  again  notwithstanding  the  capacity  issue,  just  replenishing 
the  fleet  is  very  significant. 

Mr.  Oberstar.  I  think  in  time  that  is  the  right  approach. 

Mr.  Horn? 

Mr.  Horn.  I  would  like  to  pursue  the  issue  of  tax  credits.  I  agree 
with  you  on  that.  Perhaps  a  provision  could  be  provided  in  the  case 
of  firms  with  this  tremendous  excess  capacity,  where  it  was  direct- 
ly related  to  taking  it,  provided  you  retired  equivalent  capacity  as 
you  moved  to  stage  III  and  stage  IV  beyond  that  when  we  get  to 
that. 

Just  for  the  record,  I  am  sure  your  planning  people  must  have 
figured  this  one  out.  In  the  worst  possible  scenario,  and  USAir  did 
have  a  real  problem  of  survival,  how  many  communities,  in  your 
judgment,  and  how  many  potential  millions  of  people  would  no 
longer  be  served  because  you  have  simply  uneconomic  routes  in 
part  of  your  system  that  other  airlines  that  might  survive — say, 
the  Big  Three— do  not  have?  What  would  be  the  impact  of  that? 

l^r.  ScHOFiELD.  Congressman,  we  serve — USAir  and  USAir  Ex- 
press combined — 213  communities,  if  my  memory  serves  me  right. 
USAir  carries  nearly  60  million  customers  a  year.  There  would  be 
many  of  our  communities  that  would  go  without  essential  air  serv- 
ice at  all.  Certainly  where  we  are  a  major  carrier  in  western  Penn- 
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sylvania,  the  Carolinas,  and  even  in  Florida  now  where  we  are  a 
very  major  airline,  there  would  be  a  significant  shortfall  in  capac- 

So  I  think  it  would  be  very  widespread.  If  you  look  at  USAir 
today,  domestically  we  are  the  number  one  airline  in  Boston,  the 
New  York  area,  Philadelphia,  Baltimore,  Washington,  Pittsburgh, 
Charlotte,  Tampa,  and  we  are  the  largest  intra-airline  in  Florida, 
and  the  largest  inter-airline  from  the  Northeast  into  Florida. 

So  it  would  have  a  very  dramatic  impact  not  only  in  terms  of  the 
communities  served,  but  on  the  economy  in  those  communities,  and 
certainly  on  our  employees. 

Mr.  Oberstar.  Mr.  Schofield,  I  know  that  you  have  a  plane  to 
catch.  These  folks  have  intruded  into  the  time  we  intended  to 
spend  with  you  and  prolonged  it.  I  thank  you  very  much  for  being 
with  us. 

Mr.  Valentine  has  a  question  that  he  would  like  you  to  respond 
to  for  the  record. 

If  the  USAir/British  Airways  pact  were  approved  by  the  Secre- 
tary of  Transportation,  would  USAir  take  steps  to  hire  back  at 
least  a  portion  of  its  303  pilots  that  are  currently  furloughed? 

You  may  answer  that  question  for  the  record. 

Mr.  Schofield.  I  certainly  will. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Glad  to  have  you  here. 

[Mr.  Schofield's  response  to  Mr.  Valentine's  question  follows:] 

Question  for  the  Record  by  Mr.  Valentine  to  Seth  Schofield,  CEO  of  USAir 

Question.  Should  implementation  of  the  USAir-British  Airways  Pact  be  approved 
by  the  Secretary  of  Transportation,  would  USAir  take  steps  to  hire  back  at  least  a 
portion  of  its  303  pilots  that  are  currently  furloughed? 

Answer.  Implementation  of  the  USAir-British  Airways  expected  to  create  new 
jobs  in  the  immediate  future.  However,  the  strengthening  of  USAir  through  the 
code  sharing  portion  of  the  arrangement,  which  is  designed  to  provide  us  an  in- 
crease in  revenue  passengers,  will  hopefully  ultimately  allow  us  to  rehire  our  fur- 
loughees  as  well  as  assure  the  continued  employment  of  our  47,000  current  employ- 
ees. 

Our  next  witness  is  Mr.  Philip  Baggaley,  the  director  in  the  rat- 
ings group,  Standard  &  Poor's  Corporation.  He  has  been  a  witness 
in  previous  years  and  hearings  before  this  committee. 

Mr.  Baggaley,  we  are  very  glad  to  have  you  with  us.  We  welcome 
your  testimony. 

TESTIMONY  OF  PHILIP  BAGGALEY,  DIRECTOR  OF  RATINGS 
GROUP,  STANDARD  &  POOR'S  CORP. 

Mr.  Baggaley.  Thank  you,  Mr.  Chairman  and  Members  of  the 
committee  for  the  opportunity  to  speak  today. 

I  would  like  to  ask  that  my  written  testimony  be  placed  in  the 
record. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Baggaley.  By  now  you  have  heard  the  financial  condition  of 
the  United  States  airline  industry  described  in  apocalyptic  terms 
by  several  witnesses.  I  will  therefore  refrain  from  going  over  well- 
trodden  ground. 
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Let  me  just  add  another  perspective  on  the  situation  using 
Standard  &  Poor's  debt  ratings,  which  measure  a  company's  credit- 
worthiness. 

Of  the  11  airlines  rated  by  Standard  &  Poor's,  3  are  bankrupt,  4 
are  rated  speculative  grade — usually  referred  to  as  junk  bonds— 3 
are  rated  investment  grade,  but  are  under  review  for  a  possible 
downgrade — namely  American,  Delta,  and  United — and  only  one. 
Southwest  Airlines,  is  safely  within  investment  grade.  If  the  cur- 
rent reviews  of  American,  Delta,  and  United  result  in  downgrades 
out  of  investment  grade,  which  is  possible,  all  but  3  percent  of  the 
industry's  capacity  would  be  rated  in  speculative  grade,  which 
would  be  an  unprecedented  situation. 

While  airline  losses  should  narrow  in  1993  and  the  industry  turn 
profitable  next  year,  it  will  remain  financially  weak  and  vulnera- 
ble to  future  recessions.  Two  of  the  bankrupt  airlines,  America 
West  and  TWA,  may  not  even  make  it  to  the  next  recession.  An- 
other bankrupt  airline,  Continental,  has  an  uncertain  long-term 
future.  And  among  the  solvent  carriers.  Northwest  may  have  to  file 
for  bankruptcy  protection  later  this  year  if  it  is  unable  to  obtain 
concessions  from  its  unions  and  recapitalize. 

The  three  principal  causes  of  the  industry's  current  financial  dif- 
ficulties are  fundamental  economic  factors:  weak  demand  for  air 
travel,  due  to  a  sluggish  economy;  an  oversupply  of  airline  seats, 
due  to  aggressive  growth  by  stronger  carriers  and  survival  of  weak 
carriers  in  bankruptcy;  and  a  cost  structure  at  most  airlines  which 
generates  losses  under  current  conditions  and  will  squeeze  profits 
even  when  the  economy  recovers. 

The  chart  I  have  attached  to  the  written  copies  of  my  remarks 
provide  examples  which  illustrate  these  trends.  Unfortunately,  I 
don't  have  any  large  placards  like  Mr.  Schofield,  but  the  first  chart 
here,  which  shows  airline  unit  revenues  and  costs  of  American, 
Delta  and  United,  shows  that  the  airline  unit  costs  continued  to 
rise  in  1990  and  1991  even  as  the  recession  cut  into  passenger  reve- 
nues. 

The  second  chart,  which  shows  United  States  airline  interest  and 
rental  expense  as  a  percentage  of  total  revenues,  shows  the  rapid 
growth  of  cash  ownership  costs.  These  fixed  financial  costs  will  con- 
tinue to  burden  the  airlines  for  years  to  come. 

The  three  economic  factors  I  mentioned — weak  demand,  too 
many  seats,  and  high  costs — may  seem  simple  and  obvious.  Howev- 
er, they  must  be  kept  in  mind  when  looking  at  proposed  cures  for 
the  airline  industry's  problems.  Standard  &  Poor's  expects  the  bal- 
ance of  supply  and  demand  for  air  travel  to  improve  over  the  next 
several  years.  This  will  be  driven  by  economic  recovery  first  in  the 
United  States  and  later  in  Europe  and  Japan,  plus  a  markedly 
slower  rate  of  capacity  growth. 

Even  so,  and  despite  continued  efforts  to  cut  operating  and  cap- 
ital expenses,  airlines  will  continue  to  face  a  long-  term  cost  prob- 
lem. This  is  because  negotiating  pay-cuts  from  employees  is  diffi- 
cult and  slower  growth  will  put  upward  pressure  on  unit  costs  (that 
is,  cost  per  available  seat  mile).  Labor  costs,  about  35  percent  of  the 
total,  are  of  course  not  the  only  expense  which  can  be  addressed  by 
management  action,  but  other  cost  items  are  either  largely  con- 
trolled by  external  market  forces,  or  are  much  smaller  in  amount. 
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In  addition  to  the  long-term  cost  problem,  most  airlines  will 
remain  highly  leveraged  following  years  of  aggressive  growth  and 
then  heavy  losses. 

As  I  indicated  earlier,  the  long-term  survival  of  several  airlines 
remains  very  much  in  doubt.  However,  the  trend  towards  consoli- 
dation has  slowed  down  over  the  past  year.  This  is  because  several 
airlines  have  received  loans  or  equity  investments  from  foreign 
sources,  and  those  in  bankruptcy  have  managed  to  avoid  shutting 
down. 

The  slowing  of  consolidation  has  both  positive  and  negative  im- 
plications. It  implies  continued  price  competition  in  most  markets 
and  limits  aviation  job  loss.  At  the  same  time,  it  prolongs  the  in- 
dustry's overcapacity  and  erodes  the  financial  strength  of  stronger 
competitors.  This  is  a  major  factor  being  examined  in  our  current 
review  of  ratings  on  American,  Delta,  and  United. 

The  eventual  depth  of  competition  in  this  industry  will  vary 
from  market  to  market.  While  fewer  large  airlines  would  imply 
somewhat  less  competition  overall,  the  national  route  networks  op- 
erated by  the  Big  Three,  establishment  of  foreign  alliances  by  other 
airlines,  and  the  spread  of  Southwest  Airlines  should  offer  most 
travellers  low  cost  opportunities  for  travel.  Competition  is  driven 
by  the  number  of  competitors  offering  service  on  an  individual 
route  as  well  as  the  total  number  of  competitors  in  the  industry. 

Standard  &  Poor's,  as  a  matter  of  policy,  does  not  suggest,  en- 
dorse, or  oppose  specific  legislation.  My  comments  today  are  in- 
tended only  to  evaluate  the  likely  impact  of  possible  changes  in 
aviation  policy  on  the  industry's  financial  condition. 

Among  the  legislative  actions  offered  for  comment  by  the  sub- 
committee, the  following  would  have  a  generally  positive  impact  on 
the  financial  condition  of  all  airlines.  First,  reduction  in  the  ticket 
tax,  or  changes  in  the  alternative  minimum  tax  to  limit  liability  of 
unprofitable  companies;  improvement  in  the  air  traffic  control 
system;  obtaining  better  international  rights  for  United  States  car- 
riers; and  finally  ensuring  that  foreign  airlines  serving  the  United 
States  are  subject  to  the  same  requirements  as  United  States  inter- 
national airlines. 

These  actions  would  either  improve  opportunities  to  generate 
revenues  or  reduce  airline  operating  costs. 

The  other  legislation  offered  for  comment  would  either  have  a 
mixed  impact  or  be  favorable  to  some  airlines  and  unfavorable  to 
others.  For  example,  enactment  of  an  investment  tax  credit  would 
lower  cash  taxes  of  airlines  buying  equipment,  but  it  could  encour- 
age renewed  spending  and  perhaps  prolong  the  current  industry 
overcapacity.  In  some  cases,  such  as  changes  in  the  policy  for 
awarding  international  routes,  evaluation  is  difficult  without  spe- 
cifics. 

Any  look  at  reregulation  of  airline  service  or  rates  should  consid- 
er the  causes  of  the  current  financial  problems  which  I  mentioned 
earlier.  Reestablishment  of  an  aviation  regime  similar  to  that  exist- 
ing under  the  Civil  Aeronautics  Board,  would  in  itself  do  nothing 
to  boost  demand,  eliminate  excess  supply,  or  lower  costs. 

If  a  Federal  aviation  agency  were  intent  on  eliminating  airline 
losses  in  a  regulated  system,  it  would  either  have  to  reduce  the 
number  of  seats  flown — implying  grounded  aircraft  and  layoffs — or 
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it  would  have  to  impose  lower  wages  and  benefits  on  airline  em- 
ployees. The  former  course  would  tend  to  raise  ticket  prices. 

To  the  extent  that  such  policies  were  successful  in  eliminating 
losses,  they  would  also  tend  to  relieve  pressure  on  airline  manage- 
ment to  cut  costs  and  restrain  capital  spending. 

Consideration  of  these  reregulation  scenarios  illuminates  an  im- 
portant— if  unattractive — fact:  the  goals  of  eliminating  airline 
losses,  maintaining  low  ticket  prices  through  competition  or  other 
means,  limiting  foreign  investment  in  airlines,  and  maintaining 
current  levels  of  aviation  employment  and  pay  scales  are  difficult 
and  perhaps  impossible  to  reconcile. 

Among  the  policy  alternatives  offered  for  comment  by  the  sub- 
committee, only  those  I  listed  earlier  as  having  unambiguously 
positive  effects  would  further  all  these  goals.  Of  course,  such  poli- 
cies may  conflict  with  other  non-aviation  goals,  like  reducing  the 
Federal  deficit,  or  be  subject  to  the  consent  of  foreign  governments. 

Despite  the  current  state  of  the  airline  industry  and  the  difficul- 
ties facing  legislative  action  intended  to  improve  it,  there  are  posi- 
tive features  to  keep  in  mind.  The  current  imbalance  of  supply  and 
demand  should  gradually — if  painfully — be  corrected.  Over  the 
long-term,  increases  in  ticket  prices  have  been  less  than  the  rate  of 
inflation,  and  projected  future  increases  are  unlikely  to  exceed  that 
rate. 

Lastly,  United  States  airlines  remain  tough  competitors  in  the 
global  arena  with  relatively  low  costs  and  experience  in  competing 
under  difficult  conditions,  as  we  certainly  have  currently. 

Thank  you.  I  will  be  happy  to  answer  any  questions  you  may 
have. 

Mr.  BoRSKi  [assuming  chair].  Thank  you  very  much,  Mr.  Bagga- 
ley. 

I  note  in  your  testimony  that  you  state  that  the  principal  causes 
of  the  industry's  current  financial  difficulties  are  three  fundamen- 
tal economic  factors:  weak  demand,  oversupply  of  seats,  and  high 
costs. 

Absent  from  this  list  are  low  fares.  Ck)uld  you  comment  on  the 
relationship  of  the  industry's  fares  to  its  financial  troubles? 

Mr.  Baggaley.  The  interaction  of  the  weak  demand  and  too 
many  seats  is  what  produces  low  fares.  Airlines  will  try  to  maxi- 
mize their  revenues  as  best  they  can,  and  that  involves  a  trade-off 
between  filling  the  seats  and  charging  ticket  prices.  The  reason  we 
do  have  these  discounts  is  that  people  aren't  flying  and  there  are 
so  many  seats.  So  it  is  really  the  interaction  of  those  two  which 
produces  the  low  fares. 

Mr.  Borski.  So  fare  wars,  in  and  of  themselves,  come  from  the 
weak  demand  or  the  oversupply  of  seats  and  are  not  something 
that  is  leading  into  other  problems? 

Mr.  Baggaley.  Yes.  Fare  wars  are  a  result  of  the  underlying 
causes  rather  than  the  cause  itself. 

Mr.  Borski.  Along  the  same  lines,  you  also  state  that  reestablish- 
ment  of  an  aviation  regime  similar  to  that  existing  under  the  Civil 
Aeronautics  Board  would  do  little  to  solve  the  industry's  financial 
difficulties. 

What  if  we  did  reestablish  the  Civil  Aeronautics  Board  and  di- 
rected it  to  establish  minimum  fare  levels  in  the  hopes  of  increas- 
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ing  airline  revenues?  What  impact  would  this  have  on  the  indus- 
try's financial  problems? 

Mr.  Baggaley.  If  nothing  else  changed,  and  the  new  CAB  set 
minimum  fare  levels,  I  would  imagine  that  on  certain  routes  traffic 
would  drop  off  because  people  would  choose  not  to  fly.  Therefore, 
revenues  would  decline  and  losses  would  deepen.  You  can't  force 
people  into  planes. 

Mr.  BoRSKi.  What  is  your  outlook  for  the  industry  over  the  next 
few  years  in  terms  of  profitability  and  how  many  carriers  will  sur- 
vive? 

Mr.  Baggaley.  I  expect  we  will  see  a  gradual  and  uneven  return 
to  profitability.  My  guess  is  next  year,  but  that  is  only  a  guess  and 
it  changes  with  the  economy. 

The  number  of  competitors — I  think  we  have  gone  through  most 
of  the  consolidation  that  we're  going  to  see,  but  not  all  of  it.  TWA 
and  America  West  are  still  in  very  precarious  situations.  Whether 
they  survive  over  the  long-term  really  depends  on  how  specific 
events  unfold. 

However,  I  don't  think  you  will  see  the  industry  imploding  into 
just,  say,  three  big  carriers. 

Mr.  BoRSKi.  In  your  testimony  you  list  four  steps  which  could  be 
taken  to  improve  the  financial  conditions  of  all  airlines:  changing 
the  tax  laws,  improvements  in  the  air  traffic  control  system,  ob- 
taining better  international  rights  for  United  States  carriers,  and 
ensuring  that  foreign  airlines  serving  the  United  States  are  subject 
to  the  same  requirements  as  United  States  international  airlines. 

Assuming  that  we  could  make  a  reasonable  degree  of  progress  in 
all  these  suggestions,  how  much  difference  is  likely  to  be  made? 
Are  we  talking  about  the  improvement  of  the  industry's  profits  and 
loss  pictures  of  several  billions  a  year  or  improvements  of  only 
hundreds  of  millions  of  dollars  a  year? 

Mr.  Baggaley.  Well,  there  are  a  variety  of  possibilities  within 
each  of  those.  I  think  if  you  took  them  all  together  and  made  cer- 
tain assumptions — such  as  rolling  back  the  2  percent  increase  in 
the  ticket  tax  or  something  like  that — it  would  certainly  provide 
material  assistance  to  the  industry,  but  it  would  not  change  the 
basic  laws  of  supply  and  demand.  It  would  still  currently  be  an  un- 
profitable industry,  although  certainly  less  so  than  it  is  currently. 

I  guess  I  would  have  to  come  down  somewhere  in  the  middle.  It 
would  help  but  these  factors  in  and  of  themselves  are  not  as  large 
as  the  basic  economic  problems  facing  the  industry  currently. 

Mr.  BoRSKi.  In  the  chart  attached  to  your  testimony,  you  show 
that  the  industry's  interest  and  rental  expenses  have  increased 
from  6.4  percent  of  total  revenue  in  1982  to  13  percent  in  1991. 
Could  you  explain  to  us  why  you  chose  to  consider  rental  and  inter- 
est expense  together? 

Mr.  Baggaley.  Well,  rentals  are  really  just  another  way  of  fi- 
nancing planes.  Most  of  the  airline  leases  do  not  appear  on  the  bal- 
ance sheet  as  debt,  but  they  are  fixed  obligations.  Therefore,  in 
order  to  make  an  apples-to-apples  comparison,  if  you  will,  I  includ- 
ed both  of  them. 

Actually,  most  of  the  growth  in  airline  ownership  expenses  over 
the  past  5  years — especially  since  the  1986  Tax  Reform  Act — have 
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been  in  the  form  of  leased  aircraft.  Therefore,  those  costs  show  up 
as  rentals. 

Mr.  BoRSKi.  The  gentleman  from  California,  Mr.  Horn? 

Mr.  Horn.  You  and  a  number  of  other  witnesses  have  mentioned 
the  advantages  that  either  reduction  or  elimination  of  the  ticket 
tax  would  have  to  the  airlines. 

As  a  consumer,  I  don't  care  to  pay  that  tax,  either.  On  the  other 
hand,  I  really  don't  see  the  advantage — and  I  would  like  you  to 
educate  me  on  where  the  advantage  is.  If  we  eliminate  the  tax,  it 
seems  to  me  you  now  go  to  a  new  level  lower  than  what  we  have 
now.  There  is  no  assurance  that  we  will  stay  selling  tickets  at  the 
new  level  plus  the  gap  provided  by  the  tax. 

One  major  carrier,  perhaps,  is  going  to  go  down — or  a  bankrupt 
carrier,  whoever  one  sees  doing  this  the  most — ^will  go  to  that  new 
level  and  everybody  else  will  go  down  to  the  new  level.  Now,  in  the 
meantime,  the  Federal  Government  has  a  $400  billion  a  year  defi- 
cit. There  is  the  problem  of  how  we  cover  that  gap.  We  hope  to  find 
out  tonight. 

I  would  like  your  reaction  as  to:  Where  is  the  magic  in  eliminat- 
ing the  tax?  I  don't  like  paying  it  either,  but  I  don't  see  it  helping 
the  aircraft  industry  and  I  certainly  see  it  detracting  from  closing 
the  gap  we  have  as  a  $400  billion  annual  deficit. 

Mr.  Baggaley.  For  starters,  I  would  reiterate  that  the  policies  I 
chose  were  taken  from  the  list  provided  by  the  subcommittee,  to 
judge  which  ones  would  have  a  positive  impact.  It  is  not  a  recom- 
mendation or  opposition. 

Now  as  to  how  it  would  impact  the  airline  industry,  in  the  cur- 
rent weak  market,  those  costs  added  onto  the  ticket  price  simply 
drive  away  more  passengers.  If  you  lower  the  prices,  you  would 
have  somewhat  more  people  in  the  seats.  And  since  most  of  the 
cost  of  service  provided  is  a  fixed  cost  rather  than  the  meals  or 
baggage  handling,  that  would  generate  additional  revenues  for  the 
airline  industry. 

So  if  you  hold  everything  else  constant,  this  would  generate  more 
revenues  because  you  would  not  have  the  dampening  effect  of  the 
tax  increase  on  airline  demand. 

Mr.  Horn.  But  there's  nothing  that  really  requires  the  airlines 
to  hold  it  constant.  They  can  do  exactly  what  I  said  they  would  do. 
Somebody  will  operate  at  the  new  minimum  level. 

Mr.  Baggaley.  Airlines,  if  they  are  doing  the  job  they  should  be 
doing — and  I  won't  comment  on  that — they  are  trying  to  maximize 
revenues  at  any  given  point.  They  lower  fares  when  they  look  at 
the  market  and  see  that  that  is  the  best  way  to  generate  revenue, 
by  increasing  the  number  of  seats  filled. 

I  don't  see  that  the  airlines  would  choose  to  lower  fares  and  give 
away  that  revenue.  They  would  try  to  make  the  best  of  the  situa- 
tion. From  their  point  of  view,  the  situation  would  look  better  be- 
cause the  ticket  prices  are  lower,  but  the  costs  are  the  same. 

Mr.  Horn.  It  could  be  that  the  airlines  ought  to  start  doing  what 
the  hotels  do,  which  is  quote  you  the  rate  without  the  room  tax. 
Then  suddenly  when  you  are  checking  out,  there  are  three  taxes, 
two  taxes,  or  one  tax  levied  on  you.  [Laughter.] 

You  are  irritated,  but  you  don't  vote  in  that  city. 

I  don't  know  how  you  escape  that. 
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Mr.  Baggaley.  I  think  you  would  have  to  charge  them  after  they 
get  off  the  plane,  too.  As  they  are  checking  out. 

Mr.  Horn.  And  that  has  also  irritated  me  on  airport  exit  taxes, 
especially  in  foreign  nations.  Now  we  have  the  disease. 

Mr.  BoRSKi.  There  being  no  other  questions,  Mr.  Baggaley,  thank 
you  very  much  for  your  testimony.  I  appreciate  it  very  kindly. 

Mr.  Baggaley.  Thank  you. 

Mr.  BoRSKi.  Our  next  guest  will  be  Mr.  James  E.  Landry,  Presi- 
dent, Air  Transport  Association  of  America. 

TESTIMONY  OF  JAMES  E.  LANDRY,  PRESIDENT,  AIR  TRANSPORT 
ASSOCIATION  OF  AMERICA 

Mr.  Landry.  Thank  you,  Mr.  Chairman. 

I  am  Jim  Landry,  president  of  the  Air  Transport  Association. 

As  you  all  fully  well  know  by  now,  the  United  States  airline  in- 
dustry is  in  a  shockingly  distressed  state,  reeling  from  an  aggregate 
total  loss  of  more  than  $10  billion  over  the  past  3  years.  To  put  the 
industry's  losses  in  perspective,  they  wipe  out  almost  50  years  of 
accumulated  earnings  and  represent  over  70  percent  of  the  com- 
bined equity  of  the  six  publicly  traded  major  United  States  carri- 
ers. 

These  numbers  should  shock  and  alarm  the  Congress  just  as  they 
have  airline  managements. 

Unfortunately,  overly  simplistic  explanations  for  this  situation 
have  been  bandied  about  by  those  unfamiliar  with  the  economics  of 
the  industry.  When  analyzed,  they  reveal  a  fundamental  failure  to 
comprehend  the  true  issues  and  no  recognition  that  the  business 
environment  in  which  the  airlines  operate  today  is  incredibly  com- 
plex and  competitive. 

There  are  those  who  persist  in  misdiagnosing  the  industry's  prob- 
lems and  then  seek  to  cure  the  wrong  ailment.  Far  too  much  atten- 
tion seems  to  be  directed  at  the  misperception  that  competition  in 
the  airline  industry  is  somehow  lacking.  We  hear  much  about  the 
diminishing  numbers  of  competitors  and  how  this  somehow  has 
perverted  the  goals  of  deregulation. 

What  this  analysis  misses,  however,  is  the  fact  that  deregulation 
was  intended  to  produce  intense  competition  in  markets,  not  neces- 
sarily large  numbers  of  competitors.  That  it  has  succeeded  is  well 
evidenced  by  documented  consumer  savings.  The  fares  of  1992  are 
only  2  percent  above  1981  fare  levels,  versus  a  54  percent  increase 
in  the  consumer  price  index  over  the  same  period.  Market  competi- 
tion remains  extremely  intense. 

This  fear  of  diminished  competition,  unfortunately,  is  serving  to 
distract  congressional  attention  from  the  substantive  issues  affect- 
ing industry  health  that  are  well  within  your  control.  These 
issues — unwise  taxation,  unwarranted  regulatory  costs,  and  exces- 
sive and  misdirected  infrastructure  spending—deserve  and  even 
demand  your  attention. 

Clearly,  a  sick  economy  both  here  and  abroad  is  in  a  general 
sense  the  source  of  what  ails  the  airlines.  But  I  urge  you  not  to 
think  that  the  mere  restoration  of  a  healthy  economy  will  bring 
the  airlines  out  of  the  doldrums.  Sluggish  economic  growth  since 
1988  has  run  headlong  into  long-term  fleet  planning.  Aircraft  ac- 
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quisition  plans  were  based  upon  solid,  historic,  traffic  trends,  which 
had  to  be  put  into  motion  years  in  advance  of  air  traffic  delivery — 
and  they  were.  Unfortunately,  during  the  past  few  years,  the  pro- 
jected growth  failed  to  materialize. 

The  imperative  to  add  to  the  fleet  has  also  been  driven  by  public 
policy  mandated  by  the  Congress  under  the  Airport  Noise  and  Ca- 
pacity Act  of  1990.  If  a  carrier  plans  to  be  in  business  beyond  the 
December  31,  1999  cutoff  date  for  stage  II  operations,  it  must  be 
methodically  renewing  its  fleet  even  under  the  worst  of  economic 
conditions.  There  is  no  way  to  put  off  compliance  since  both  the 
regulatory  scheme  and  the  practical  realities  of  aircraft  availability 
require  progressive  action. 

Unfortunately,  an  immediate  halt  to  all  deliveries  as  the  econo- 
my slowed  was  not  the  easy  option  it  might  seem.  Every  new  air- 
craft involves  substantial  up  front,  typically  multi-year  progress 
payments.  The  contractual  cost  consequence  of  terminating  a 
single  order  may  run  as  high  as  20  percent  of  the  aircraft  cost  with 
multiple  order  cancellations  putting  at  risk  hundreds  of  millions  of 
dollars. 

As  my  prepared  statement  describes,  along  with  the  fleet  renew- 
al mandate,  1990  was  a  pivotal  year  for  the  airlines  in  many  other 
ways  such  as:  spiraling  fuel  prices  after  the  invasion  of  Kuwait;  a 
dramatic  slump  in  international  traffic  that  accompanied  the  even- 
tual war;  and  a  long-term  weakening  of  the  domestic  market  trig- 
gering repeated  price  cuts  in  attempts  to  stimulate  demand. 

All  of  which  brings  us  up  to  today.  The  Nation's  airlines  face 
capital  expenses  for  both  fleet  renewal  support  and  payoff  of  accu- 
mulated losses,  taxes,  and  new  facilities  of  some  $150  billion  over 
the  next  several  years.  As  much  as  $15  billion  in  new  capital  annu- 
ally cannot  be  sustained  on  the  basis  of  currently  projected  cash 
flow. 

Steps  must  continue  to  be  taken  to  find  ways  to  make  these  costs 
more  realistically  sustainable.  Both  the  carriers  and  the  Govern- 
ment have  a  role  to  play. 

The  airline  industry  is  doing  its  part.  In  addition  to  keeping 
prices  low  to  maintain  demand,  steps  have  been  taken  by  individ- 
ual carriers  to  reduce  capacity  as  well.  Aircraft  deliveries  sched- 
uled for  1993  are  20  percent  below  peak  delivery  rates  of  1991.  Fur- 
ther, existing  fleet  utilization  rates  have  been  reduced  by  roughly 
one  flight  per  day  per  aircraft. 

Mr.  Chairman,  675  aircraft  worldwide  have  literally  been  parked 
in  the  desert  as  well,  all  in  an  effort  to  restore  long-term  health. 

As  you  know,  too,  from  recent  press  reports,  carriers  are  giving 
serious  consideration  to  still  more  reductions.  Entire  hubs,  fleets  of 
aircraft  types,  and  thousands  of  jobs  remain  under  active  review  as 
the  industry  seeks  to  restore  balance. 

Labor  costs,  which  remain  our  single  highest  expense,  have 
proven  difficult  to  contain.  Airline  employees  are  among  the  most 
highly  compensated  in  America.  Regrettably,  this  fact  has  forced 
substantial  job  losses  on  the  industry.  We  have  seen  some  100,000 
airline  jobs  eliminated  over  the  past  3  years. 

In  addition,  across-the-board  salary  reductions  for  remaining 
management  employees  and  year-after-year  pay  freezes  have  been 
the  rule  and  not  the  exception  in  our  industry. 
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The  reaction  of  government  at  all  levels  to  the  economic  condi- 
tions in  the  industry,  on  the  other  hand,  has  been  lacking  to  date. 
The  constant  imposition  of  more  costs  in  the  form  of  regulation 
and  taxes  the  industry  can  ill  afford  has  continued  unabated.  With 
an  industry  struggling  simply  to  get  through  the  day,  the  week, 
and  the  month,  confrontation  by  governmental  policies  which  seem 
the  embodiment  of  "It's  just  another  dollar  or  two  per  ticket,"  dem- 
onstrates that  it  is  time  for  some  serious  rethinking. 

The  carriers  are  doing  their  part,  but  is  the  Government  doing 
what  it  can?  We  are  not  asking  for  a  bailout.  We  are  looking  for  an 
environment  of  cooperation  to  advance  the  common  good. 

What  am  I  talking  about?  Let's  just  look  at  a  few  examples  as 
representative  of  the  "if  it  is  there,  we  will  regulate  it,  tax  it,  or 
bleed  it  of  revenue"  philosophy  that  has  so  many  concerned. 

On  the  regulatory  front,  one  of  the  best  examples  of  the  problem 
is  manifest  in  FAR  part  107.14,  the  Airport  Security  Access  Rule. 
When  first  proposed,  the  carriers  raised  serious  concerns  with  the 
practicability  and  costs  of  this  program,  which  we  estimated  at 
|450  million.  These  concerns  were  met  with  an  official  FAA  cost 
estimate  of  $168  million  and  the  implicit  assurance  that  practica- 
bility was  no  problem. 

What  do  we  hear  3  years  later?  We  have  incomplete  systems  al- 
ready costing  in  excess  of  $500  million,  which  will  eventually  total 
from  $650  million  to  $700  million. 

In  addition,  we  have  crews  unable  to  get  to  or  from  their  aircraft 
without  escort  by  airport-based  personnel  presenting  serious  safety 
and  operational  problems.  All  of  this  was  to  address  a  security 
problem  that  was  undocumented  and  based  largely  upon  a  single 
incident. 

Again,  this  is  just  one  example  of  constant  regulatory  excess.  No 
perceived  problem  is  too  small  or  costs  too  great  to  an  ambitious 
regulator. 

What  can  be  done?  We  would  urge  your  consideration  of  requir- 
ing a  far  more  rigorous  cost/benefit  and  economic  impact  analysis 
in  support  of  FAA  regulations  and  the  enabling  of  parties  impacted 
by  such  regulations  to  effectively  protect  their  interests  in  court. 
We  will  be  submitting  appropriate  legislative  language  for  your 
consideration. 

On  the  tax  front,  we  believe  it  perverse  that  the  airlines,  strug- 
gling to  survive,  continue  to  be  forced  under  existing  tax  laws  to  go 
to  the  bank  to  borrow  money  to  pay  the  alternative  minimum  tax. 
Equally  worrisome  is  the  talk  of  new  taxes  which  if  not  truly 
broadly  leveled  across  the  American  economy  could  once  again  fall 
with  unwarranted  severity  on  the  airlines. 

What  can  Congress  do?  The  facts  are  clear.  We  need  meaningful 
reform  of  the  alternative  minimum  tax  and  vigilant  protection 
from  disproportionate  future  taxation.  While  these  issues  may  not 
fall  under  the  jurisdiction  of  this  committee,  the  airlines  need  your 
help  and  expertise  in  advocating  appropriate  action  by  your  col- 
leagues. 

Elsewhere  on  the  tax  front  I  would  like  to  touch  just  briefly  on 
the  passenger  facility  charge,  or  PFC,  the  locally  imposed  federally 
approved  taxes  for  airport  expansion.  It  can  add  up  to  $12  to  the 
price  of  a  ticket. 
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These  taxes  were  intended  to  fund  the  asserted  $50  billion  or 
more  in  unmet  airport  needs.  So  far,  PFCs  have  been  approved  in 
the  amount  of  $5  billion,  with  $5.3  billion  more  in  the  pipeline  and 
more  coming  in  every  day. 

Putting  this  in  perspective  once  again,  you  should  note  that 
these  taxes  are  being  added  on  top  of  other  airport  charges  such  as 
rent,  landing  fees,  et  cetera,  which  are  among  the  industry's  fastest 
rising  costs.  In  fact,  airport  costs  have  risen  five  times  faster  than 
the  Producer  Price  Index  since  1982,  which  itself  has  increased  18 
percent.  Airport  costs  now  amount  to  almost  $3.5  billion  per  year. 

I  want  to  be  clear.  The  airlines  agree  with  a  substantial  percent- 
age of  the  airport  capacity  enhancement  initiatives  underway 
today.  What  we  object  to  and  what  we  believe  Congress  should 
oppose  is  spending  for  excessive  gold-plated  projects  and  the  ongo- 
ing efforts  by  some  to  bleed  off  aviation  developed  revenues. 

For  an  example  of  excess,  consider  the  proposal  by  one  airport 
authority  to  build  a  new  terminal  and  three  new  runways  at  a  cost 
of  $1.5  billion,  despite  the  current  reality  of  only  37  flights  operat- 
ing a  day.  As  an  example  of  the  covetous  ejdng  of  airport  revenues, 
you  might  want  to  take  a  look  at  the  goings-on  in  Los  Angeles 
where,  among  other  things,  the  upcoming  mayoral  campaign  is 
shaping  up  around  the  question.  Who  can  figure  the  most  effective 
way  to  run  up  airport  charges,  impose  PFCs  to  meet  unmet  needs, 
and  then  take  that  money  out  the  back  door  to  fund  city  expenses? 

What  can  Congress  do  to  better  assure  well-advised  airport 
spending  and  protect  aviation  system  revenues?  We  urge  the  adop- 
tion of  a  PFC  needs  test  to  assess  the  practicality  and  advisability 
of  PFC-funded  projects. 

This  test  would  go  beyond  simply  asking  if  a  project  is  theoreti- 
cally eligible  for  AIP  funding  or  would  theoretically  add  capacity, 
and  ask  instead,  What  will  the  project  really  do? 

At  the  same  time,  we  seek  your  support  for  language  to  enhance 
the  protection  of  airp)ort  revenues  from  diversion  to  non-aviation 
purposes. 

Finally,  on  the  question  of  overall  system  efficiency,  you  have 
heard  from  ATA  many  times  in  the  past  regarding  our  views  on 
serious  FAA  reform.  We  remain  convinced  that  such  fundamental 
reform — reform  designed  to  change  the  entire  culture  of  the  FAA 
from  one  of  a  traditional,  staid  bureaucracy  to  one  dramatically 
more  goal  and  achievement  oriented  is  not  only  possible  but  imper- 
ative. 

Reform  must  include  provisions  for  consistent  long-term  manage- 
ment, a  revised  approach  to  the  hiring  of  FAA  personnel,  restruc- 
tured policies  for  procurement  of  major  air  traffic  control  systems, 
and  innovative  approaches  to  program  funding. 

In  conclusion,  we  have  been  describing  the  situation  as  we  see  it 
as  to  what  the  carriers  are  doing  and  what  they  have  done  in  re- 
sponse, and  what  the  Congress  should  do.  That  leaves  only  our 
view  as  to  what  should  not  be  done,  and  that  is  relatively  simple. 

Congress  must  resist  the  urge  to  find  quick  fix  solutions  to  symp- 
toms of  industry  problems  which  are  not  their  root  cause. 

Congress  must  also  reject  calls  to  pour  concrete  into  excessive, 
unwise  infrastructure  expansion  projects  which  add  non-productive 
facilities  that  are  expensive  to  maintain. 
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Congress  should  make  absolutely  sure  that  no  further  harm  is 
done  by  unwise  regulation,  taxation,  or  added  costs. 

Congress  must  insist  that  the  United  States  aggressively  promote 
and  advance  the  interests  of  its  industries  globally  and  then  step 
back.  The  airlines  will  be  back  with  a  vengeance.  Given  the  right 
support,  they  will  continue  to  prove  that  they  are  the  best  in  the 
world. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar  [resuming  Chair].  Thank  you  very  much,  Mr. 
Landry.  We  certainly  welcome  the  latter  part  of  your  statement, 
the  last  couple  of  lines,  that  the  airlines  will  be  back  and  strong, 
competitively.  I  firmly  believe  that  they  will  be.  I  think  we  are  the 
lowest  cost  competitor  in  the  airline  industry  nationwide.  I  think 
given  the  right  economic  conditions,  the  United  States  airlines  will 
compete  vigorously  and  successfully  in  Europe  and  the  Pacific  Rim, 
in  North  America,  and  South  America  as  well. 

Mr.  Landry.  I  think  that  is  absolutely  true,  and  that  is  what  all 
the  talk  today  has  been  about:  the  level  playing  field  that  we  seek. 

Mr.  Oberstar.  We  have  heard  some  discussion  today — from 
almost  all  the  preceding  witnesses — what  we  anticipate  will  be  a 
BTu  tax  to  be  announced  by  the  President  this  evening.  As  I  under- 
stand it,  the  tax  that  he  will  propose  will  show  no  revenues  in 
1993,  the  current  year,  revenues  of  $1.4  billion  in  1994,  rising  over 
the  next  3  years  to  $22  billion  in  1997. 

What  would  that  add  per  gallon  to  airline  industry  fuel  costs? 

Mr.  Landry.  Mr.  Chairman,  we  have  had  a  chance  to  take  a  look 
at  those  same  figures.  $1.4  billion  across  the  whole  economy  in 
1994  would  equal  .14  cents  per  gallon — between  .1  and  .2  cents  per 
gallon  for  the  industry.  That  would  mean  in  1994— if  these  figures 
are  right  that  we  have  seen,  with  $1.4  billion  as  the  target — that 
would  mean  about  a  $22  million  hit  on  the  airline  industry  in  1994. 

In  1997,  I  believe  it  rises  to  a  little  bit  over  $19  billion  and  ac- 
cording to  our  formula,  that  works  out  to  about  3  cents  per  gallon 
for  the  airline  industry,  which  equates  to  about  $450  million.  I  be- 
lieve that  the  8  cents  that  was  mentioned  previously  per  gallon 
may  have  been  the  cumulative  impact  rounded  out  for  the  5  years 
impact.  But  assuming  those  target  figures  are  right,  we  would  see 
an  impact  of  $19  million  in  1994  and  $450  million  in  1997. 

Mr.  Oberstar.  If  all  of  this  works  and  the  economy  grows,  that  is 
an  absorbable  cost,  perhaps.  If  the  economy  doesn't  grow,  then 
we're  all  in  trouble. 

Mr.  Landry.  You're  absolutely  right,  including  the  airline  indus- 
try. 

Mr.  Oberstar.  Certainly  that  impact  is  substantially  less  than 
the  impact  of  the  Gulf  War.  Your  figures  were  just  devastating. 

Mr.  Landry.  That  was  a  $4  billion  spike  in  3  months  that  we  suf- 
fered. It  was  devastating. 

Mr.  Oberstar.  That  was  an  issue  that  I  felt  very  strongly  about. 
As  soon  as  Desert  Shield  began,  I  knew  there  were  going  to  be  fur- 
ther steps.  I  just  knew  the  Administration  was  heading  toward  an 
armed  intervention.  I  felt  it  in  my  bones  and  I  knew  we  would 
need  to  be  prepared  to  deal  with  the  increased  costs  of  crude  oil. 
Although  Kuwait  amounted  to  less  than  2  percent  of  the  fuel 
supply,  it  was  an  opportunity  to  jack  up  prices  unconscionably. 
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The  United  States  was  repaid  by  our  allies  and  the  beneficiaries 
of  that  Gulf  War  to  the  tune  of  about  $56  billion.  In  fact,  we  had  a 
little  bit  of  a  $14  billion  surplus  there  at  one  point.  But  the  airlines 
weren't  repaid,  nor  were  motorists,  nor  were  truckers,  nor  were  the 
railroads  repaid  for  their  increased  costs  of  fuel.  That  was  the 
hidden  cost  of  that  war. 

Mr.  Landry.  That  $4  billion  was  further  exacerbated  by  some- 
thing we  hadn't  anticipated — at  least  in  its  magnitude — and  that 
was  the  fear  of  terrorism  that  gripped  the  American  people  to  a 
degree  and  further  reduced  our  international  traffic.  Then,  of 
course,  we  had  the  domestic  traffic  slump  because  of  the  recession. 

Mr.  Oberstar.  The  industry  got  hit  in  the  space  of  a  year  with 
unprecedented  forces. 

Mr.  Landry.  That's  right. 

Mr.  Oberstar.  The  doubling  of  fuel  prices,  domestic  economy 
drop-off,  the  European  economy  recession,  security  fears  that  inhib- 
ited travel  in  the  transatlantic  routes. 

Mr.  Landry.  Right. 

Mr.  Oberstar.  You  can't  take  all  those  hits  and  make  profits. 

Mr.  Landry.  That's  right. 

Mr.  Oberstar.  Your  testimony  does  not  include  reference  to 
something  that  has  come  up  previously  this  day,  and  that  is  bank- 
ruptcy carriers. 

There  is  some  split  in  your  membership  over  that  subject  that 
prevents  you  from  giving  a  clear  and  resounding  call  on  this. 

Mr.  Landry.  I  would  be  compelled  to  speak  with  forked  tongue. 

Mr.  Oberstar.  Or  not  to  speak  at  all. 

Mr.  Landry.  That  might  be  wiser.  [Laughter.] 

Mr.  Oberstar.  I  won't  put  you  in  that  position. 

I  tend  to  be  sympathetic  on  the  issue  of  alternative  minimum 
tax.  It  appears  to  be,  as  you  described  it,  a  tax  on  losses.  So  the 
industry  is  put  in  a  very,  very  difficult  position,  like  double  jeop- 
ardy. But  what  data  do  you  have  to  support  the  advocacy  for 
changes  in  the  AMT?  How  many  cases  have  there  been  of  airlines 
experiencing  losses  under  normal  accounting  but  still  required  to 
pay  the  AMT? 

Mr.  Landry.  I  don't  have  an  exact  figure  for  you,  Mr.  Chairman. 
I  know  that  a  number  of  our  members  have  been  obliged  to  pay 
taxes.  I  understood  Mr.  Allen  earlier  today  to  state  that  Delta  had 
been  obliged  to  pay  taxes  in  a  loss  year. 

It  is  an  unfortunate  quirk  of  the  depreciation  impact  on  carrier 
activities  under  the  AMT,  and  certainly  not  what  Congress  origi- 
nally intended.  I  think  Congress  intended  to  make  sure  that  profit- 
able enterprises  would  pay  taxes  and  not  just  have  a  bunch  of  cred- 
its written  off  so  that  they  had  to  pay  no  taxes. 

But  I  am  certain  that  Congress  didn't  intend  that  carriers  that 
were  losing  their  shirts  would  have  to  go  out  and  borrow  some 
more  money  to  pay  taxes,  or  as  Mr.  Collins  implied  today,  to 
reduce  the  salaries  of  some  of  the  employees  or  layoff  some  of  the 
employees  so  that  you  wouldn't  have  that  salary,  and  make  it  up  to 
pay  taxes  on  your  losing  operation. 

Mr.  Oberstar.  At  some  point,  after  the  presentation  of  the  total 
program  of  the  President,  the  Ways  and  Means  Committee  is  going 
to  consider  the  tax  features  of  it.  I  am  sure  your  association  will 
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present  views.  I  would  like  to  bring  some  support  on  that  matter  so 
that  it  will  be  useful  if  you  could  provide  some  documentation  and 
specifics. 

Mr.  Landry.  We  will  certainly  do  that,  Mr.  Chairman.  We  really 
would  appreciate  your  assistance  because  I  think  you  know  far 
better  than  virtually  all  your  colleagues  in  Congress  just  how  disas- 
trous the  situation  is  for  the  airline  industry  today. 

Mr.  Oberstar.  Mr.  dinger? 

Mr.  CuNGER.  Thank  you,  Mr.  Chairman. 

Mr.  Landry,  thank  you  for  your  testimony  today,  which  is  always 
helpful  to  this  committee. 

I  have  just  a  couple  of  questions  with  regard  to  the  PFC,  which 
you  address  in  your  testimony  and  which  has  been  a  bone  of  con- 
tention for  some  time — and  I  guess  will  continue  to  be.  Is  the  major 
thrust  of  your  criticism  that  the  FAA  has  mismanaged  the  pro- 
gram? That  they  have  fouled  up  in  their  implementation  of  the 
PFC's  language?  Or  is  it  some  other  problem  that  you  see? 

Mr.  Landry.  Actually,  the  FAA  has  done  a  fairly  good  job  of  re- 
viewing the  PFC  applications  and  separating  the  wheat  from  the 
chaff,  if  you  will.  But  we  think  that  a  legislative  mandate  to  have 
PFC  applications  demonstrate  that  it  is  being  proposed  to  fill  a 
genuine  realistic  need  of  that  airport  would  stop  a  lot  of  these  ap- 
plications at  the  threshold  and  would  first  of  all  avoid  the  danger 
that  some  of  these  excesses  will  be  created.  It  would  also  lessen  the 
burden  on  the  FAA  and  perhaps  certainly  reduce  the  appetites  of  a 
lot  of  airport  authorities  around  the  country. 

Mr.  CuNGER.  One  of  the  ways  we  tried  to  address  that  problem 
to  prevent  the  kind  of  unnecessary  excessive  uses  of  the  PFCs  was 
to  have  the  requirement  that  the  airports  and  airlines  must  be  con- 
sulted as  part  of  the  development  phase  of  the  PFC. 

Has  that  not  been  working  very  well?  What  has  been  the  experi- 
ence with  that  procedure? 

Mr.  Landry.  Well,  the  consultation  has  been  taking  place.  It  has 
been  followed  by  our  own  analysis  which  has  resulted  in,  in  many 
instances,  opposition  to  all  or  portions  of  some  of  these  PFC  appli- 
cations. 

Mr.  Clinger.  Has  it  had  the  effect  of  actually  delaying  or  cancel- 
ing any  of  which  you  are  aware? 

Mr.  Landry.  I  am  not  aware  of  any  that  it  has  canceled. 

Mr.  CuNGER.  But  it  has  had  an  effect  to  get  them  amended?  You 
don't  have  a  veto? 

Mr.  Landry.  No,  it  is  nothing  resembling  a  veto.  So  it  is  not  a 
substantial  effect.  It  would  be  perhaps  in  the  category  of  moral  sua- 
sion. I  suppose,  on  a  scale  that  would  be  relatively  minimal  as  op- 
posed to  substantial. 

Mr.  CuNGER.  We  have  heard  a  lot  of  talk  today  from  almost 
every  witness  about  the  overcapacity  problem  and  the  effect  that 
has  had  on  the  financial  health  of  the  industry. 

We  have  heard  the  line  from  many  that  there  are  too  many  seats 
chasing  too  few  customers. 

We  have  a  lot  of  airplanes  parked  out  on  the  desert.  Why 
wouldn't  the  airlines  just  park  more  of  them,  as  long  as  we  could 
reduce  the  number  of  planes,  cut  back  on  your  service  routes,  and 
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so  forth?  Is  there  a  reason  why  they  haven't  addressed  the  overca- 
pacity in  that  way? 

Mr.  Landry.  When  those  airplanes  are  parked  out  in  the 
desert — airplanes  owned  by  some  of  our  carriers — the  fixed  costs 
are  still  incurred  for  the  aircraft.  Within  reason,  it  is  far  better  to 
go  out  and  try  to  make  up  some  of  that  fixed  cost,  if  you  can  get 
enough  passengers  on  an  aircraft  to  generate  enough  cash  to  pay 
the  fixed  cost. 

Mr.  Clinger.  Even  though  some  of  those  planes  that  might  oth- 
erwise be  parked  are  actually  losing  money  every  time  they  fly? 

Mr.  Landry.  But  they  are  losing  money  sitting  there  as  well,  Mr. 
Clinger.  The  question  is,  How  much  money  should  you  lose  with 
that  excess  capacity. 

Mr.  Clinger.  ATA  had  a  press  release  summarizing  1992  results 
in  the  industry  and  stated  that  enplanements  and  total  passenger 
miles  achieved  an  all-time  high  in  1992,  and  yet  today  in  the  testi- 
mony you  gave  us  you  said  there  was  a  downturn  in  traffic,  which 
was  caused  by  those  various  factors,  has  never  returned.  It  seems 
to  me  that  there  is  a  little  dichotomy  there. 

Mr.  Landry.  No,  we  had,  as  you  indicated,  a  record  year  of 
roughly  470  million  passengers.  A  great  deal  of  that,  however,  was 
traffic  that  was  stimulated  with  these  artificially  low  prices  during 
the  summer  months.  The  rest  of  the  year  it  has  been  still  at  that 
kind  of  modest  or  no  growth  situation.  There  was  very  significant 
growth  during  the  summer  months  with  the  cut-rate  fares. 

As  you  well  know,  those  were  not  making  a  profit. 

Mr.  CuNGER.  Thank  you. 

Mr.  Oberstar.  Mr.  Landry,  you  claim  that  the  airport  security 
access  rule  will  cost  some  $650  million  to  $700  million.  I  believe 
your  reference  is  to  the  computer  card  readable  access  controls. 

Aren't  these  very  same  security  systems  eligible  for  AIP  and 
PFC  funding? 

Mr.  Landry.  As  we  understand  it,  these  costs  are  opposed  as 
strenuously  by  the  airport  community  as  they  are  by  the  airline 
community. 

Mr.  Oberstar.  But  they  are  AIP  eligible  so  that  there  can  be 
some  coverage  of  the  cost  under  the  AIP  program.  Is  that  correct? 

Mr.  Landry.  I  would  think  so,  although  there  is  obviously  a  lid 
or  a  quantum  cap  on  how  much  AIP  money  is  going  to  be  there.  I 
would  assume  that  the  airport  community,  as  we,  would  think  that 
there  are  far  better  things  for  which  AIP  funds  are  to  be  spent. 

Mr.  Oberstar.  I  agree,  but  this  was  one  of  the  first  issues  that  I 
had  to  deal  with  under  the  security  legislation,  after  it  w£is  en- 
acted. Airport  after  airport  came  in  complaining  about  all  the 
doors  that  they  had  to  find  and  secure.  If  my  recollection  serves  me 
correctly,  I  think  there  were  1,500  doors  that  had  to  be  secured  at 
JFK. 

What  role  did  the  airlines  play  in  airport  decisions  on  these  secu- 
rity access  issues? 

Mr.  Landry.  We  joined  together  with  the  airport  community, 
with  their  associations,  opposing  the  imposition  of  this  particular 
system. 
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Mr.  Oberstar.  On  an  airport-by-airport  basis,  as  each  airport  de- 
signs its  own  plan  to  comply  with  the  security  rule,  are  the  airlines 
a  part  of  that  decisionmaking  process? 

Mr.  Landry.  I  am  certain  they  are  in  consultation.  But  on  the 
other  hand,  Mr.  Chairman,  once  the  decision  was  made,  the  popu- 
lar wisdom  was  that  the  installation  of  this  system  would  cost 
somewhere  in  the  neighborhood  of  $16,000  to  $17,000  per  door.  It 
was  just  unfortunately  what  we  considered  a  regulatory  excess  be- 
cause it  was  all  based  on  the  one  single  incident  of  the  PSA  trage- 
dy. 

Mr.  Oberstar.  Is  that  because  the  FAA  set  minimum  standards 
that  are  too  high? 

Mr.  Landry.  No.  I  would  assume  that  it  is  because  the  state  of 
the  art  is  such  that  it  costs  that  much  to  have  the  kind  of  identifi- 
cation that  is  required.  We  did  want  to  press  for  a  common  identifi- 
cation card.  We  did  not  get  that.  Each  one  is  unique  at  each  air- 
port. But  I  would  assume  that  the  state  of  the  art  is  such  that 
that's  what  it  cost  to  guarantee  the  effectiveness  of  the  system. 

Mr.  Oberstar.  I  have  heard  complaints  from  airline  pilots  about 
crews  being  unable  to  get  to  or  from  their  aircraft  without  escort 
by  airport  personnel. 

My  understanding  is  that  the  FAA  is  working  to  solve  this  prob- 
lem. There  are  ways  that  it  can  be  addressed.  Have  you  been  a  part 
of  such  discussions? 

Mr.  Landry.  Not  to  my  knowledge,  no. 

Mr.  Oberstar.  Not  you,  specifically,  but  the  ATA? 

Mr.  Landry.  Yes.  Our  managing  director  of  security  may  well 
have  been  involved  in  some  of  those  conversations. 

Part  of  the  problem  with  crews  is  again  the  absence  of  a  common 
identification  card  that  would  be  usable  at  all  airports.  It  varies 
from  airport  to  airport. 

Mr.  Oberstar.  You  have  also  raised  questions  about  the  criminal 
history  record  checks  and  the  cost  of  complying  with  those  record 
checks.  You've  stated  the  figure  of  something  like  $1  billion  over 
five  years.  The  FAA  estimated  that  the  supplemental  NPRM,  ac- 
cording to  figures  we've  received,  will  cost  $3  billion  to  $8  billion 
over  10  years — million  dollars,  not  billion — over  8  to  10  years.  So 
there's  a  big  disparity  between  these  two  numbers. 

Mr.  Landry.  Right — no,  the  figure  that  we  used  there  was  to 
demonstrate  what  the  original  rule  would  have  cost,  and  that  with- 
out the  serious  cost-benefit  analysis  that  should  go  into  any  of 
these  proposed  rules,  that  would  have  been  the  impact. 

Fortunately,  with  a  lot  of  effort  and  a  lot  of  expertise,  the  FAA 
was  persuaded  to  reduce  that  requirement  very  substantially.  I  to- 
tally agree  with  you  that  the  cost  under  the  newly-proposed  rule  is 
very  minimal,  very  minimal. 

Mr.  Oberstar.  We  directed  the  FAA  to  change  that  in  legislation 
passed  last  year. 

Mr.  Landry.  We  thank  you,  Mr.  Chairman.  We  often  owe  a  lot  to 
your  wisdom  in  these  things. 

Mr.  Oberstar.  Mr.  dinger,  do  you  have  further  questions? 

Mr.  Cunger.  No,  Mr.  Chairman. 

[Subsequent  to  the  hearing,  the  following  was  received  from  Mr. 
Landry:] 
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Air  Transport  Association 


lames  E.  Landry  February  22,  1993 

President 

Honorable  James  Oberstar 

Chairman 

Aviation  Subcommittee 

House  of  Representatives 

Washington,  D.  C  20515 

Dear  Mr.  Chairman: 

When  I  appeared  before  the  subcommittee  last  Wednesday,  you  asked  me  to 
estimate  the  impact  on  the  airline  industry  of  a  Btu  tax.  I  responded,  assimiing  that  such 
a  tax  would  be  spread  evenly  across  the  fuel  spectrum  and  would  be  designed  to  raise 
$22  billion  by  1997.  Since  responding  to  your  question,  we  have  learned  that  the  Btu  tax 
is  not  intended  to  spread  evenly  across  all  fuels,  and  that  it  favors  coal,  natural  gas, 
nuclear  power,  and  hydroelectricity. 

Accordingly,  Executive  Branch  officials  claim  that  the  tax  increase  will  be  8  cents 
per  gallon  when  fiilly  implemented  in  July,  1996.  Assimiing  an  8  cents  per  gallon 
increase,  using  1992  domestic  consimiption  of  11.76  billion  gallons  as  a  base,  and  not 
faaoring  in  either  inflation  meastu'ed  by  the  GDP  deflator  or  airline  industry  traffic 
growth,  the  jet  fuel  cost  increase  to  the  industry  would  be: 

Year  starting  domestic  increase  international  increase 

($  million)  ($  million) 

7/1/94  313  55 

7/1/95  626  109 

7/1/96  940  164 

I  would  note,  however,  that  the  American  Petroleimi  Institute  (API)  contends  that 
for  competitive  reasons,  8  cents  per  gallon  cannot  be  passed  through  on  the  price  of 
bunker  fuel,  and  that  the  tax  will  ultimately  be  paid  by  lighter  fuels  such  as  gasoline  and 
jet  fuel  at  the  10  to  15  cents  per  gallon  range.   Using  API's  proposed  gallon  price 
increase  range,  and  assuming  it  were  passed  on  equally  each  year,  and  not  faaoring  in 
either  the  GDP  deflator  or  airline  industry  traffic  growth,  the  jet  fuel  cost  increase  to  the 
airline  industry  would  be: 
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Honorable  James  Oberstar 
Februaiy  22,  1993 
Page  Two 

Year  starting  domestic  fuel  cost  increase  international  fuel  cost  increase 

($  million)  (S  million) 

7/1/94 
7/1/95 
7/1/96 

There  is  no  indication  as  to  whether  U.S.  purchases  for  international  flights  would 
be  subject  to  the  tax,  but  these  figures  are  provided  for  your  information. 


Sincerely, 


400^00 

68-101 

800-1,200 

138-203 

1,200-1,800 

206-303 

James  E.  Lano 
President 


cc:       Honorable  Norman  Y.  Mineta 

Members,  Aviation  Subcommittee 
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Mr.  Oberstar.  Our  next  speaker  will  be  Richard  C.  Leone,  Chair- 
man of  the  Board  for  the  Port  Authority  of  New  York  and  New 
Jersey.  He  should  get  an  incredible  Congressional  award  for  pa- 
tience and  perseverance  and  endurance. 

Mr.  Leone.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  We  are  very  grateful  to  you  for  remaining  and  for 
the  time  and  effort  that  I  know  went  into  the  preparation  of  the 
testimony.  Again,  I  have  to  repeat,  we  have  no  way  of  predicting 
when  votes  are  going  to  take  place;  and  in  an  afternoon  when  no 
votes  were  scheduled,  we  consumed  about  an  hour  and  a  half  of  our 
sitting  time  running  over  to  vote  and  getting  back  here.  So  please 
do  understand. 

TESTIMONY  OF  RICHARD  C.  LEONE,  CHAIRMAN  OF  THE  BOARD, 
PORT  AUTHORITY  OF  NEW  YORK  AND  NEW  JERSEY 

Mr.  Leone.  Thank  you,  Mr.  Chairman.  I  am  here  as  Chairman  of 
the  Port  Authority,  which  runs  the  New  York  and  New  Jersey  air- 
ports, LaGuardia  and  Kennedy  and  Newark,  and  in  some  sense  is 
representative  of  the  only  part  of  the  aviation  industry  that  is  still 
solvent. 

I  know  earlier  speakers  complained  about  the  increases  in  air- 
port prices;  but  of  course,  if  you  want  to  stay  solvent,  sometimes 
you  have  to  raise  prices  rather  than  cut  them. 

I  am  going  to  summarize  my  testimony  for  you,  Mr.  Chairman, 
very  briefly,  because  I  think  my  view  of  the  industry  and  its  troubles 
is  based  on  the  notion  that  some  basic  concepts  have  been  confused 
along  the  way. 

One  of  them  is  the  notion  that  deregulation  is  an  end  in  itself. 
Deregulation  is  a  concept  that  is  only  useful  if  it  leads  to  more 
competition.  In  a  great  many  markets  there  is  a  requirement  for  a 
combination  of  public  policy  and  of  deregulation  to  achieve  greater 
competition. 

The  second  is  that  low  fares  and  high  passenger  loads  automatically 
mean  profitability.  The  aviation  industry  has  taught  us  that  low  fares 
and  more  passengers  can  mean  less  profitability. 

I  shall  fall  back  on  my  background  in  economics  and  finance,  because 
aviation  is  a  classic  "imperfect  market."  The  market  is  necessarily 
constrained  because  you  can't  build  airports  and  capacity  anywhere 
you  want.  It  also  is  constrained  because  of  safety,  air  traffic  control,  and 
a  variety  of  other  factors.  It  will  never  be  a  perfectly  free  market  in 
which  the  kinds  of  economic  models  that  people  generate,  as  evidence 
for  some  of  the  steps  that  have  been  taken,  lead  to  the  outcomes  that 
they  produce  in  their  models. 

Some  years  ago  when  I  was  a  kid,  I  use  to  make  model  airplanes.  They 
were  things  of  beauty  to  me,  but  I  found  as  I  grew  up  that  real  airplanes 
were  much  more  complicated.  I  think  that  also  is  true  of  the  aviation 
industry.  We  have  seen  how  deregulation  and  a  variety  of  other  factors 
have  combined  to  lead  to  tremendous  losses  in  the  industry.  Some  of 
these  factors  have  been  negative,  one-shot  effects  like  the  Gulf  War. 
But  there  have  been  positive  forces  at  work  as  well.  Fuel  prices  have 
been  relatively  stable  over  this  period  and  labor  costs  have  been  held 
down  dramatically  in  this  industry. 
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I  would  just  emphasize  one  point  from  my  prepared  testimony.  The 
savings  to  the  public  claimed  so  far  have  been  very  expensive  for  the 
airlines,  their  investors,  their  employees,  banks,  and  perhaps  even 
the  American  taxpayer.  After  all,  the  losses  from  bankruptcies,  in- 
cluding unfunded  pension  liabilities  guaranteed  by  the  Federal 
Government,  will  be  paid  for  by  somebody  somewhere. 

So  if  you  look  at  fares  by  themselves,  they've  stayed  relatively 
suppressed.  If  you  look  at  the  total  cost  in  lost  income  and  lost  in- 
vestments and  in  pension  liabilities,  it's  not  clear  to  me  that  this 
has  been  a  windfall  for  the  United  States  of  America. 

I  think  there  were  flaws  in  the  key  assumptions,  some  of  which 
go  to  the  imperfections  in  this  marketplace  and  the  constraints, 
and  others  of  which  you've  dealt  with  in  terms  of  airline  reserva- 
tion systems.  I  also  believe  that  there  was  a  failure  of  policy  on  a 
massive  scale.  The  flaccid  deregulation  and  enforcement  of  anti- 
trust laws  during  the  1980s  is  incredible  across  the  board,  but  par- 
ticularly astonishing  in  an  industry  which  had  a  documented 
record  for  price-fixing.  It  also  became  clear — I  would  argue,  by  the  mid- 
1980s— that,  as  an  earlier  witness  said,  the  perfectly  rational  policy  of 
the  strong  trying  to  destroy  the  weak  was  going  to  lead  to  concentra- 
tions. 

There  is  no  mystery  to  what  has  been  going  on.  Somewhere  people 
learned  marginal-cost  pricing.  And,  if  they  have  an  airplane  going 
somewhere  anyway,  essentially  the  remaining  empty  seats  are  free. 
Therefore  they  can  be  incorporated  into  a  strategy  which  might  have 
the  payoff  of  reaping  monopoly  profits  when  their  competitors  go  out  of 
business.  It's  a  perfectly  reasonable  policy.  I  don't  even  criticize  it;  I 
mean,  it's  what  capitalism  is  all  about.  The  goal  is  to  make  money.  One 
of  the  circumstances  in  which  you  can  make  money  is  when  you  don't 
have  much  competition. 

On  the  other  hand,  the  nature  of  this  struggle  remmds  me  a 
little  bit  of  one  of  my  favorite  scenes  from  Monte  Python  and  The 
Holy  Grail.  'There's  a  scene  where  our  hero  comes  across  a  knight 
who  bars  his  way  on  the  road.  They  fight  £uid  he  cuts  off  one  arm, 
and  the  knight  says,  "Come  on,  you  coward,  I'll  get  you."  The  hero  cuts 
off  another  arm  and  both  his  limbs,  and  I  think  by  the  end  of  it  the 
knight  is  threatening  to  gum  him  to  death. 

I  think  the  airlines,  even  the  ones  with  deep  pockets,  are  rapidly 
approaching  the  situation  of  that  knight,  which  is  that  they  may  be 
left  to  gumming  their  weaker  sisters  to  death,  with  the  American 
public  the  big  loser. 

It  has  been  very  hard  on  airports — ^which  are,  by  the  way,  the 
way  that  communities  and  States  and  local  governments  come  to- 
gether and  make  an  investment  to  support  aviation,  aided  by  the 
Federal  Government  and  by  such  important  steps  as  your  own  PFC 
legislation.  Communities  do  it  for  economic  advantage.  They  do  it 
because  people  want  it.  They  accept  certain  sacrifices,  such  as  con- 
gestion on  the  roadways,  noise,  and  a  variety  of  other  factors.  And 
they  have  some  obligation  to  continue  to  maintain  those  facilities. 
By  some  estimates,  billions  of  dollars  a  year  are  invested.  Our  own 
agency  has  invested  a  couple  of  billion  dollars  in  the  last  few  years  and 
plans  several  more  in  the  next  few  years. 
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It  is  extremely  difficult  when  our  partners,  the  private  airlines, 
change.  We  opened  a  terminal  at  LaGuardia  Airport  recently.  We 
started  off  with  Eastern  Airlines  as  our  partner.  We  made  quite  a 
bit  of  progress  with  Continental  Airlines  when  they  took  over  the 
terminal;  it  still  hadn't  opened.  I  saw  Seth  Schofield  here  earlier. 
We  had  met,  because  when  we  opened  it,  it  was  a  gigantic  new 
USAir  terminal  at  LaGuardia.  All  the  way  there  were  additional 
constraints  and  costs  because  of  the  changes  in  the  business. 

I  think  that  two  things  are  very  important.  One  is  a  continuation  of 
Federal  support,  and  an  expansion  if  possible,  for  infrastructure 
investment  in  the  aviation  industry.  It  can  involve  user  charges  like 
the  PFC,  which  seem  to  me  to  be  a  perfectly  reasonable  approach.  I 
commend  you,  Mr.  Chair,  for  your  leadership  on  that  issue.  Obviously, 
all  airport  operators  would  like  to  see  more  of  the  AIP  money  flowing, 
but  I  recognize  the  budget  constraints  in  that  area. 

The  second  is  that  I  think  we  need  an  aviation  strategy  which  is 
designed  to  ensure  competition  and  not  merely  to  extend  deregula- 
tion. We  may  weU  be  in  the  situation  we  were  in  with  the  savings 
and  loans  in  the  early  1980s,  when  their  troubles  began  to  deepen 
and  people  sought  a  solution  with  special  breaks  and  deregulation. 
These  are  the  kinds  of  unintended,  unforeseen  consequences  that 
have  become  all  too  common  in  some  of  these  areas  where  we've 
had  dramatic  changes. 

I  proposed  a  series  of  steps  in  broad,  general  terms  in  my  testi- 
mony. I'd  be  glad  to  talk  about  them  or  an5rthing  else. 

Finally,  I  think  I  would  call  on  the  Congress,  and  this  committee 
specifically,  Mr.  Chairman,  in  these  words.  We  need  to  be  saved 
from  ourselves  in  the  aviation  industry.  To  do  that,  we  need  a  good, 
healthy  additional  dose  of  good  public  policy. 

Mr.  Oberstar.  Thank  you  very  much.  That's  very  refreshing  tes- 
timony after  some  of  the  complaining  we've  heard  throughout  the 
day. 

Do  you  have  a  PFC  at  your  airports? 

Mr.  Leone.  Yes.  We  got  approval  for  our  PFC  last  year.  It's  a 
controversial  one  because  our  plan,  which  is  still  tentative,  calls  for 
it  to  be  spent  on  increasing  transit  links  to  the  airports.  Of  the  66 
airlines  that  use  our  airports — it's  the  biggest  airport  complex  in 
the  world — 65  of  them  opposed  our  plan;  only  Air  Kenya  supported 
the  idea  of  transit  links  to  Kennedy,  LaGuardia  and  Newark,  for 
reasons  which  remain  obscure.  [Laughter.] 

But  most  of  the  airlines 

Mr.  Oberstar.  They  hadn't  quite  gotten  the  facts  from  the  rest  of 
the  carriers.  [Laughter.] 

Mr.  Leone.  I'm  not  sure. 

Most  of  the  airlines  quite  reasonably  wanted  more  direct  relief. 
But  we  live  in  the  most  congested  part  of  the  country,  particularly 
in  terms  of  accommodation  of  airports,  and  we  believe  that  the  eco- 
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nomic  destiny  of  the  airports  will  be  greatly  enhanced  if  it  is  easier 
to  get  in  and  out  of  them. 

Mr.  Oberstar.  Your  objective  is  to  get  passengers  to  and  from 
the  airline? 

Mr.  Leone.  To  and  from  the  airline. 

We  have  some  happy  coincidences  and  some  difficult  problems. 
At  Newark,  the  Northeast  Corridor,  which  is  a  very  busy  passenger 
line,  runs  within  sight  of  the  airport.  We  were  already  engaged  in 
a  $378  million  construction  of  a  monorail  which  will  run  right  through 
the  terminal,  in  Newark.  And,  we  hope  to  extend  it  less 
than  half  a  mile  to  hook  up  to  the  Northeast  Corridor  line.  Amtrak 
has  signed  off  on  an  additional  station  there,  which  was  a  major 
achievement.  There  is  considerable  local  pressure  to  do  a  more 
elaborate  system. 

We  have  been  working  on  the  New  York  side  with  35  public  enti- 
ties of  various  types  which  are  involved  in  routing  and  siting  deci- 
sions for  Kennedy  and  LaGuardia,  and  we  have  a  tentative  plan 
there.  Both  are  supported,  respectively,  by  Governors  Florio  and 
Cuomo. 

I  think  what  the  PFC  did  for  us  is  enable  us  to  be  realistic  for 
the  first  time  about  a  way  to  deal  with  the  traffic  problems  at  our 
airports,  a  way  to  make  it  easier  to  get  in  and  out  of  them.  That  is 
a  very  meaningful  event  for  an  area  that  is  heavily  dependent  on 
transit. 

Mr.  Oberstar.  I  think  that  in  the  future  there  is  going  to  be 
more  focus  on  how  those  PFCs  are  used  and — how  shall  I  say  it — 
the  optimism  about  PFCs  was  that  capacity  on  the  air  side  would 
be  enhanced.  Reluctantly,  airlines  sort  of  went  along  with  the  PFC, 
with  the  prospect  of  enhancing  runway  capacity,  taxiways,  parking 
ramps,  and  voiced  their  concern  that  on  the  land  side,  on  the  com- 
munity side,  that  there  be  pressures  to  take  the  money  out  of  air- 
line passengers  and  develop  something  other  than  airport  capacity. 

I  don't  want  to  prolong  the  discussion  on  that  matter,  but  I  think 
airports  need  to  think  this  matter  through  in  the  future  and  be 
prepared  to  respond  to  airlines'  concerns. 

On  your  elements  of  the  new  competition  policy,  you  appear  to 
be  appealing  for  a  greater  role  for  foreign  flag  carriers  to  serve  do- 
mestic routes,  provided  there  is  reciprocity.  Are  you  suggesting 
that  we  lay  cabotage  on  the  table? 

Mr.  Leone.  Well,  let  me  be  clear  about  that.  I  don't  want  to  be 
mealy-mouthed. 

It's  easy  to  be  for  increased  investment  and  increased  access  for 
foreign  carriers  if  there's  reciprocity.  My  view  of  this  is  that  that 
ought  to  be  the  framework  within  which  our  negotiators  work,  but 
all  my  experience  is  that  at  some  point  the  negotiators  make  the 
best  deal  they  can,  and  if  you  don't  back  them  up,  you  get  other 
negotiators,  which  I  suppose  the  American  people  did  recently,  but 
not  specifically  on  this  issue. 

I  think  cabotage  is  a  realistic  thing  to  get  into  the  discussion  be- 
cause I  think  that's  the  way  we're  headed.  It  is  not  the  route  I 
would  have  chosen.  I  first  talked  about  this  in  1989  and  1990  be- 
cause I  thought  we  were  getting  towards  a  contraction  that  had  to 
be  headed  off,  and  I  thought  there  was  still  time  for  changes  in 
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direction.  Unfortunately,  that  hasn't  happened,  and  we  have  this  kind 
of  self-destructive  cutthroat  competition  going  on. 

But  again,  the  ultimate  goal  is  to  preserve  competition  and  good 
levels  of  service.  I  believe  that  can  be  done  now  by  combinations 
with  foreign  airlines.  It  would  be  nice  if  we  didn't  need  that;  it 
would  be  nice  if  we  still  had  the  strongest,  most  profitable  airlines 
in  the  world  and  we  were  the  "big  brother"  in  these  partnerships, 
but  like  the  President's  speech  tonight,  that's  part  of  the  "due  bill" 
for  the  kind  of  life  we've  lead  the  last  10  or  15  years. 

Mr.  Oberstar.  Well,  I,  myself,  in  my  appeal  for  an  international 
conference  on  open  skies,  suggested  that  we  lay  everything  on  the 
table,  including  cabotage.  We  ought  to  be  prepared  to  discuss  all 
the  options  and  not  take  some  of  them  off  the  table.  But  there  is,  of 
course,  the  concern  that  if  Liechtenstein  gave  us  unlimited  access 
to  its  territory  in  exchange  for  unlimited  access  to  the  United 
States,  it  presents  a  great  imbalance  of  equity.  While  there  is  reci- 
procity, it  is  reciprocity  at  a  huge  price. 

So  how  do  you  manage  reciprocity  in  that  context?  This  is  a 
policy  question  that  this  commission  is  going  to  have  to  undertake. 

Mr.  Leone.  I  basically  have  applauded  your  notion  of  multilater- 
alism versus  the  bilateral  agreements,  but  I  have  no  illusions  about 
it.  I  spent  a  lot  of  time  on  trade  policy.  One  makes  a  career  of 
a  round  of  the  multilateral  talks  in  the  GATT.  When  you  open  it 
up  that  way,  the  way  you  get  the  kind  of  equity  you  referred  to 
with  Liechtenstein  and  others  is,  it  takes  a  long  time  to  get  all  the 
marbles  to  stay  on  the  deck  of  a  pitching  ship.  It's  quite  a  game. 

But  I  think  it  is  the  way  we're  going  and  is  the  only  reasonable 
solution.  Obviously,  if  we  could  crack  one  or  two  big  markets,  that 
might  make  it  easier,  but  that's  a  little  difficult  with  what's  going 
on  in  Europe  anyway.  So  I  just  think  we're  going  to  have  to  bite 
the  bullet  and  go  in  that  direction.  This  course  isn't  doing  us  any  good. 

Mr.  Oberstar.  I  picked  up  on  your  reference  to  the  consequences 
of  deregulation,  the  failure  to  anticipate  some  things.  Sitting  in 
this  room  and  thinking  back  to  1978 — I  think  my  seat  was  way 
down  there  somewhere,  on  that  lower  rung,  at  that  time — and  I  re- 
member sitting  there  and  thinking,  "Oh,  I  don't  like  this  idea.  Fun- 
damentally, this  is  a  big  move  in  a  direction  where  we  don't  know 
what's  going  to  happen.  Are  there  enough  safeguards?" 

My  concern  was  antitrust.  I  said,  "Well,  we've  got  Carter,  and 
the  Carter  Administration  will  be  tough  on  antitrust."  He  lasted 
two  more  years  and  was  gone,  and  the  Reagan  White  House  came 
in  and  they  never  met  a  merger  they  didn't  like.  Even  the  Reagan 
Justice  Department  recommended  against  recommended  modifica- 
tions of  certain  mergers  and  acquisitions,  and  the  DOT  just 
brushed  them  aside  and  accepted  everything  as  it  came. 

So  your  statement  is  that  the  key  lapse  was  failure  to  grasp  that 
a  wide-open  market  would  lead  to  centralization.  What  could  we 
have  done  with  deregulation?  Which  is  a  way  to  anticipate  what 
policy  we  should  do  now  to  prevent  that  kind  of  consequence,  and 
perhaps  other  unintended  and  unwanted  consequences. 

Mr.  Leone.  There  is  a  paradox  when  it  is  said  that  we  have 
overcapacity.  Because  while  we  need  to  rationalize  the  industry,  we 
also  need  to  keep  all  these  planes  flying  for  competitive  purposes.  Does 
that  really  mean  that  carriers  are  admitting  they  can  only  see 
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profitability  in  an  environment  which  is  not  competitive,  or  with  some 
form  of  regulation?  In  fact,  aviation  isn't  like  the  supermarket 
business,  in  which  there  is  ease  of  entry.  And  even  there,  for  a  time, 
A&P  and  others  came  to  dominate.  We  have  to  recognize  that  this  is  a 
business  where  we  probably  have  to  have  market  interventions 
that  limit  the  market  share  of  any  competitor.  There  are  ways  to 
do  that;  a  variety  have  been  suggested  by  people  which  would  pre- 
serve a  certain  competition  and  preserve  market  forces. 

I  think  the  nature  of  the  business  is  such  that  there  will  always 
be  a  tendency  towards  concentration.  There  are  economies  in  con- 
centration, although  we  have  seen  less  of  that  with  the  hub-and- 
spoke  system  than  originally  was  advertised.  We  always  will  have  that 
tendency,  and  we  need  Government  intervention  to  prevent  it.  I 
don't  feel  embarrassed  about  that.  I  deal  all  the  time  with  the  ar- 
gument that  our  airports  should  be  privatized. 

Where  I  learned  my  economics,  a  noncompetitive  entity — ^that  is, 
private — has  to  be  regulated,  or  it  will  seek  monopoly  profits, 
which  may  not  lead  to  maximum  benefits.  If  we  privatize  the 
Newark  airport,  I'd  like  to  own  it.  If  we  privatize  the  George  Wash- 
ington Bridge,  I'd  love  to  own  it.  But  I  would  raise  the  toll  right 
away  because  I  could  make  more  money,  even  if  fewer  people  used 

it. 

I  think  we  just  have  to  face  that  fact.  I  hope  this  commission 
does,  or  at  least  considers  it,  and  tries  to  restructure  the  incentives 
around  the  goal  of  competition  rather  than  the  goal  of  deregula- 
tion. 

Mr.  Oberstar.  Let  me  close  with  one  question  that  I  asked  one  of 
the  airline  witnesses.  I  would  like  to  get  an  airport  perspective  on 
it,  on  competition. 

I  think  much  of  what  happens  in  the  domestic  marketplace  is 
driven  by  decisions  we  make  on  international  routes,  either  the  ini- 
tial award  of  routes  or  decisions  on  sale  of  routes.  I  would  like  your 
view  on  whether  it  would  encourage  competition  to  change  the 
present  policy  under  which  DOT  allows  international  routes  to  be 
sold  from  one  carrier  to  another;  personally,  I  find  it  offensive  that 
a  right  a  carrier  has  received  from  the  common  heritage  of  all 
Americans  for  free,  can  be  sold.  But  that's  the  policy,  and  it's 
pretty  hard  to  change  it  now  that  it's  in  there. 

But  should  we  give  DOT  authority  to  require  that  the  route  be 
sold  under  modified  conditions,  under  a  different  price,  to  a  differ- 
ent carrier  than  the  one  that  is  making  the  bid,  in  order  to  pre- 
serve competition  or  in  the  interest  of  enhanced  competition? 

Mr.  Leone.  I  think  we  might  have  to  have  some  changes  in  the 
auction  system  that  now  exists  in  the  private  sector  in  which  there 
are  public  conditions  put  on  what  the  price  would  be.  It's  some- 
thing that  I've  thought  about  a  lot.  There  is  a  sliding  scale  so  that 
as  you  get  more  and  more  of  a  market,  it  costs  you  more  and  more. 
I  have  no  particular  objection  to  there  being  some  public  payoff  for 
that;  it's  a  scarcity  that  the  Government  auctions  off.  We  do  that  a 
lot  and  give  franchises  and  licenses  away,  but  that's  part  of  our  system. 
We  try  to  get  the  money  back  some  other  way. 

On  the  international  routes  that's  probably  not  the  big  problem 
right  now,  because  our  carriers  have  done  extremely  well  in  build- 
ing up  their  market  share  in  international  routes.  Again,  that's 
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part  of  the  way  they  run  up  their  costs  and  debt  burden — by  sud- 
denly all  becoming  international,  with  all  the  costs  involved  in 
that.  I  don't  think  we  necessarily  need  more  American  flag  carriers 
than  we  have  today  flying  international  routes;  we  may  need  some 
redistribution,  but  I  think  that  will  come  in  the  marketplace. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Leone.  I  really  appre- 
ciate your  thoughts  and  your  patience  throughout  this  whole  long 
day. 

Mr.  Leone.  Thank  you,  sir. 

Mr.  Oberstar.  Mr.  David  L.  Blackshear,  Executive  Director,  Cap- 
ital Region  Airport  Commission,  USA-Bias. 

You  have  a  contingent  with  you. 

Mr.  Blackshear.  Yes,  indeed,  Mr.  Chairman. 

Mr.  Oberstar.  I  want  you  to  introduce  them. 

Don't  feel  the  pressure  of  the  hour.  It  is  late,  not  through  any 
fault  of  yours  or  ours.  I  want  you  to  take  the  time  you  feel  you 
need  to  deliver  your  testimony  in  full. 

TESTIMONY  OF  DAVID  L.  BLACKSHEAR,  EXECUTIVE  DIRECTOR, 
CAPITAL  REGION  AIRPORT  COMMISSION,  RICHMOND,  VA,  AC- 
COMPANIED BY  ROBERT  W.  KNEISLEY,  ESQ.,  LAW  FIRM  OF 
GALLAND,  KHARASCH,  MORSE  &  GARFINKLE,  P.C,  WASHING- 
TON, DC;  RICHARD  M.  VACAR,  EXECUTIVE  DIRECTOR,  SARA- 
SOTA MANATEE  AIRPORT  AUTHORITY,  SARASOTA,  FL;  AND  J. 
ROBERT  STASSEN,  ASSISTANT  EXECUTIVE  DIRECTOR  FOR 
PUBLIC  AFFAIRS  AND  COMMUNICATIONS,  METROPOLITAN  AIR- 
PORTS COMMISSION,  MINNEAPOLIS,  MN 

Mr.  Stassen.  Mr.  Chairman,  I  have  been  asked  to  introduce  the 
panel,  if  I  might.  It's  been  a  pleasure  seeing  you  work  here  today, 
and  your  hours,  as  usual,  are  long. 

My  name  is  J.  Robert  Stassen  from  Minneapolis-St.  Paul  Interna- 
tional Airport.  Our  spokesman  today,  as  you  have  already  identi- 
fied, is  David  L.  Blackshear,  Executive  Director  of  the  Richmond 
International  Airport,  Richmond,  Virginia. 

Also  we  have  Richard  M.  Vacar  of  Sarasota-Bradenton  Airport, 
the  Executive  Director  there. 

And  we  had,  until  he  had  to  catch  a  plane  to  get  back  to  Indian- 
apolis, Daniel  C.  Orcutt,  the  Executive  Director  of  the  Internation- 
al Airport  in  Indianapolis.  But  to  take  his  place  is  their  counsel 
here  in  Washington  for  Indianapolis,  Bob  Kneisley.  So  the  four  of 
us  as  a  panel  will  be  able  to  stand  for  questions  afterwards. 

But  I  would  just  say  that  USA-BIAS,  U.S.  Airports  for  Better 
International  Air  Service,  has  a  narrow  scope.  We  are  30  airports 
within  the  other  two  major  airport  associations.  We  will  try  to 
avoid  the  issues  that  they  will  be  testifying  on  tomorrow,  and  Mr. 
Blackshear  will  indicate  what  our  narrow  scope  is  here.  Although 
it  is  narrow,  it  is  important. 

So  we  are  pleased  to  be  here,  and  I  would  like  to  introduce  David 
Blackshear. 

Mr.  Oberstar.  You  are  always  welcome,  but  always  more  so 
when  introduced  by  my  good  friend,  Mr.  Stassen,  former  State  Sen- 
ator Stassen  who  served  with  such  distinction  in  the  Minnesota 
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Legislature  and  now  is  wise  counsel  to  the  Metropolitan  Airport 
Commission. 

Mr.  Blackshear.  Thank  you,  Mr.  Chairman.  The  last  time  you 
and  I  had  a  conversation  we  were  talking  about  New  Orleans, 
where  I  was,  and  you  rightfully  chastised  me  about  being  able  to 
tell  Cajun  stories  without  speaking  French,  a  point  well  taken. 
[Laughter.] 

I  still  can  do  one  and  not  the  other. 

I  thank  you  for  your  patience  this  evening,  Mr.  Chairman.  Most 
of  us  in  the  airport  business  have  worked  with  you  a  long  time  and 
recognize  your  strong  interest  in  what  we  have  to  discuss. 

The  airports  today  that  are  represented  are  a  small  cross-section 
of  air  carrier  airports  in  the  United  States,  ranging  in  size  of  en- 
planements  from  just  under  a  million  in  Richmond,  where  I  am 
today,  to  10.3  million  in  Minneapolis-St.  Paul. 

The  comments  today,  though,  are  not  centered  around  the  Na- 
tion's airports  themselves,  with  that  testimony  coming  tomorrow 
from  our  airport  groups,  but  rather  on  the  concerns  over  the 
impact  of  international  air  service  on  our  cities,  where  airports  are 
the  focus  of  this  activity.  We  appreciate  the  opportunity  to  give  our 
comments  today  and  ask  that  our  written  testimony  be  accepted 
for  the  record. 

Mr.  Oberstar.  Without  objection,  so  ordered. 

Mr.  Blackshear.  U.S.  Airports  for  Better  International  Air  Serv- 
ice is,  £is  Bob  has  said,  a  caucus  of  about  30  airports,  scattered 
across  the  United  States,  and  most  of  the  member  airports  are  not 
traditional  gateways  for  international  air  service.  Together,  howev- 
er, USA-BIAS  airports  account  for  more  than  40  percent  of  all  pas- 
sengers enplaned  at  all  the  airports  in  the  United  States,  so  we  are 
indeed  a  good  cross-section. 

USA-BIAS  was  founded  on  the  premise  that  international  air 
service  is  a  vital  building  block  for  the  continued  economic  develop- 
ment of  our  communities.  Transportation  centers  have  always  been 
magnets  for  economic  development;  therefore,  the  objective  of  our 
efforts  is  to  obtain  new  and  better  international  air  service  at  our 
airports,  to  allow  our  localities  to  take  advantage  of  the  enhanced 
economic  development  that  is  spawned  by  this  service. 

Our  members  are  united  as  developing  nontraditional  gateways 
who  believe  the  existing  international  regulatory  regime  blocks  us 
from  obtaining  much  of  the  international  air  service  that  we  need. 
Unfortunately,  the  network  of  bilateral  aviation  agreements  be- 
tween governments  which  grew  up  after  World  War  II  enshrines 
the  harbors  and  railheads  of  previous  centuries  as  the  internation- 
al gateways  of  the  aviation  age.  Too  often  the  policies  of  govern- 
ments, including  our  own,  have  resisted  change.  This  has  made  it 
difficult — almost  impossible — for  many  U.S.  communities  to  obtain 
the  needed  international  air  service  to  satisfy  their  needs  for  the 
efficient  movement  of  people  and  goods.  This,  in  turn,  has  ham- 
pered the  ability  of  our  communities  to  grow  and  prosper,  and  as 
globalization  continues  at  a  merry  pace,  that  is  beginning  to  get 
even  more  difficult  for  our  communities. 

International  air  service  is  the  key  to  the  expansion  of  jobs  and 
the  stimulation  of  economic  activity  for  a  number  of  reasons:  first, 
because  of  the  increased  spending  by  foreign  tourists;  second,  be- 
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cause  of  greater  opportunities  for  business  in  our  localities  to 
export  their  goods  and  services;  aind  third,  new  foreign  investment 
in  our  communities,  induced  by  the  presence  of  international  air 
service. 

USA-BIAS  believes  that  new  international  air  service  can  best 
be  achieved  by  promoting  liberal  aviation  agreements  with  all  U.S. 
trading  partners.  Members  of  USA-BIAS  recognize  the  severe  fi- 
nancial difficulties  being  experienced  by  our  airlines  worldwide; 
certainly,  we've  heard  a  lot  of  that  today.  We  support  the  efforts  of 
Congress  and  the  Administration  to  address  the  problem  and  con- 
sider all  the  various  possible  remedies  that  may  exist.  We  particu- 
larly agree  with  the  efforts  to  stimulate  the  economy.  As  Secretary 
Pena  said  at  his  confirmation,  the  single  most  important  thing  we 
can  do  for  the  airline  industry  is  to  bring  the  economy  back  to  life, 
and  certainly,  as  members  of  USA-BIAS,  we  believe  that. 

We  believe  that  one  of  the  best  ways  to  help  revitalize  the  econo- 
my is  to  increase,  not  decrease,  opportunities  for  U.S.  communities 
to  obtain  international  air  service  from  either  U.S.-flag  or  foreign 
carriers.  We  do  not  believe  the  carriers'  financial  woes  can  be 
solved  by  pulling  back  from  the  quest  for  liberal  aviation  agree- 
ments. These  agreements  provide  profit-making  opportunities  for 
our  carriers,  as  well  as  air  service  improvements  and  economic 
benefits  for  our  communities.  We  do  not  think  that  foreign  compe- 
tition or  actions  by  foreign  governments  are  the  most  significant 
sources  of  U.S.  carriers'  problems.  As  stated  in  more  detail  in  our 
written  statement,  American  carriers  are  quite  successful  in  com- 
peting internationally.  We  heard  Mr.  Schofield  make  comments 
about  that;  our  testimony  reveals  that  U.S.  carriers  operate  some 
60  percent  or  more  of  capacity  in  major  transatlantic  markets. 
They  generally  are  more  cost-efficient  than  foreign  rivals,  and  have 
perfected  the  concept  of  hub-and-spoke  operations. 

Furthermore,  American  carriers  have  pioneered  the  development 
of  computer  reservation  systems,  and  their  frequent  flyer  programs 
have  given  new  meaning  to  the  phrase  "passenger  loyalty. ' 

We  tend  to  agree  with  industry  observers  who  attribute  most  of 
the  problems  to  the  effect  of  a  slow  economy,  to  the  sometimes  cut- 
throat discounting  pursued  by  the  carriers,  and  to  the  fact  that  too 
much  capacity  is  in  place  relative  to  demand. 

We  urge  the  Congress  to  take  a  broad  view  of  all  of  these  prob- 
lems, looking  at  air  transportation  as  our  cities  must  do;  that  is,  as 
an  essential  component  of  economic  development,  not  just  as  the 
operation  of  air  service.  Recent  history  has  proven  that  the  eco- 
nomic impact  of  new  international  air  service  is  both  dramatic  and 
immediate.  A  recent  study  done  for  USA-BIAS  indicates  the  eco- 
nomic effects  of  23  direct  air  services  inaugurated  in  member  com- 
munities resulted  in  an  estimated  $3.8  billion  in  economic  benefits 
from  passenger  service  alone  during  the  first  year  of  operation.  The 
value  of  air  cargo  service  added  another  $180  million  to  this  total. 
There  are  numerous  other  examples  of  immediate  benefits,  as  de- 
scribed in  our  written  testimony. 

Perhaps  even  more  telling  than  the  benefits  of  new  service  are 
the  costs  of  not  having  service.  The  inability  to  reach  a  new  service 
agreement  with  Canada,  as  we  are  all  familiar  with,  is  a  perfect 
illustration.  A  USA-BIAS  study  shows  that  lifting  the  restrictions 
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in  this  19-year-old  outmoded  agreement  could  generate  $10.3  billion 
in  new  economic  activity  in  the  two  countries,  and  could  result  in 
more  than  200,000  new  jobs.  Each  month  of  delay  in  reaching  an 
agreement  costs  $850  million  in  lost  economic  activity. 

The  talks  with  Canada  were  suspended  last  December  because 
the  two  sides  could  not  show  the  flexibility  needed  to  achieve  a  new 
pact.  With  the  North  American  Free  Trade  Agreement  likely  to 
take  effect  in  the  near  future,  resulting  in  a  freer  flow  of  goods  and 
services  between  our  two  countries,  it  makes  no  sense  for  aviation 
opportunities  to  be  stifled  by  operating  under  a  restrictive  and  out- 
moded agreement. 

Therefore  we  urge  the  U.S.  Government  to  take  the  lead  in  get- 
ting the  talks  started  again,  and  to  press  for  quick  resolution  of 
this  intolerable  situation. 

Members  of  USA-BIAS  feel  very  strongly  that  in  the  negotiation 
of  air  service  agreements,  the  economic  development  benefits  of 
international  aviation  must  receive  consideration  to  at  least  the 
same  degree  as  the  desires  and  the  needs  of  the  airlines.  We  do  not 
believe  that  has  been  the  case  in  our  governmental  negotiations 
over  some  long  period  now. 

While  all  USA-BIAS  members  welcome— and  indeed,  regularly 
seek — new  services  by  U.S.  carriers,  these  carriers,  for  their  own 
business  reasons,  all  too  often  have  been  unable  or  unwilling  to 
provide  them.  Consequently,  our  member  cities  have  sought  service 
by  foreign  as  well  as  American  carriers.  The  economic  development 
and  benefits  that  flow  from  international  air  service  are  too  impor- 
tant, in  our  view,  to  be  held  hostage  to  the  plans  of  U.S.  carriers 
alone. 

We  urge  Congress  in  its  deliberation  to  consider  the  need  of  the 
users  of  air  transportation — ^that  is,  the  passengers  and  the  ship- 
pers in  our  communities — for  better  air  service  in  more  interna- 
tional markets.  Further,  we  suggest  that  Congress  make  clear  in 
any  of  its  proposals  or  recommendations  its  sense  that  these  user 
needs  are  best  served  by  international  aviation  agreements  that 
are  as  liberal  as  possible,  and  we  urge  the  Congress  to  instruct  the 
current  Administration  and  future  Administrations  to  pursue  such 
agreements  with  all  possible  vigor. 

Finally,  we  urge  the  Congress  not  to  adopt  measures  that  turn 
back  the  clock  to  a  protectionist  policy  where  aviation  agreements 
are  negotiated  on  the  basis  of  balance  of  benefits  for  the  carriers  of 
each  country.  Rather,  we  believe  that  Congress  should  adopt  poli- 
cies that  create  air  service  opportunities  and  move  as  rapidly  as 
possible  toward  free  trade  in  aviation  services  among  nations. 

We  believe  that  the  interest  of  all  U.S.  parties — consumers,  carri- 
ers, and  communities — is  best  served  by  such  a  course  of  action. 
You  can't  trade  if  you  can't  get  there  in  a  timely  fashion. 

Of  course,  all  of  this  must  take  place  in  the  context  of  a  fair  ex- 
change. But  any  calculation  of  a  fair  aviation  exchange  must  go 
beyond  the  traditional  balancing  of  airline  revenues  to  include  con- 
sideration, in  the  fullest  sense,  of  the  economic  and  social  benefits 
accruing  to  U.S.  communities.  Economic  globalization  is  indeed 
upon  us.  We  must  have  the  tools  to  compete  in  this  arena.  The 
United  States  can  survive  without  healthy  airlines;  indeed,  we  are 
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doing  that  at  the  moment,  unfortunately.  We  cannot  survive  with- 
out healthy  communities. 

Mr.  Chairman,  this  concludes  the  testimony  from  our  group.  We 
certainly  would  be  willing  to  answer  any  questions  you  might  have 
of  any  of  us. 

Mr.  Oberstar.  Again,  very  refreshing  testimony,  and  I  appreci- 
ate your  thoughts  and  insights  into  the  state  of  aviation  today,  par- 
ticularly your  last  comment.  I  think  that  is  most  ironic,  the  com- 
ment on  the  nature  of  aviation  today. 

Some  of  the  larger  U.S.  carriers  operating  internationally  have 
suggested  that  we  ought  to  be  much  tougher  in  our  international 
negotiations  and  reject  attempts  by  foreign  governments  to  limit 
the  rights  that  airlines  have  been  granted  in  our  bilaterals.  We 
even  heard  a  suggestion  that  we  renounce  Bermuda  II. 

What  are  the  consequences  from  the  cities'  standpoint  of  a  tough- 
er U.S.  stance  on  international  negotiations?  What  adverse  conse- 
quences, what  benefits? 

Mr.  Blackshear.  Well,  you  may  get  more  than  one  answer  from 
this  panel,  since  we  represent  cities  of  different  sizes.  But  I  think 
that  cities  in  general,  particularly  the  have-nots,  those  who  have 
very  active  and  aggressive  economies  who  have  a  potential  for  sup- 
port of  international  air  service,  are  very  much  concerned  about 
the  quid  pro  quo  process  of  aviation  negotiation.  Some  of  the  coun- 
tries where  our  cities  might  best  develop  their  air  service  markets, 
because  of  their  different  types  of  economies,  particularly  compa- 
nies working  in  particular  areas,  may  be  in  areas  where  there  is 
nothing  that  we  can  extract  in  that  sort  of  a  process  from  those 
similar  countries. 

I  think  that,  by  and  large,  the  cities  that  are  focusing  on  air  serv- 
ice are  very  much  worried  about  that  process,  that  indeed,  in 
America  you  could  move  toward  "unless  you  give  me  something, 
we  can't  get  anything,"  and  would  continue  to  focus  the  interna- 
tional air  service  only  in  that  very  small  number  of  communities 
where  it  exists  today. 

Mr.  Oberstar.  Do  other  members  have  comments? 

[No  response.] 

Mr.  Oberstar.  Mr.  Stassen? 

Mr.  Stassen.  Mr.  Chairman,  I  certainly  would  agree  with  that. 
As  you  know,  our  airport  is  located  fairly  close  to  Canada,  but  we 
have  very  poor  air  service  to  and  from  Canada  because  of  that  very 
restrictive  agreement. 

I  was  very  closely  following  the  bilateral  talks  between  Canada 
and  the  U.S.  and  I  was  very  disappointed  that  they  were  not  con- 
cluded prior  to  Inauguration  Day.  Now  I  think  we'll  have  to  get  re- 
organized and  started,  but  I  certainly  agree  with  Mr.  Blackshear 
that  any  incentive  that  Congress  can  give  to  the  Administration  to 
get  that  moving  would  be  very  helpful.  There  are  billions  of  dollars 
of  economic  benefit  on  both  sides  of  the  border  if  we  can  just  get  an 
open  sides  policy  between  these  two  countries  that  have,  ironically, 
a  very  restrictive  aviation  agreement,  when  every  other  relation- 
ship is  quite  liberal.  We  can  go  across  that  border  quite  easily  in 
almost  any  other  way. 

Mr.  Oberstar.  I  agree.  I  think  that  the  talks  on  the  agreement — 
have  to  be  renewed.  Our  subcommittee,  almost  two  years  ago,  went 
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to  Ottawa  and  had  two  days  of  meetings  with  Canadian  authorities. 
We  saw  everybody  who  was  anybody  in  aviation  in  Canada,  includ- 
ing the  counterpart  group  to  USA-BIAS.  The  Canadian  cities  cer- 
tainly want  improved  air  service.  They  welcome  participation  by 
U.S.  carriers  in  that  market,  and  I  think  it's  certainly  doable.  I 
think  your  figure  of  $10  billion  in  increased  or  added  revenues  is 
certainly  achievable,  and  I  will  strongly  encourage  the  Administra- 
tion to  move  in  that  direction. 

I  want  to  ask,  what  is  your  assessment  of  the  Pair  Cities  Pro- 
gram? The  Department  of  Transportation  has  hailed  that  as  a 
great  success.  It  does  open  opportunities  in  this  era  of  change  to 
technology,  with  twin-engine,  long-range  aircraft  with  capacities 
somewhat  less  than  that  of  a  747,  opening  opportunities  to  provide 
service  for  now-underserved  cities. 

What  is  your  assessment  of  the  effectiveness  of  that  program? 

Mr.  Stassen.  Well,  I  suppose  Minneapolis-St.  Paul  has  been  very 
much  a  beneficiary  of  that.  That's  how  we  got  KLM,  through  that 
program.  That  was  one  reason. 

The  other  reason  was  because  we  were  a  Northwest  hub,  and 
KLM  and  Northwest  were  negotiating  a  better  working  agreement. 
But  KLM  also  took  the  most  advantage  of  that  and  initiated  flights 
to  Baltimore,  and  also  Detroit,  and  I  believe  they  have  at  least  one 
other  that  they  originated  under  that  program. 

The  number  of  passengers  traveling  from  Minneapolis  to  Europe 
and  back  since  KLM  has  come  to  Minneapolis  has  roughly  doubled. 
With  Northwest  not  fighting  them  but  working  with  them,  I  sup- 
pose that  was  a  big  plus.  But  that  has  benefited  the  Twin  Cities. 
They  say  it  has  benefited  the  Netherlands  and  Schiopol  Airport. 
The  t\yo  airports  are  talking  about  other  ways  to  cooperate,  so  I 
think  it's  been  a  big  plus.  We  have  not  done  an  economic  impact 
study,  but  I'm  sure  it's  had  an  impact  in  jobs  and  in  dollars. 

Mr.  Oberstar.  Any  other  comments? 

Mr.  Kneisley.  Mr.  Chairman,  my  name  is  Bob  Kneisley.  As  Mr. 
Stassen  mentioned,  I'm  pinchhitting  here  for  Dan  Orcutt,  the  Exec- 
utive Director  in  Indianapolis,  and  I  am  a  poor  substitute,  but  un- 
fortunately he  had  to  catch  a  plane. 

If  I  could  just  add  to  what  Bob  Stassen  said,  the  Cities  Program 
has  been  somewhat  successful  from  our  point  of  view,  but  margin- 
ally successful.  Certainly,  in  the  few  cities  where  there  have  been 
services  received,  it  has  been  of  great  benefit. 

USA-BIAS  has  pending  before  the  DOT  a  motion  to  expand  the 
circumstances  under  which  new  services  could  be  authorized.  Un- 
fortunately, the  fact  is  that  many  cities —  and  probably  most  in  the 
United  States — do  not  have  a  realistic  hope  of  securing  internation- 
al service  from  a  U.S.  airline  due  to  the  development  of  hub-and- 
spoke  patterns.  So  in  many  cases  our  cities  look  to  foreign  carriers, 
where  they  have  tried  but  failed  to  interest  U.S.  carriers  in  serving 
a  market. 

The  Cities  Program  provides  one  avenue  for  doing  this.  We 
would  like  to  see  the  rules  for  doing  that  liberalized,  and  also  more 
generally  we  would  like  to  see  bilateral  agreements  liberalized  so 
that  the  opportunities  for  securing  service,  if  U.S.  carriers  are  un- 
interested in  doing  so,  are  there  for  acquiring  foreign  carrier  serv- 
ice. 
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Mr.  Oberstar.  Thank  you. 

Mr.  Vacar.  Mr.  Chairman,  just  to  point  to  Sarasota  as  an  exam- 
ple, we  are  a  city  that,  but  for  the  hub-and-spokes,  couldn't  get 
international  air  service.  We  know  we've  had  interest  by  carriers 
to  do  service  direct  to  Sarasota,  but  without  a  program  that  allows 
that  fairly  readily,  it's  simply  "service  denied." 

We  are  an  area  where  we  know  that  we  can  exploit  international 
markets,  given  an  opportunity. 

Mr.  Blackshear.  Mr.  Chairman,  if  I  could. 

We're  not  part  of  the  Pair  Cities  Program,  but  the  concept  of 
pairing  cities  is  certainly  of  some  great  interest  to  places  like  Rich- 
mond, and  would  have  been  to  a  community  like  New  Orleans.  The 
idea  is  that  a  city  in  its  own  right  has  a  great  deal  of  contribution 
in  terms  of  passengers,  but  not  necessarily  enough  to  fill  up  an  air- 
plane, as  reflected  against  the  necessity  of  taking  all  of  the  passen- 
gers to  a  particular  hub.  This  would  make  international  air  service 
profitable,  but  not  necessarily  over  someone's  existing  hub-  and- 
spoke. 

New  Orleans  was  a  most  interesting  phenomenon  for  us  because 
we  discovered  that  the  New  Orleans  Passport  Office  was  the  second 
largest  issuer  of  passports  in  the  United  States,  more  than  Wash- 
ington, more  than  New  York.  Certainly,  that's  a  multi-State  issu- 
ing office;  but  the  irony  of  that  is  that,  except  for  four  Central 
America-flag  carriers  who  went  back  and  forth  to  their  own  coun- 
try. New  Orleans  did  not  have  any  international  air  service.  And  I 
think  that  reflects  a  serious  imbalance  of  economic  opportunities 
for  American  cities  that  are  driven  by  the  way  our  scheduled 
American  carriers  route  their  passengers  over  their  hub-and-spoke 
systems.  We  need  a  change  in  that  somehow. 

Mr.  Oberstar.  Well,  that's  a  very  fascinating  insight,  and  that 
leads  me  to  the  next  question.  Do  you  think  we  ought  to  change 
the  strategic  objectives  of  our  international  negotiations  on  avia- 
tion rights?  And  what  should  we  change? 

Mr.  Blackshear.  I  think  so,  Mr.  Chairman.  I  think  you  will  get 
some  other  points  of  view  at  this  table,  but  in  reality,  America's 
negotiations  for  international  aviation  agreements  center  around 
the  interests  of  our  carriers,  and  in  foreign  countries  center  around 
the  interests  of  those  foreign  carriers;  not  necessarily  the  interests 
of  the  Government,  and  certainly,  in  our  case,  not  in  the  interests 
of  the  cities. 

Mr.  Oberstar.  Cities  are  not  represented  at  the  bargaining 
table? 

Mr.  Blackshear.  Not  at  all. 

Mr.  Vacar.  Right,  and  that's  very,  very  important. 

Mr.  Oberstar.  And  you  think  we  ought  to  have  some  way  for 
cities  to  be  there  when  there  are  negotiations,  not  just  the  one  side 
of  the  carriers?  They're  not  necessarily  negotiating  in  the  best  in- 
terests of  New  Orleans  or  Richmond  or  Minneapolis-St.  Paul; 
they're  negotiating  on  their  own  bottom  line? 

Mr.  Stassen.  That  was  really  one  of  the  principal  reasons,  Mr. 
Chairman,  that  USA-BIAS  got  started,  because  we  felt  cities 
should  be  involved,  not  just  the  carriers.  Certainly  the  carriers 
should  be  involved,  but  the  cities  as  well. 
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Mr.  Oberstar.  Well,  there's  a  fertile  area  for  policy  change  and 
recommendation  to  the  commission,  and  certainly  to  Secretary 
Pena. 

Mr.  Vacar.  Right.  Economic  development  needs  to  be  the  philo- 
sophical center,  not  necessarily  the  bottom  line  of  the  carriers,  in 
how  you  come  about  all  that. 

Mr.  Oberstar.  As  I  said  earlier  today,  in  discussions  I  had  with 
the  Director  of  Civil  Aviation  for  France  last  April  when  they  were 
proposing  to  cut  in  half  the  number  of  seats  between  the  U.S.  and 
France,  I  said,  "Aren't  you  concerned  that  this  proposal  will  lose 
you  some  $3  billion  in  tourism?"  And  he  said,  "Tourism  doesn't  sit 
at  this  table." 

Cities  don't  sit  at  that  table;  just  the  airlines. 

Well,  I  thank  you  very,  very  much  for  your  testimony  and  for 
being  so  patient  throughout  this  very  long  day.  I  want  to  again  ex- 
press our  great  appreciation  for  the  contribution  you  have  made.  It 
is  most  helpful. 

Mr.  Blackshear.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
your  insights  and  your  attention  to  all  of  the  problems.  One  of  the 
things  that  is  nice  about  being  at  the  end  is  that  we  can  say  nice 
things  about  you  and  your  opposition  may  not  be  here  to  listen. 
[Laughter.] 

Mr.  Oberstar.  The  subcommittee  stands  adjourned. 

[Whereupon,  at  7:00  p.m.,  the  subcommittee  recessed,  to  recon- 
vene at  9:30  a.m.  on  Thursday,  February  18,  1993.] 
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PREPARED  STATEMENTS  OF  WITNESSES 


TESTIMONY  OF  RONALD  W.  ALLEN 

BEFORE  THE 
HOUSE  AVIATION  SUBCOMMITTEE 
ON  FINANCIAL  CONDITION  OF  THE  AIRLINE  INDUSTRY 
FEBRUARY  17,  1993 


Mr.  Chairman,  Members  of  the  Subcommittee,  I  appreciate 
this  opportunity  to  appear  before  you  today  to  share  with 
you  Delta's  thoughts  and  perspectives  regarding  the  most 
serious  financial  crisis  that  has  ever  confronted  the  U.S. 
airline  Industry.    I  am  joined  at  the  witness  table  by 
Delta's  Senior  Vice  President  of  Marketing,  Bob  Coggin. 
Bob  is  responsible  for  ail  marlceting-related  activities  at 
Delta. 

I  want  to  commend  you,  Mr.  Chairman,  for  conducting  these 
very  Important  hearings.    It  reflects  your  proper 
recognition  of  the  serious  financial  condition  prevailing 
in  our  industry  and  the  need  for  Congress  and  the  Executive 
Branch  to  identify  the  underlying  causes  for  our  current 
economic  difficulties  and  to  fashion  appropriate  solutions 
that  will  assist  the  industry  in  its  efforts  to  recover. 
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Let  me  make  it  very  clear  at  the  outset  that  Delta  does  not 
believe  that  there  is  any  government  panacea  to  solve  the 
industry's  problems.    However,  as  I  will  outline  later  in 
my  testimony  there  are  a  number  of  government  actions  that 
can  be  taken  to  augment  and  support  those  initiatives 
already  under  way  by  Delta  and  other  airlines  to  return  to 
profitability. 

Industry's  Financial  Condition 

You  will  be  hearing  from  numerous  witnesses  during  the 
course  of  these  proceedings  that  will  describe  in  great 
detail  the  dimensions  of  the  current  financial  and  economic 
problems  that  have  contributed  to  U.S.  airline  losses  over 
the  past  three  years  that  exceed  $10  billion.    With  only 
one  exception  (Southwest)  no  major  airline  has  been  immune 
from  the  financial  problems  that  have  beset  the  industry. 
Every  other  airline  has  seen  its  financial  condition 
deteriorate  as  unprecedented  losses  have  ravaged  our  asset 
values,  driven  up  debt  to  historic  highs  and  depressed  our 
stockholder  equity.    The  damage  inflicted  upon  our  balance 
sheets  will  have  long-term  consequences  on  our  ability  to 
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invest  and  grow  in  tlie  future.    Our  immediate  challenge  is 
to  stop  the  hemorrhaging  so  that  we  can  preserve  jobs  and 
income  for  our  people. 

The  dramatic  reversal  of  Delta's  economic  fortunes  during 
the  past  three  years  serves  to  both  underscore  and 
illuminate  the  various  factors  which  have  contributed  to 
our  industry's  precarious  financial  condition,    in  fiscal 
year  1989,  Delta  had  its  most  profitable  year  ever  earning 
$460  million.    Our  fiscal  year  results  for  1992  were  the 
worst  in  company  history.    Since  1990  Delta's  net  income 
losses  have  exceeded  $1  billion  (see  Chart  A).    Recently, 
both  major  rating  agencies,  S  &  P  and  Moodys,  have  placed 
Delta  and  United  at  the  lowest  level  of  investment  grade. 
American  has  been  placed  at  one  notch  above  investment 
grade  by  these  ratings  agencies.    These  changes  in  our 
performance  and  our  overall  financial  condition  have  forced 
us  to  take  a  number  of  steps  which  I  will  describe  later  - 
to  return  our  airline  to  profitability  and  to  respond  to 
some  very  difficult  competitive  marltet  conditions. 
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Prospects  For  Recovery 

While  we  are  optimistic  that  our  financial  performance  will 
improve  in  1993,  we  are  now  convinced  that  Delta  and  other 
airlines  can  no  longer  depend  upon  a  growing  national 
economy  to  restore  industry  revenues  to  levels  necessary  to 
be  profitable,  given  our  current  cost  structure  and  an 
apparent  change  in  the  nature  and  intensity  of  demand  for 
full  service  airline  operations. 

During  the  1980s  consumer  spending  for  airline  tickets  grew 
faster  than  the  gross  domestic  product.    High  levels  of 
consumer  confidence  and  borrowing  produced  significant 
growth  In  traffic  and  revenues  for  most  airlines  during  the 
decade  of  the  '80s.     Revenue  passenger  miles  during  the 
1979-89  period  grew  at  an  annual  rate  of  9.6%,  and  prior  to 
the  beginning  of  this  decade  virtually  every  forecast 
suggested  that  the  industry  would  continue  to  enjoy  healthy 
traffic  growth.    As  we  all  know,  predictions  of  continued 
strong  domestic  demand  for  our  product  did  not  materialize. 
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As  Chart  B  and  B1  attached  to  my  statement  reveal,  revenue 
per  available  seat  mile  has  deteriorated  significantly  for 
Delta  and  the  industry  during  the  past  three  years  while 
costs  have  either  risen  or  remained  constant.     Simply 
stated,  there  currently  exists  too  much  capacity  for 
today's  weak  demand  to  support  prices  that  will  cover  our 
present  costs.     Because  Delta  and  other  airlines  must  order 
new  airplanes  three  and  four  years  before  the  equipment  is 
actually  placed  in  commercial  service,  the  increase  in 
domestic  capacity  that  occurred  in  1990  and  1991  was  based 
on  prior  year  estimates  of  growth  in  the  6%  range  that  did 
not  materialize.     Given  the  anemic  growth  in  traffic  and 
our  revised  forecasts  for  the  next  three  years  we  have 
moved  quickly  to  reduce  aircraft  orders  so  as  to  cut 
spending  for  new  aircraft  and  to  begin  the  process  of 
shrinking  capacity  growth  In  order  to  more  appropriately 
match  the  declining/lower  demand  curve  that  now  appears 
likely  for  the  remainder  of  this  decade. 

In  the  near  term  our  ability  to  achieve  profitability  will 
depend  upon  our  efforts  to  reduce  our  unit  costs  to  more 
appropriately  correspond  to  the  decreased  demand  for  our 
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product.     Despite  a  growing  economy  our  forecasts  suggest 
that  revenue  growth,  especially  domestic  revenue,  will  not 
be  adequate  to  assure  profitability  unless  we  not  only 
restrain  capacity  growth  but  also  change  the  way  we  do 
business  in  order  to  further  lower  costs  across  the  board. 
Delta  has  already  implemented  a  profit  improvement  program 
that  will  hopefully  achieve  $377  million  in  savings  in 
Delta's  current  fiscal  year  and  $700  million  by  July  1, 
1995  (see  Chart  C). 

It  Is  our  belief  that  consumers'  spending  habits  for  our 
product  have  changed  due  to  years  of  fare  wars  and  industry 
pricing  practices  that  were  directed  more  towards  cash  flow 
or  market  share  growth  than  attaining  adequate  profits.    I 
am  not  going  to  predict  when  the  industry  will  return  to 
profitability  but  I  am  certain  of  this  -  the  industry  can 
no  longer  depend  upon  traffic  growth  alone  to  achieve 
profitability. 

Let  me  now  turn  to  those  factors  which  have  contributed  to 
current  airline  industry  financial  crisis. 
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Reasons  For  The  Current  Financial  Problems 

There  are  many  factors  contributing  to  the  industry's 
current  financial  difficulties.    While  our  list  is 
certainly  not  all  inclusive  we  believe  that  excessive  debt 
accumulated  through  leveraged  buyouts  in  the  1980s,  the 
Persian  Gulf  War,  the  U.S.  and  World  economic  recession, 
the  pricing  policies  of  airlines  operating  under  Chapter  11 
bankruptcy  protection  and  government  imposed  cost  and  tax 
burdens  are  the  primary  reasons  that  our  industry  is 
experiencing  record  losses. 

1.    Airline  Leveraged  Buyouts 

Just  as  the  federal  government  is  now  struggling  to  deal 
with  the  problems  associated  with  excessive  debt 
accumulation  in  the  1980's,  the  airlines  are  still 
suffering  today  as  a  result  of  the  leverage  buyouts  which 
occurred  in  our  industry  in  the  mid  to  late  '80s.    These 
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highly  leveraged  takeovers  rapidly  depressed  the  asset 
value  of  the  airlines  and  saddled  the  entire  industry  with 
debt  loads  that  simply  made  it  impossible  for  these 
carriers  to  cover  their  costs  and  meet  their  debt 
obligations.    In  a  capital-intensive,  labor-intensive  and 
fuel-intensive  business,  we  have  learned  that  airlines  are 
placed  under  extreme  pressure  to  survive  if  excessive 
levels  of  debt  obligations  have  been  accumulated. 

2.    Persian  Gulf  War/U.S.  Recession 

The  two  most  significant  factors  influencing  the  negative 
performance  of  the  industry  since  the  start  of  this  decade 
were  the  Persian  Gulf  War  and  the  U.S.  recession.    Almost 
concurrently  we  experienced  a  doubling  of  oil  prices,  a 
precipitous  drop  in  traffic  and  a  fundamental  change  in  the 
buying  and  consuming  habits  of  our  customers.    The 
simultaneous  convergence  of  these  factors  in  an  environment 
with  growing  capacity  depressed  industry  yields  and 
profits.    We  witnessed  the  phenomenon  of  too  many  seats 
chasing  too  few  customers  and  aggressive,  suicidal  pricing 
practices  that  destroyed  profitability.    At  the  same  time, 
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we  witnessed  the  filing  of  Chapter  11  bankruptcy  protection 
by  six  major  U.S.  air  carriers.    In  1992,  carriers 
operating  under  Chapter  11  represented  nearly  19  percent  of 
U.S.  airline  capacity. 

3.    Impact  of  Chapter  11  Airlines 

The  impact  of  this  large  percentage  of  the  industry 
operating  under  the  protection  of  the  bankruptcy  laws  has 
been  devastating  for  airline  competition  and 
profitability.    Airlines  operating  under  Chapter  11 
protection  have  two  very  distinct  advantages  over  airlines 
that  are  forced  to  pay  their  bills.    First,  these 
financially  weak  airlines  are  permitted  to  negotiate  when 
and  how  much  of  their  financial  obligations  they  are  able 
to  pay.    Second,  protected  by  bankruptcy  law  and  seeking 
cash  flow  to  cover  marginal  costs,  these  airlines  initiate 
fares  that  offer  seats  for  less  than  the  full  cost  to 
produce  the  seats.    Experience  has  shown  that  financially 
distressed  airlines  are  unable  to  compete  based  upon 
service  quality  and  so  they  must  offer  fares  below  their 
competitors  to  generate  business.    As  a  result  of  these 
factors,  healthy  carriers  are  forced  to  compete  on  a  very 
unlevel  playing  field. 
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Chapter  11  carriers  have  had  a  very  pervasive  and  detrimental 
effect  on  industry  prices,  yields  and  profits.    We  estimate 
that  the  financial  problems  experienced  by  Eastern  Airlines 
both  prior  to  and  during  bankruptcy  reduced  Delta's  revenues 
over  a  two  year  period  in  excess  of  $700  million.    The 
conclusion  of  the  study  to  be  released  by  George  Washington 
University  in  conjunction  with  Aviation  Forecasting  and 
Economics  Inc.  confirms  this  revenue  drain  on  Delta. 

4.    Governmental  Cost  and  Tax  Burdens 

Finally,  there  have  been  a  number  of  governmental  regulatory 
actions  taken  in  recent  years  that  have  substantially  added 
to  the  cost  of  air  transportation.    The  list  includes  drug 
testing,  airport  access  control  systems,  installation  of 
traffic  and  collision  avoidance  systems,  type  III  exit 
access,  air  carrier  compliance  with  the  handicap  rules,  cargo 
compartment  fire  containment,  windshear  systems  and  aging 
aircraft  task  force  modifications.    These  programs  will  have 
an  initial  cost  to  Delta  exceeding  $178  million.    This  does        ^ 
not  include  the  cost  for  the  airport  security  access  system 
which  the  airlines  and  airports  believe  will  reach  $650-$700 
million  when  fully  implemented. 
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Delta  also  now  estimates  that  our  cost  to  bring  our  entire 
fleet  into  compliance  with  the  stage  III  noise  rule 
requirement  will  exceed  $1.9  billion.    This  estimate  is 
only  related  to  the  costs  for  reengining  and  hush  kit 
conversions  that  we  plan  for  stage  II  aircraft  that  will 
remain  in  our  fleet  after  1999.    Delta  did  not  oppose,  and 
in  fact  participated  in,  the  compromise  reached  in  1990  to 
establish  a  national  noise  policy.    While  we  continue  to 
believe  that  these  costs  must  be  borne  by  all  carriers, 
without  exception,  in  order  to  prevent  local  rules  that 
would  limit  airline  operations,  the  costs  associated  with 
this  rule  reinforces  the  necessity  of  FAA  enforcement  of 
its  stage  III  compliance  deadlines.    In  the  absence  of 
vigorous  federal  enforcement  and  preemption  of  local 
regulations,  the  benefits  for  airlines  that  are  derived 
from  modifications  to  achieve  stage  III  would  be  severely 
diminished. 

While  no  one  can  quarrel  with  the  important  public  interest 
objectives  associated  with  these  safety,  environmental  and 
security  requirements.  Congress  and  the  Executive  Branch 
must  recognize  the  cumulative  effect  that  these  regulations 
have  had  and  will  continue  to  have  on  industry  costs.    Our 
biggest  objection  to  most  of  these  programs  is  a  lack  of  a 
cost  benefit  analysis  performed  by  the  regulatory  agency 
involved  with  promulgating  the  rules.    Oftentimes,  there  is 
a  more  cost-effective  way  of  implementing  the  statutory  or 
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regulatory  objective  of  the  program.    A  good  example  is  the 
random  drug  testing  program.    Despite  a  positive  test  rate 
result  of  .0009%  for  Delta  employees  in  1992,  the  FAA  has     "« 
refused  to  reduce  the  required  50%  random  test  rate  as  we 
have  requested. 

On  the  revenue  side,  taxes  and  fees  imposed  by  the  federal 
government  on  airline  passengers  now  represent  nearly  16% 
of  the  price  of  an  average  domestic  ticket  as  compared  with 
8%  in  1980.    During  the  same  period,  the  average  U.S.  taxes 
imposed  on  international  tickets  has  risen  from  1%  to  4%. 
Even  more  significantly,  the  creation  of  the  alternative 
minimum  tax  in  1986  has  had  a  singularly  punitive  impact  on 
capital-intensive  industries  such  as  the  airlines.    The 
current  calculation  for  depreciation  under  the  alternative 
minimum  tax  actually  penalizes  companies  like  Delta  that 
invest  in  new  plant  and  equipment.    For  example.  Delta 
experienced  an  economic  loss  of  $325  million  in  fiscal  year 
1991  but  we  owed  federal  income  tax  because  of  the  fact 
that  we  had  invested  nearly  $2  billion  in  new  plant  and 
equipment  during  that  fiscal  year.    Clearly,  the  current 
treatment  of  depreciation  under  the  alternative  minimum  tax 
creates  a  huge  disincentive  for  airlines  to  invest  into 
replacement  of  their  aging  fleets,  and  it  drives  up  the 
cost  of  capital  for  industries  that  have  to  invest  during 
periods  of  economic  downturn. 
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THE  IMPACT  OF  THE  CURRENT  FINANCIAL  PROBLEMS 

The  economic  and  financial  problems  confronting  Delta  and 
the  industry  have  had  and  will  continue  to  have  some  very 
distinct  consequences  on  the  competitive  structure  of  the 
Industry.    Some  of  the  consequences  include: 

•  INCREASED  FOREIGN  OWNERSHIP  AND  CONTROL  OF  THE  U.S. 
AIRLINE  INDUSTRY 

The  need  for  capital  and  cash  infusion  to  cover  costs  and 
meet  debt  obligations  has  resulted  in  increased  foreign 
equity  investments  in  the  industry.    We  recognize  that 
capital  -  like  goods  and  services  -  should  not  be 
unnecessarily  restricted  by  national  boundaries.     However, 
our  government  must  recognize  that  foreign  investments  In 
U.S.  airlines  are  not  merely  passive.    They  are  designed 
to  buy  access  into  the  U.S.  market  and  to  give  foreign 
airlines  a  competitive  advantage  over  U.S.  airlines  in  the 
international  market  place.    As  I  will  discuss  in  a  minute, 
this  country  must  move  cautiously  in  opening  up  foreign 
investment  opportunities  in  U.S.  airlines.    Unless  a  more 
pragmatic  policy  relative  to  foreign  ownership  and  control 
is  developed,  we  believe  that  we  will  continue  to  see 
foreign  attempts  to  buy  access  into  the  world's  largest 
aviation  market 
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•  LOSS  OF  AIRCRAFT  ORDERS  AND  INDUSTRY  JOBS 

Delta  and  other  airlines  have  recently  taken  steps  to 
substantially  reduce  their  costs  and  cut  capital 
expenditures.    We  recently  announced  cancellations  or 
deferrals  of  aircraft  orders  that  will  reduce  our  planned 
acquisitions  through  the  year  2001  by  over  100  aircraft. 
This  represents  a  reduction  in  expenditures  of 
approximately  $5.2  billion.    In  addition,  we  will  be 
working  with  all  our  manufacturers  to  defer  as  many  orders 
as  possible  in  the  next  three  years.    To  date,  we  have 
agreed  upon  a  deferral  of  an  additional  $1.3  billion  in 
firm  orders  during  the  next  three  years. 

We  have  also  cut  non-flight  equipment  expenditures  by  over 
$600  million  through  fiscal  1995.    To  give  the  Subcommitiee 
some  idea  of  the  impact  of  these  decisions  on  high  skilled, 
high  income  jobs,  Boeing  estimates  that  every  aircraft 
order  represents  between  1,000  and  4,500  number  of  jobs 
throughout  the  economy.    This  Subcommittee  is  certainly 
well  aware  of  the  fact  that  the  recently  announced  layoffs 
at  Boeing,  McDonnell  Douglas  and  Pratt  Whitney  are  directly 
attributable  to  the  cancellation  and  deferral  of  aircraft 
orders  by  Delta  and  other  U.S.  airlines. 
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•  WAGE  CUTS,  JOB  LOSSES  AND  SERVICE  CURTAILMENTS 

Two  other  unfortunate  consequences  of  our  need  to  cut  costs 
are  reductions  in  personnel  benefits  and  service 
terminations.    All  Delta  noncontract  employees 
(representing  85%  of  the  company's  work  force)  took  a  5% 
salary  reduction  on  February  1.    We  have  also  asked  our 
contract  personnel  to  join  other  Delta  employees  in  making 
a  contribution  to  our  efforts  to  reduce  our  costs  so  that 
we  can  return  to  profitability.    Delta  has  also  reduced 
headcount  by  6%,  a  reduction  In  total  employment  by  5,000, 
in  the  past  year  through  attrition,  retirements  and 
reductions  of  temporary  positions.     It  is  our  hope  to 
preserve  the  jobs  of  our  permanent  employees  but  furloughs 
cannot  be  ruled  out  if  Delta's  financial  condition  does  not 
improve.    We  have  also  recently  announced  a  number  of 
terminations  and  deferrals  of  new  services  and  we  will 
continue  our  efforts  to  further  refine  our  schedules  to 
rapidly  improve  revenue  growth  and  to  eliminate 
unprofitable  routes. 

•  CHANGES  IN  SERVICE  PATTERNS  AND  SERVICE  QUALITY 

As  I  mentioned  earlier  in  my  testimony,  the  pricing 
behavior  of  the  bankrupt  carriers  has  created  an 
environment  where  many  airline  consumers  are  finding  K 
unnecessary  to  pay  compensatory  fare  levels  for  full 
service  airlines. 
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Many  consumers  are  more  interested  in  price  tlian  service 
and  this  apparent  trend  may  well  result  in  reductions  in 
service,  amenities,  and  possibly,  changes  in  the  level  of 
services  that  are  offered  in  many  cities.    If  this  trend 
continues,  we  will  end  up  with  an  entire  industry  of  failed 
carriers,  and  low  cost,  low  fare,  no  frills  niche  carriers 
that  do  not  offer  service  patterns  and  service  levels  that 
have  been  available  in  recent  years. 

Recommended  Government  Actions  to  Alleviate  Current 
Economic  Problems 

First  and  foremost,  Congress  and  governmental  agencies  at 
the  local,  state  and  federal  level  must  fully  recognize 
that  this  is  truly  a  troubled  industry.    Not  just  one  or 
two  airlines  -  the  entire  industry.    We  need  government  to 
realize  that  this  industry  can  no  longer  be  considered  a 
'cash  cow"  and  most  importantly,  that  governmental  policies 
foster  and  promote  profitability  for  the  industry. 

As  i  mentioned  earlier,  we  understand  that  the  government 
cannot  solve  many  of  the  problems  which  have  caused  the 
current  financial  difficulties.    However,  our  government 
should  develop  policies  that  reduce  regulatory  costs, 
minimize  tax  burdens  that  create  disincentives  for  growth, 
and  eliminate  the  unfair  advantages  of  carriers  operating 
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under  Chapter  11  protection.    Finally,  we  must  also 
recognize  the  important  trade  and  competitive  implications 
associated  with  foreign  ownership  and  control  of  our 
airlines. 

Let  me  spend  a  few  moments  making  some  suggestions  that 
Congress  and  the  Executive  Branch  should  consider  in 
developing  legislative  and  regulatory  responses  to  the 
industry's  financial  condition. 

1.  BANKRUPTCY  REFORM 

Congress  needs  to  take  action  to  prevent  carriers  operating 
under  Chapter  11  protection  from  destroying  the  financial 
health  of  the  rest  of  the  industry.    We  believe  that  the 
shield  of  Chapter  11  has  greatly  distorted  competition  and 
has  created  a  very  unlevel  playing  field.    Airlines 
operating  under  Chapter  11  protection  have  enormous  cost 
advantages  over  non-Chapter  11  operators  and  these  lower 
costs  -  achieved  through  forgiveness  of  debt  and 
concessions  obtained  from  labor  and  creditors  -  have 
resulted  in  significantly  lower  costs  for  these  airlines. 
Chapter  11  airlines  have  repeatedly  priced  their  product 
below  cost  and  have  forced  overall  industry  fares  to  levels 
which  are 
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not  sufficient  to  achieve  profitability.    It  is  time  for 
Congress  and  the  Administration  to  ensure  that  Chapter  11 
does  not  continue  to  result  in  irrational  and  uneconomical 
pricing  policies  by  carriers  operating  under  protection  of 
the  bankruptcy  laws. 

Since  1978,  eighteen  DOT  certificated  carriers  and  99 
commuters  have  filed  for  Chapter  11  bankruptcy  protection. 
To  date,  only  one  airline  -  Continental  -  has  been 
successfully  reorganized  and  it  reentered  bankruptcy  in 
December,  1990.    All  total,  Continental  has  been  in 
bankruptcy  for  over  5  years  in  the  last  decade.    This 
suggests  that  the  bankruptcy  laws  have  not  achieved  the 
objective  of  facilitating  reorganization.    Eastern  Airlines 
is  a  classic  case  in  point.    During  Easterns  nearly  two 
years  under  Chapter  11  protection  the  bankruptcy  court 
allowed  Eastern's  management  to  squander  a  vast  portion  of 
its  remaining  net  worth.    At  the  same  time.  Eastern  was 
allowed  to  continue  to  compete  against  Delta  and  other  U.S. 
airlines  with  the  huge  cost  advantage  that  it  had  gained  by 
virtue  of  its  existence  in  Chapter  11.    Its  pricing 
policies  had  a  devastating  impact  on  both  Delta  and  the 
industry. 
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The  bankruptcy  laws  should  be  administered  such  that  a 
carrier  must  at  some  reasonable  point  in  time  present  a 
credible  plan  for  reorganization.    Chapter  11  carriers 
should  not  be  allowed  to  stay  in  bankruptcy  for  an  extended 
period  of  time.    They  must  be  forced  to  either  accept  or 
reject  their  executory  contracts  within  a  reasonable  amount 
of  time. 

This  objective  was  clearly  recognized  in  legislation, 

S.I  985,  that  was  passed  in  the  Senate  last  year  to  reform 

the  bankruptcy  code.    There  should  be  a  major  overhaul  of 

the  bankruptcy  code  so  that  real  deadlines  are  imposed  upon 

companies  that  are  attempting  to  reorganize  under  Chapter 

11. 

This  subcommittee  and  the  National  Commission  To  Ensure 
A  Strong  Competitive  Airline  Industry  should  also 
thoroughly  examine  the  use  of  Section  401  (r)  fitness  rules 
under  the  Federal  Aviation  Act  as  a  means  of  insuring  that 
Chapter  11  airlines  are  not  allowed  to  damage  the  industry 
with  noncompensatory  pricing  practices.    Since  1978,  the 
Department  of  Transportation  has  never  conducted  a  fitness 
Investigation  of  a  bankrupt  airline. 
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2.  TAX  REFORM 

This  committee  does  not  have  jurisdiction  over  most  of  the 
tax  reform  proposals  that  we  believe  should  be  passed  by 
Congress  to  reduce  the  cost  of  capital  and  eliminate 
current  disincentives  that  exist  in  the  tax  code  for 
capital-intensive  companies.     However,  we  believe  your 
support  and  leadership  is  critical  in  persuading  Congress 
and  the  Executive  Branch  that  changes  in  our  investment  and 
tax  laws  are  essential  if  this  industry  is  to  regain  its 
long  term  vitality.    You  will  be  hearing  later  from  the  Air 
Transport  Association  relative  to  a  number  of  changes  that 
we  are  recommending  both  to  the  Clinton  Administration  and 
the  tax  writing  Committees.     Delta  fully  supports  these 
changes  and  we  urge  you  to  actively  support  their  inclusion 
as  part  of  any  economic  recovery  package. 

Of  particular  importance  is  the  elimination  of  the  punitive 
effect  that  the  calculation  of  depreciation  under  the 
alternative  minimum  tax  has  on  capital-intensive  companies 
with  low  profit  margins. 
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The  alternative  minimum  tax  increases  the  cost  of  capital 
by  10  to  20%  and  undermines  all  investment  incentives 
currently  in  the  tax  code.    AMT  depreciation  is  the  worst 
cost  recovery  system  in  the  industrialized  world.    If  I  had 
my  wish  for  one  legislative  proposal  that  Congress  could 
enact  to  help  the  airlines  this  year,  it  would  be  the 
elimination  of  the  current  depreciation  preference 
calculation  under  the  alternative  minimum  tax,  and  the 
utilization  of  minimum  tax  credits  against  AMT  liability. 

Finally,  this  industry  cannot  afford  to  incur  the  costs  of 
the  various  energy  taxes  being  proposed  as  part  of  the 
Administration's  deficit  reduction  program.     Before  any  new 
energy  tax  is  imposed  on  this  industry  as  part  of  a  broader 
deficit  reduction  program.  Congress  needs  to  fully  assess 
its  impact  on  industry  jobs,  capital  investment,  service, 
and  profitability.    While  the  oil  sales  tax,  energy  sales 
tax,  carbon  tax  and  BTU  tax  options  would  all  have  an 
adverse  impact  on  airline  industry  costs,  the  oil  import 
fee  would  have  the  most  direct  negative  impact  on  airline 
costs. 
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3.  International  Aviation  Policy  and  Foreign  Investment  and 
Ownership  of  U.S.  Airlines 

Delta  has  called  on  the  Clinton  Administration  to 
thoroughly  reexamine  its  aviation  trade  policy  to  determine 
its  goals  and  objectives  and  to  review  the  legal, 
regulatory  and  policy  implications  associated  with  the 
foreign  ownership  and  control  issue.    Until  such  time  as 
the  new  Administration  has  the  opportunity  to  determine  its 
future  policy  direction,  we  have  suggested  that  a 
moratorium  be  imposed  on  any  foreign  investments  until  a 
definitive  policy  approach  can  be  established.    This 
suggestion,  which  was  contained  in  a  joint  filing  with 
United  and  American  in  response  to  British  Airways'  latest 
investment  in  USAir,  was  made  because  of  our  belief  that  a 
clear  and  coherent  policy  needs  to  be  established  that 
addresses  the  broad  question  of  how  foreign  investment  in 
the  U.S.  airline  industry  will  affect  the  long  term 
competitive  capabilities  of  the  U.S.  airline  industry  in 
the  global  market  place. 

We  believe  it  is  also  essential  that  the  current  25% 
limitation  on  foreign  voting  equity  be  maintained.    The 
Department  of  Transportation  should  return  to  its  earlier 
standards  and  criteria  on  examining  questions  of  foreign 
control  of  U.S.  airlines.    Given  our  strong  belief  that 
these  investments  are  being  made  in  order  to  obtain 
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direct  access  to  the  U.S.  market  in  a  way  that  is  often 
harmful  to  the  U.S.  industry  as  a  whole,  the  Department 
should  prohibit  any  transaction  that  allows  a  foreign 
carrier  to  exert  substantial  influence  over  the  major 
business  decisions  of  a  U.S.  company. 

As  many  of  you  know,  Delta  has  been  a  strong  and  consistent 
supporter  of  U.S.  efforts  to  obtain  liberal  aviation 
agreements  with  our  bilateral  partners.     In  fact,  we  have 
been  the  staunchest  proponent  of  "open  skies".    It  was  our 
hope  that  the  U.S.  could  use  a  more  liberal  stance  on 
foreign  investment  in  U.S.  airlines  to  induce  other  nations 
to  move  toward  "open  skies".    This  would  also,  in  the  case 
of  USAir-British  Airways,  balance  a  freer  transborder 
movement  of  capital  with  increased  operating  opportunities 
for  U.S.  airlines.     It  was  our  hope  to  pry  open  market 
after  market  around  the  world  on  the  way  toward  a 
multilateral  regime  that  contains  a  minimum  of  government 
regulation  on  airline  services. 

While  that  is  still  our  goal,  the  world  has  changed 
dramatically  in  the  last  couple  of  years.    All  of  our  major 
trading  partners  made  it  very  clear  that  they  want  more 
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restrictive  agreements  that  allow  government  to  regulate 
competition.    Given  this  reality  we  need  to  rethink  our 
approach  and  consider  abandoning  pursuit  of  "open  skies"  on 
a  bilateral  basis.    In  its  place  a  more  pragmatic  and 
realistic  trade  policy  should  be  developed.    As  Secretary 
Pena  pointed  out  during  his  Senate  confirmations  hearings, 
...."We  cannot  give  away  valuable  rights  in  this  country 
without  equivalent  benefits  for  U.S.  carriers". 

Again  Mr.  Chairman,  Delta  greatly  appreciates  the 
opportunity  to  testify  before  the  Subcommittee  and  I  am 
prepared  to  respond  to  any  questions  that  you  and  other 
Members  may  have. 


181 


lU 

s 
o 
o 

z 


< 

UJ 

Q 


DC 

S    < 

S    _)l 

Si 


woiiiiW 


182 


183 


LU 


< 
LLI 
CO 

UJ 

—I 
CD 
< 

< 
> 
< 

LLI 

Q. 

h- 
CO 

o 
o 


184 


O 


CO 
0) 

c 


CO  ^ 


CD 


Q 


(soonnca)  sSuiABS  isSjbx 


185 


FINANCIAL  CONDITION  OF  THE  U.S.  AIRLINE  INDUSTRY 

Testimony  before  the  Aviation  Subcomnuttee  of  the 

Committee  on  Public  Works  and  Transportation 

U.S.  House  of  Representatives 

February  17,  1993 

Philip  Baggaley 

Standard  &  Poor's  Corp. 

25  Broadway  New  York,  NY    10004 

(212)  208-1309 

Thank  you,  Mr.  Chairman  and  members  of  the  Committee,  for  the  opportunity  to  speak 
to  you.  I  am  a  Director  in  the  Ratings  Group  of  Standard  &  Poor's  Corporation.  My  primary 
reponsibilities  are  the  analysis  of  airline  creditworthiness  and  management  of  the  transportation 
rating  team. 

Before  I  begin  my  discussion  of  the  airline  industry,  I  would  like  to  highlight  some  key 
issues  with  regard  to  de*t  ratings.  A  Standard  &  Poor's  rating  expresses  our  opinion  of  an 
issuer's  credit  quality  in  the  form  of  letter  symbols.  Ratings  of  'AAA'  through  'BBB-'  are 
investment  grade,  while  those  'BB+'  and  below  are  speculative  grade.  At  present,  the  average 
rating  of  U.S.  airlines  rated  by  Standard  &  Poor's  is  only  'B+',  middle  speculative  grade.  This 
has  declined  from  *BB',  high  speculative  grade,  seven  years  ago.  Standard  &  Poor's  regularly 
publishes  criteria  and  methodology  which  show  our  approach  for  each  industry.  In  addition, 
once  a  rating  determination  is  made  public.  Standard  &  Poor's  publishes  the  rating  along  with 
a  rationale  describing  major  factors  which  led  to  our  conclusions. 

Standard  &  Poor's  currently  maintains  debt  ratings  on  approximately  10,000  organiza- 
tions in  thirty  countries,  including  all  of  the  major  U.S.  airlines  and  several  foreign  airlines. 
My  comments  today  will  focus  on  those  airlines  rated  by  Standard  &  Poor's  and  our  knowledge 
of  the  air  transportation  industry. 

The  financial  condition  of  the  American  airline  industry  is  the  worst  since  World  War 
n  and  the  birth  of  a  global  aviation  network.  Of  the  eleven  U.S.  airlines  rated  by  Standard  & 
Poor's,  three  are  bankrupt,  four  are  rated  speculative  grade,  three  investment  grade  airlines  are 
under  review  for  possible  downgrade,  and  only  one— Southwest  Airlines  Inc.— is  safely 
investment  grade.  If  the  current  reviews  of  AMR  Corp.,  Delta  Air  Lines  Inc.,  and  UAL  Corp. 
result  in  downgrades  out  of  investment  grade,  which  is  possible,  all  but  three  percent  of  the 
industry's  capadty  would  be  rated  speculative  grade.  This  would  be  an  unprecendented  financial 
situation  for  the  airline  industry. 

While  airline  losses  should  narrow  in  1993,  and  the  industry  turn  profitable  next  year, 
it  will  remain  financially  weak  and  vulnerable  to  future  recessions.  Two  of  the  banlcnipt 
airlines,  America  West  Airlines  Inc.  and  Trans  World  Airlines  Inc.,  may  not  even  make  it 
through  the  next  business  cycle.  Another,  Omtinental  Airlines  Inc.,  has  an  uncertain  \oag  term 
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future.   Among  the  solvent  carriers,  NWA  Inc.  may  have  to  file  for  bankruptcy  protection  later 
this  year,  if  it  is  unable  to  recapitalize  and  obtain  concessions  from  its  unions. 

The  principal  causes  of  the  industry's  current  financial  difficulties  are  three,  fundamental 
economic  factors: 

1)  Weak  demand  for  air  travel,  due  to  a  sluggish  economy; 

2)  An  oversupply  of  airline  seats,  due  to  aggressive  growth  by  stronger  carriers  and 
survival  of  weak  carriers  in  bankruptcy;  and 

3)  A  cost  structure  at  most  airlines  which  generates  losses  under  current  conditions  and 
will  squeeze  profits  even  when  the  economy  recovers. 

These  economic  factors  may  seem  simple  and  obvious,  but  they  must  be  kept  in  mind 
when  evaluating  the  implications  of  any  changes  in  federal  aviation  policy.  Standard  &  Poor's 
expects  the  balance  of  supply  and  demand  for  air  travel  to  improve  over  the  next  several  years. 
This  will  be  driven  by  economic  recovery,  first  in  the  U.S.  and  later  in  Europe  and  Japan,  plus 
a  markedly  slower  rate  of  capacity  growth. 

Even  so,  and  despite  efforts  to  cut  operating  and  coital  expenses,  airlines  will  continue 
to  &ce  a  long  term  cost  problem.  This  is  because  negotiating  pay  cuts  from  employees  is 
difficult,  and  slower  growth  will  put  upward  pressure  on  unit  costs  (cost  per  available  seat  mile). 
Labor  costs  (about  35%  of  the  total)  are  not  the  only  expense  which  can  be  addressed  by 
management  action,  but  other  cost  items  are  either  largely  controlled  by  external  market  forces 
or  smaller  in  amount.  In  addition  to  the  long  term  cost  problem,  most  airlines  will  remain 
highly  leveraged,  following  years  of  aggressive  growth  and  then  heavy  losses. 

As  I  indicated  earlier,  the  long  term  survival  of  several  airlines  remains  very  much  in 
doubt.  However,  the  trend  toward  consolidation,  while  continuing,  has  slowed  down  over  the 
past  year.  This  is  because  several  airlines  have  received  loans  or  equity  investment  from  foreign 
sources,  and  those  in  bankruptcy  have  managed  to  avoid  shutting  down.  The  slowing  of 
consolidation  has  both  positive  and  negative  implications.  It  implies  continued  price  competition 
in  most  markets  and  limits  aviation  job  loss.  At  the  same  time,  it  prolongs  the  industry's  over- 
capacity and  erodes  the  financial  strength  of  stronger  competitors.  This  is  a  major  factor  being 
examined  in  our  current  review  of  ratings  on  the  "Big  Tiiree"  airlines,  American,  Delta,  and 
United. 

The  eventual  depth  of  competition  in  this  industry  will  vary  from  market  to  market. 
While  fewer  large  airlines  implies  somewhat  less  competition  overall,  the  breadth  of  national 
route  networks  operated  by  the  "Big  Three,"  establishment  of  foreign  alliances  by  other  airlines, 
and  the  spread  of  Southwest  Airlines  should  oflFer  most  travelers  low  cost  opportunities  for 
travel.  Competition  is  driven  by  the  number  of  competitors  offering  service  on  an  individual 
route,  as  well  as  the  overdh  balance  of  supply  and  demand.  The  overall  number  of  airlines  in 
operation  is  thus  by  no  means  the  only  factor  which  will  determine  the  level  of  competition. 
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Standard  &  Poor's  does  not,  as  a  matter  of  policy,  suggest,  endorse,  or  oppose  specific 
legislation.  The  following  comments  are  intended  only  to  evaluate  the  likely  impact  of  possible 
changes  in  aviation  policy  on  the  industry's  financial  condition.  Among  the  legislative  actions 
offered  for  comment  by  the  Subcommittee,  the  following  would  have  a  generally  positive  impact 
on  the  financial  condition  of  all  airlines: 

1)  Reduction  in  the  ticket/waybill  tax  or  changes  in  the  Alternative  Minimum  Tax  to  limit 
liability  of  unprofitable  companies; 

2)  Improvements  in  the  air  traflSc  control  system; 

3)  Obtaining  better  international  rights  for  U.S.  carriers;  and 

4)  Ensuring  that  foreign  airlines  serving  the  U.S.  are  subject  to  the  same  requirements 
as  U.S.  international  airlines. 

The  foregoing  actions  would  either  improve  opportunities  to  generate  revenues  or  reduce 
airline  operating  costs.  The  other  legislative  actions  offered  for  comment  would  either  have  a 
mixed  impact  or  be  favorable  to  some  airlines  and  unfavorable  to  others.  For  example, 
enactment  of  an  investment  tax  credit  would  lower  cash  taxes  of  airlines  buying  equipment,  but 
would  encourage  renewed  spending  and  prolong  the  current  industry  overcapacity.  Evaluation 
of  some  possible  legislation,  such  as  changes  in  the  policies  for  awarding  international  routes, 
is  difficult  without  specifics. 

Evaluation  of  "reregulation"  of  airline  service  or  rates  must  consider  the  causes  of  the 
current  financial  problems  which  I  explained  earlier.  Reestablishment  of  an  aviation  regime 
similar  to  that  existing  under  the  Civil  Aeronautics  Board,  in  itself,  would  do  nothing  to  boost 
demand,  eliminate  excess  supply,  or  lower  costs.  If  a  federal  aviation  agency  were  intent  on 
eliminating  airline  losses  in  a  regulated  system,  it  would  have  to  either  reduce  the  number  of 
seats  flown,  implying  grounded  aircraft  and  forther  layoffs,  or  impose  lower  wages  and  benefits 
on  airline  employees.  The  former  course  would  tend  to  raise  ticket  prices.  To  the  extent  that 
such  policies  were  successful  in  eliminating  losses,  they  would  also  tend  to  relieve  pressure  on 
airline  management  to  cut  costs  and  restrain  capital  spending. 

Consideration  of  these  reregulation  scenarios  illuminates  an  important,  if  unattractive, 
fact:  the  goals  of  eliminating  airline  losses,  maintaining  low  ticket  prices  through  competition 
or  other  means,  limiting  foreign  investment  in  airlines,  and  maintaining  current  levels  of  aviation 
employment  and  pay  scales  are  difficult,  and  perhaps  impossible,  to  reconcile.  Among  the 
policy  alternatives  offered  for  comment  by  the  Subcommittee,  only  those  I  listed  earlier  as 
having  an  unambiguously  positive  effect  would  further  all  of  these  goals.  Of  course,  such 
policies  may  conflict  with  other,  non-aviation  goals,  such  as  reduction  of  the  federal  deficit,  or 
be  subject  to  the  consent  of  foreign  governments. 

Despite  the  current  stote  of  the  airline  industry  and  the  difficulties  facing  legislative  action 
intended  to  improve  it,  there  are  positive  features  to  keep  in  mind.  The  current  imbalance  of 
supply  and  demand  should  gradually,  if  painfully,  be  corrected.   Over  the  long  term,  increases 
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in  ticket  prices  have  been  less  than  the  rate  of  inflation,  and  projected  future  increases  are 
unlikely  to  exceed  that  rate.  LasUy,  U.S.  airlines  remain  tough  competitors  m  the  global  arena, 
with  relatively  low  costs  and  experience  in  competing  under  difficult  condiuons. 

Thank  you.   I  will  be  happy  to  answer  any  questions  you  may  have. 
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U.S.  Airline  Interest  &  Rental  Expense 
As  A  Percentage  Of  Total  Revenues 
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Airline  Unit  Revenues  &  Costs 
American,  Delta  &  United 
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STATEMENT  OF   DAVID  BLACKSHEAR 


mSTIMONY   OF  U.S.  MRPOltTS   FOR  BFTTER   INTERNATIONAL    AIR  SERVICE 

ajsA-BiAy> 


Before  The  House  Subcommittee  oo  AviatioD 

At  a  Hearing,  Fdvuary  17,  1993  od 
The  Knancial  CooditioD  of  tbe  Airiioe  Industry 


The  members  of  USA-BIAS  would  like  to  express  their  J5>preciation  for  the 
opportunity  to  present  the  views  of  our  organization  before  this  Subcommittee.  For  those 
who  might  not  be  familiar  with  our  group,  USA-BIAS  is  a  caucus  of  some  30  airports  in  the 
United  States  founded  on  the  premise  that  international  air  service  is  a  vital  building  block 
for  economic  development  and  is,  therefore,  critical  to  the  continued  prosperity  of  each 
member  community  and  of  the  entire  United  States.  Together  our  communities  account 
for  more  than  40  percent  of  all  passengers  enplaned  at  airports  in  the  United  States.  (A 
list  of  the  members  of  USA-BIAS  appears  at  the  end  of  this  testimony.) 

USA-BIAS  was  formed  in  1989  in  order  to  promote  increased  international  air 
service  to  our  communities.  In  order  to  achieve  this  goal,  we  believe  it  is  essential  for 
government  policymakers  to  recognize  -  and  give  proper  wdght  to  -  the  enormous 
economic  benefits  (jobs,  exports,  tourism,  and  related  economic  development)  which 
international  air  service  generates  for  airport  communities,  and  for  the  United  States  as  a 
whole.  In  other  words,  the  objective  of  our  efforts  is  to  allow  U.S.  localities  to  take 
advantage  of  the  enhanced  economic  development  that  is  spawned  by  better  and  increased 
international    air  service. 

Our  members,  scattered  across  the  United  States,  include  some  of  the  nation's  largest 
airports  as  well  as  many  that  are  smaller,  but  we  are  united  as  developing  non-traditional 
aviation  gateways  who  believe  that  the  existing  international   r^ulatory  regime  blocks  us 
from  obtaining  much  of  the  international   air  service  that  we  need. 

The  testimony  we  are  presenting  today  is  abstracted  from  the  USA-BIAS  position 
paper,  "FREE  TRADE,  FAIR  TRADE  AND  ECONOMIC  PROGRESS  -  The  Aviation 
Contribution".  A  copy  of  this  document  is  submitted  as  a  supplement  to  this  testimony,  and 
today  a  copy  is  being  delivered  to  the  White  House. 

International  air  service,  we  believe,  is  a  key  element  to  tfie  expansion  of  jobs  and 
the  stimulation  of  economic  activity  because  of  the  related  spending  by  foreign  tourists,  the 
increased  opportunities  for  businesses  located  in  our  cities  to  export  Aeir  goods  and 
services  abroad,  and  the  new  foreign  investment  in  our  communities  induced  by  the 
introduction  of  international  air  service.  We  believe  that  new  international  air  service  can 
best  be  achieved  by  promoting  liberal  aviation  agreements  with  all  U.S.  trading  partners. 
Members  of  USA-BIAS  are  dedicated  to  the  ideal  of  negotiating  full  open  skies  agreements 
but  recognize  that  these  may  not  be  possible  in  all  cases.  The  most  liberal  agreements 
possible  should  be  sought,  however. 
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Unfortunately,  the  network  of  bilateral  aviation  agreements  between  governments 
which  grew  up  after  the  Second  World  War  to  govern  international  commercial  aviation 
enshrined  the  harbors  and  railheads  of  previous  centuries  as  the  international  gateways  of 
the  aviation  age.  Government  policy  since  then,  including,  more  often  than  not,  U.S. 
Government  policy,  has  been  to  resist  change.  This  has  made  it  difficult  -  often  impossible 
-  for  U.S.  communities  to  obtain  the  volumes  of  international  air  services  needed  to  satisfy 
their  requirements  for  the  efficient  movement  of  people  and  goods.  This  in  turn  has 
restricted  the  ability  of  these  communities  to  grow  and  prosper. 

Members  of  USA-BIAS  recognize  the  severe  financial  difficulties  being  experienced 
by  a  majority  of  airlines  throughout  the  world.  The  membership  also  realizes  that  no  one 
connected  with  commercial  aviation  benefits,  if  the  airline  industry  cannot  be  brought  back 
to  financial  health. 

USA-BIAS  therefore  supports  the  efforts  of  the  Congress  and  the  Administration  to 
address  the  problem  and  to  consider  possible  actions  to  resolve  it.  We  particularly  support 
efforts  to  revitalize  the  economy.  We  agree  with  the  statement  by  Secretary  of 
Transportation  Pena  at  his  confirmation  hearings,  "The  single  most  important  thing  we  can 
do  for  the  airline  industry  is  to  bring  the  economy  back  to  life".  MembCTS  of  USA-BIAS 
believe  that  one  of  the  best  ways  to  help  revitalize  the  economy  is  to  seek  to  increase,  not 
decrease,  the  opportunities  for  U.S.  communities  to  obtain  new  international  air  services 
from  either  U.S.  or  foreign  air  carriers.  At  many  U.S.  communities,  American  carriers  have 
unexercised  bilateral  rights.  These  communities,  we  believe,  should  not  be  denied 
international   air  service  merely  because  U.S.  carriers  elect  not  to  offer  it. 

We  do  not  believe  that  the  financial  woes  of  the  air  carriers  can  be  solved  by  pulling 
back  from  the  quest  for  liberal  aviation  agreements  which  provide  opportunities  for  the 
carriers  as  well  as  for  new  services  to  communities.  We  do  not  think  that  foreign 
competition,  or  the  actions  of  foreign  governments,  are  significant  sources  of  U.S.  carriers' 
recent  financial  difficulties.  In  general,  U.S.  carriers  are  quite  successful  in  competing 
internationally.  They  have,  for  the  most  part,  achieved  greater  market  shares  than  their 
foreign  rivals.  For  example,  American  carriers  have  some  70  percent  of  the  available 
capacity  in  the  U.S. -France  market,  approximately  60  percent  in  the  U.S. -Germany  market, 
and  almost  60  percent  in  the  U.S. -UK  market.  Generally  U.S.  carriers  are  more  efficient 
from  a  cost  standpoint  and  have  perfected  the  concept  of  hub-spoke  operations.  They  have 
pioneered  the  development  of  computer  reservation  systems  which  produce  a  large 
supplemental  revenue  stream.  They  have  systems  which  allow  worldwide  single-carrier 
service  and  their  frequent  fiyer  programs  have  given  new  meaning  to  the  phrase,  "passenger 
loyalty". 

We  tend  to  agree  with  the  many  industry  observers  who  attribute  the  largest  share 
of  the  airlines'  financial  problems  to  the  effects  of  the  slow  domestic  economy,  the 
sometimes  cutthroat  fare  discounting  pursued  by  most  carriers,  and  the  fact  that  too  much 
capacity  is  in  place  relative  to  traffic  demand. 
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We  urge  the  Congress  to  take  a  broad  view  of  the  problem,  looking  at  air 
transportation,  as  we  do,  as  an  essential  component  of  economic  development,  and  not  as 
just  die  operation  of  air  service  per  se. 

The  economic  impact  of  new  international   air  service  is  dramatic  and  immediate. 

A  recent  study  of  the  economic  effects  of  23  new  direct  air  services  inaugurated  at 
communities  that  are  members  of  USA-BIAS  since  the  organization  was  started  three  and 
a  half  years  ago  demonstrated  that  these  communities  received  an  estimated  $3.78  billion 
in  economic  benefits  in  the  first  year  of  sendee  from  passenger  travel  alone.  The  value  of 
air  cargo  service  added  another  $180  million  to  this  total.  (We  have  supplied  copies  of 
this  study,  and  the  executive  summary  of  an  earlier  study  on  the  same  topic,  to  the  Majority 
and  Minority  Counsels  of  the  Subcommittee.  We  will  be  happy  to  supply  additional  copies 
if  requested.) 

There  are  numerous  other  examples  of  the  immediate  benefits  of  new  international 
air  services,  including: 

The  introduction    of  four  weekly  flights  by  KLM  at  the  Baltimore/Washington 
International    Airport  added  $100  million  annually  to  the  Maryland  economy,  according  to 
a  study  done  for  that  airport. 

New  international  services  at  the  Washington  IJulles  Airport  in  1992  generated  about 
700,000  new  "room  nights"  for  the  visitor  industry  in  the  National  Capital  area.  This 
translates  into  roughly  $70  million  in  instant  new  business  for  area  hotels  alone  in  1992. 

Atlanta  experienced  a  dramatic  growth  in  international  trading  companies  following 
the  introduction  in  1980  of  non-stop  air  services  to  The  Netherlands,  the  United  Kingdom, 
and  the  Federal  Republic  of  Germany. 

The  Washington  area,  and  the  surrounding  mid-Atlantic  region,  experienced  an 
increase  of  187  percent  in  German  tourism  following  the  inauguration  of  service  between 
Dulles  Airport  and  Frankfurt.  Furthermore,  German  corporate  investment  grew  to  the 
point  where  it  now  is  equal  to  that  of  the  United  Kingdom  which  had  been  the  largest 
European   investor  in  the  area. 

When  Dallas-Ft.  Worth  received  its  first  nonstop  service  to  Tokyo  in  1987,  air  travel 
increased  by  377  percent  and  the  number  of  Pacific  Rim  companies  with  facilities  in  the 
Dallas-Ft.  Worth  region  more  than  tripled  within  three  years. 


194 


Perhaps  even  more  telling  than  the  benefits  of  obtaining  new  international  services 
are  the  costs  of  not  having  service.  The  inability  to  reach  a  new  air  service  agreement  with 
Canada  is  a  perfect  illustration.  A  USA-BIAS  study  shows  that  lifting  the  restrictions 
embodied  in  the  outmoded  19-year  old  agreement  would  generate  economic  activity  in  the 
two  countries  of  $10.3  billion  annually  and  produce  more  than  200.000  jobs  in  tourism, 
service,  manufacturing  and  other  industries.  This  means  that  each  month  that  a  new 
agreement   is  delaved  costs  over  $850  million  in  lost  economic  activitv. 

The  aviation  talks  aimed  at  reaching  a  new  "open  skies"  agreement  with  Canada 
were  suspended  last  December  because  of  the  inability  of  both  sides  to  exhibit  the  flexibility 
needed  to  achieve  a  new  pact.  With  the  North  American  Free  Trade  Agreement  likely  to 
become  effective  in  the  near  future,  resulting  in  a  freer  flow  of  goods  and  services  across 
the  border,  it  makes  no  sense  for  aviation  opportunities  to  be  stifled  by  a  restrictive  and 
out-dated  agreement.  Therefore,  we  urge  the  U.S.  Government  to  take  the  lead  in  getting 
the  negotiations  underway  again  and  to  press  for  quick  resolution  to  this  intolerable 
situation. 

Members  of  USA-BIAS  feel  very  strongly  that  the  economic  development  benefits 
of  international  aviation,  must  receive  consideration  at  least  to  the  same  degree  as  the 
desires  and  needs  of  the  airlines  when  it  comes  to  negotiating  air  service  agreements  with 
other  countries.  While  all  USA-BIAS  cities  would  welcome  new  services  by  U.S. -flag  air 
carriers,  these  carriers  all  too  often  have  been  unable  or  unwilling  to  provide  them. 
Consequently,  our  member  cities  have  sought  service  by  foreign  carriers  as  well  as  U.S. 
carriers.  The  economic  development  benefits  of  international  air  service  are  too  important, 
in  our  view,  to  be  held  hostage  to  the  plans  of  American  carriers  only. 

We  think  that  U.S.  aviation  negotiators  need  to  focus  on  seeking  more  liberal,  ideally 
open  skies,  agreements  with  those  countries  like  Canada  and  the  United  Kingdom  where 
current  bilateral  agreements  are  restrictive.  They  should  also  pursue  such  agreements  with 
smaller  countries  like  Switzerland  and  Singapore  that  tend  to  favor  open  skies 
arrangements.  The  Department  of  Transportation  specifically  should  use  its  Cities  Program 
to  allow  new  passenger  and  cargo  services  by  foreign  airlines  where  liberal  agreements  exist 
with  the  home  countries  of  those  carriers.  In  conducting  these  negotiations  and  considering 
whether  or  not  to  "get  tough"  with  trading  partners,  U.S.  decisionmakers  must  take  into 
account  the  short  and  long  run  effects  such  "getting  tough"  will  have  on  the  economic 
development  needs  of  U.S.  communities. 

We  urge  the  Congress  to  consider  in  its  deliberations  the  needs  of  the  users  of  air 
transportation  —  the  passengers  and  shippers  in  our  communities  —  for  better  air  service  in 
more  international  markets.  We  suggest  that  the  Congress  make  clear  in  any  of  its 
proposals  or  recommendations  its  sense  that  these  user  needs  are  best  served  by 
international  aviation  agreements  whose  terms  are  as  liberal  as  possible.  We  urge  that 
Congress  instruct  the  current  Administration,  and  future  Administrations,  to  pursue  such 
agreements  with  all  possible  vigor. 
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Finally,  we  urge  the  Congress,  rather  than  turning  the  clock  back  to  a  protectionist 
policy  where  aviation  agreements  are  negotiated  on  the  basis  of  balances  of  benefits  for  the 
air  carriers  of  each  country,  to  adopt  a  policy  of  creating  air  service  opportunities ^  moving 
as  rapidly  as  possible  to  ftee  trade  in  aviation  services  among  nations.  We  believe  that  the 
interests  of  all  U.S.  parties  —  consumers,  carriers,  and  communities  —  are  best  served  by 
such  a  policy  of  creating  opportunities.  Of  course,  this  must  be  done  in  the  context  of  a  fair 
exchange.  But,  any  calculation  of  a  fair  aviation  exchange  must  go  beyond  the  traditional 
balancing  of  airline  revenues  to  include  consideration  -  in  the  fullest  sense  -  of  the 
economic  and  social  benefits  accruing  to  U.S.  communities. 

In  closing,  we  note  that  the  Airports  Council  International  -  North  America  (ACI- 
NA),  a  trade  association  representing  all  U.S.  airports  on  a  wide  range  of  issues  of  concern 
to  airports,  is  scheduled  to  testify  tomorrow.  The  members  of  USA-BIAS,  as  members  of 
ACI-NA,  also  subscribe  to  that  testimony. 

Again,  USA-BIAS  thanks  the  Subcommittee  for  the  opportunity  to  present  this 
testimony. 
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U^.  Airports  for  Better  International  Air  Service 

Telephone:   (703)  661-8040 
Fax:        (703)  661-8624 


USA-BIAS  Members 

1.  City  and  County  of  Denver,  Aviation  Division 

2.  Dallas/Fort  Worth  International  Airport 

3.  Baltimore/Washington  International  Airport 

4.  Orlando  International  Airport 

5.  Metropolitan  Washington  Airports  Authority 

6.  Kansas  City  International  Airport 

7.  Phoenix  Sly  Harbor  International  Airport 

8.  Port  of  Portland 

9.  Seattle  -  Tacoma  International  Airport 

10.  State  of  Connecticut,  Bradley  International  Airport 

11.  Detroit  Metropolitan  Wajrne  County  Airport 

12.  MetropoUtan  Nashville  Airport  Authority 

13.  Reno  Uannon  International  Airport 

14.  Lambert-St.  Louis  International  Airport 

15.  Indianapolis  International  Airport 

16.  Tampa  International  Airport 

17.  New  Orleans  International  Airport 

18.  Charlotte-Douglas  International  Airport 

19.  Cleveland  HopKins  International  Airport 

20.  Las  Vegas  McCarran  International  Airport 

21.  Minneapolia/St  Paul  International  Airport 

22.  Memphis/Shelby  County  Airport 

23.  Hvmtsville-Mamson  County  Airport  Authority 

24.  City  of  San  Jose,  California 

25.  Norfolk  Airport  Authority 

26.  New  York  State  Department  of  Transportation,  Stewart 
International  Airport 

27.  Sarasota-Bradenton  Airport 

28.  General  Mitchell  International,  Milwaukee,  Wisconsin 

29.  Allentown-Bethlehem-Easton  Airports 

30.  Richmond  International  Airport 
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and  Economic  Progress, 

The  Aviation  Contribution 


USA-BIAS 

January,  J  993 


198 


Our  transportation  system  is  an  engine  for  our  economy. 
If  we  have  a  transportation  system  that  worl<s,  we  can 
maintain  our  preeminent  position  in  the  world  economy 
If  we  do  not,  we  will  falter. 

Secretary  Designate 
Federico  F.  Peha 
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Free  trade.  Fair  trade  and  Economic  progress 

The  Aviation  Contribution 


L'.S.Airpons  lor  Better  Iniemaiional  Air  Service 
(USA-BIAS)  is  a  coaliiion  formed  in  J989  by  lo- 
cally owned  or  operated  airports  representing  com- 
munities geographically  spread  throughout  the  United 
States.  The  members  of  the  coalition  operate  some 
of  the  largest  public  airports  in  the  world  and  their 
annual  iralllc  level  in  the  six  months  ended  June 
1992  amounted  to  almost  439^  of  the  total  passenger 
boardings  in  the  USA.  USA-BIAS  was  formed  to 
support  the  primary  goal  of  increased  international 
air  service  to  and  from  the  communities  where  our 
airports  are  located.  Thecoalition'sfounding  premise 
is:  air  service  supports  economic  development,  and 
as  such,  is  critical  to  each  member's  continued 
economic  prosperity. 

Throughout  history,  economic  development  has 
concentrated  at  the  crossroads  of  trading  routes. 
Two  centuries  ago  those  crossroads  were  defined  as 
major  harbors:  a  century  ago  they  were  defined  by 
major  rail  heads:  today,  those  crossroads  are  defined 
as  airports.  Early  market  demand  and  the  range 
limitations  ofearly  generations  of  aircraftenshrined 
the  harbors  and  rail  heads  of  previous  centuries  as 
"gateways"  for  air  service  in  the  pattern  of  bilateral 
air  ser\'ice  trade  agreements  which  have  been 
concluded  since  the  creation  of  the  Chicago 
Convention  in  1944. 


USA-BIAS  Airports 


U.S.  Gateway  Air  Traffic  Share  (i990) 

25%   24.n 


Sourca  AIRTRANS 
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Since  people  tend  \o  iiadc  is  tar  as  ihey  can 
convenienily  iravel  in  a  day.  air  iransponation  has 
become  a  major  economic  throttle  in  the  global 
trading  environment.  The  introduction  of  modem 
jet  aircraft  in  1958  demonstrates  dramatically  how 
travel  and  trading  patterns  have  changed  over  the 
past  three  decades.  Without  access  to  international 
air  transportation,  the  communities  represented  by 
USA-BIAS  will  languish  in  the  backwaters  of  the 
international  trading  environment. 

The  travel  and  tourism  industry  in  the  United  States 
provides  more  employment  than  any  other  sector  of 
our  economy.  In  1990  the  worldwide  travel  and 
tourism  industry  generated  $251  billion  or  nearly 
5.6'^  of  all  direct  and  indirect  corporate  taxes  plus 
$182  billion  in  personal  income  taxes  from  its  1 18 
million  employees.  The  vast  majority  of  the  travel 
and  tourism  industry's  employees  are  not  directly 
employed  by  airlines. 

Although  many  of  the  members  of  USA-BIAS  have 
some  international  air  service.  U.S.  international 
aviation  policy  in  many  cases  has  prevented  these 
communities  from  being  able  to  obtain  the  amount 
of  service  needed  to  satisfy  their  requirements  for 
the  efficient  transport  of  people  and  goods  to  and 
from  their  regions.  Ironically.  US  A- BIAS  members' 
needs  for  more  "gateway"  services  are  the  greatest 
with  the  major  trading  partners  of  the  United  States. 
Opportunities  for  nonstop  air  services  to  Canada. 
Europe  and  the  Far  East  have  been  stymied  by 
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Atlanta's  Growthi  in  International  Companies 
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international  aviation  policies  that  place  the  needs  of 
USA-BIAS  communities  for  increased  economic 
activity  behind  the  commercial  needs  of  major  U.S. 
airlines.  These  policies  can  limit  the  economic 
potential  of  the  regionsseived  by  USA-BIAS  airports. 

The  current  restrictive  air  service  agreement  with 
Canada  is  an  example  of  opportunities  being  lost. 
Only  30*;^  of  the  264  transborder  markets  able  to 
sustain  direct  airservice  receive  nonstop  or  one-stop 
service.  Only  8%  receive  any  competitive  service, 
thus  fares  are  high.  A  new.  unrestricted  agreement 
between  the  U.S.  and  Canada  would  stimulateSlO.3 
billion  in  new  economic  activity  each  year  and 
create  2 1 1 ,000  jobs  on  both  sides  of  the  border, 
including  approximately  6.000  in  the  airline  industrv'. 

There  are  many  startling  examples  of  the  beneficial 
economic  development  effects  resulting  from 
improved  international  air  service.  Atlanta 
experienced  a  dramatic  growth  in  international 
trading  companies  following  the  1980  introduction 
of  nonstop  air  services  to  The  Netherlands,  the 
United  Kingdom  and  the  Federal  Republic  of 
Germany.  In  Washington.  DC.  and  Virginia,  the 
introduction  of  nonstop  air  service  from  Dulles 
International  Airpon  to  Frankfurt  led  to  a  187'^ 
increase  in  German  tourism  to  the  mid-Atlantic  area, 
and  German  corporate  investment  in  the  area  now 
equals  that  of  the  U.K.  When  the  Dallas/Fort  Wonh 
area  received  its  first  nonstop  service  to  Tokyo  in 
1987.  air  travel  increased  yil'^  and  the  number  of 
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Pacific  Rim  companies  located  in  ihe  D/TV,'  region 

more  than  tripled  within  three  years.  ^ffec*s  of  International  Air  Express  Service 


The  economic  N-'nefitsofimprovedaircargo  services 
to  communiiies  are  similarly  startling.  U.S.  all- 
cargo  airlines  created  modem-day  express  air  cargo 
services.  The  air  express  industry  has  been  a  major 
factor  in  bringing  small  communities  and  rural 
America  into  the  mainstream  of  economic 
development.  New  manufacturing  and  high 
technology  plants,  along  with  medical  and  research 
centers,  are  being  attracted  to  low  capital/production 
cost  areas  of  the  country  partly  because  the  air 
express  carriers  provide  regular  cargo  express 
transportation  to  every  zip  code  in  the  nation  and 
most  pans  of  the  world.  Air  express  services  allow 
computer  companies  located  in  rural  Virginia  to 
compete  with  computer  companies  in  the  Silicon 
Valley  because  orders  placed  on  the  east  coast  by  8 
p.m.  can  reach  a  west  coast  customer  by  10:30  a.m. 
the  next  morning.  The  explosive  growth  of  the 
automobile  industry  in  Tennessee  can  be  partly 
attributed  to  the  convenience  of  air  express  services. 
The  ability  to  expedite  parts  between  suppliers, 
assemblers  and  service  centers  has  been  essential  to 
the  production  methods  of  the  Tennessee  plants. 


North  Pacific 


Europe 


Africa 


New  international  air  services  will  allow  U.S. 
communities  to  develop  export  industries,  foster 
investment  in  new  plants  and  stimulate  travel  and 
tourism  in  our  country.  Each  of  these  results  will 
help  to  create  the  new  jobs  our  communities  need  to 
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Air  Cargo's  Growing  Share  of  U.S.  Exports 


Source    L»»per  Cambndge  i  Campball 
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put  itiL"  country  back  inio  a  sironger growth  mode.  A 
new  daily  nonstop  flight  across  either  the  Atlantic  or 
Pacific  can  be  expected  to  result  in  measurable 
economic  benefits  to  the  United  States  of  between 
$260  and  S720million  in  the  first  year. concentrated 
primarily  in  the  U.S.  gateway's  local  service  area. 
Visitor  and  airline  expenditures  alone,  counting 
both  direct  and  induced  effects,  comprise  $  1 25  to 
$S(X)  million  of  the  total,  depending  primarily  on  the 
size  of  aircraft  used  in  the  service  and  the  proportion 
of  the  travelers  who  are  of  foreign  origin.  Induced 
exports  and  foreign  investment,  plus  direct  time 
savings  for  U.S.  travelers,  account  for  the  remaining 
$140  to  $220  million. 

A  recent  study  of  the  economic  effects  of  2.^  new 
directairservicesinaugurated  at  USA-BIAS  member 
airports  since  it  was  founded  3.5  years  ago 
demonstrated  that  those  communities  received  an 
estimated  $3.78  billion  in  economic  benefits  in  the 
first  year  of  the  service  from  passenger  travel  alone. 
If  the  value  of  air  cargo  is  added,  the  23  services 
produced  another  $  1  SOmillion  in  economic  benefits. 

The  United  Stales'  competitive  edge  in  world  markets 
today  resides  in  the  "high-technology"  and  service- 
oriented  growth  industries  that  have  a  substantially 
higher  need  for  international  travel  than  traditional 
"smokestack"  industries.  Direct  international  fiights 
are  a  key  part  of  the  infrastructure  needed  by  U.S. 
industries  to  increase  overseas  sales,  reduce  the  trade 
deficit  and  create  new  jobs. 
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U.S.  Carrier  Capacity  Share 

(Round  Trips  Pw  W—k) 


Technological  ad\  ances  in  aircrafi  desifn.  led  by 
Boeing.  ha\e  produced  new  families  of  smaller 
capacity,  longer  range  airplanes  which  can  bring 
8(W  ol  world  markets  within  nonstop  range  of 
most  U.S.  cities.  Some  of  these  aircraft  are  designed 
for  use  in  smaller  city-pair  markets  and  make 
possible  significant  expansion  of  service  between 
non-traditional  U.S.  gateway  cities  and  world 
markets.  The  realization  of  the  full  potential  of 
these  aircraft  for  our  cities  and  our  aerospace 
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industry  requires  international  aviation  policies     y.s.  Major  Carrier  -  Unit  Revenue  and  Costs 
that  encourage  the  broad  distribution  of  new  air 
services  across  the  nation. 


Over  the  past  three  years,  the  financial  sute  of  the 
airline  industry  has  sharply  deteriorated  as  a  result 
of  declining  traffic  growth,  higher  costs,  excess 
capacity  and  airiine  debt  burden.  The  International 
Air  Transport  Association  has  forecast  the  pre-tax 
worldwide  airiine  industry  loss  for  the  1990- 1992 
time  period  to  be  in  excess  of  $9  billion.  Aviation 
Daily,  an  industry  trade  newsletter,  predicted  in 
November  that  the  U.S.  major  airtines  would  lose 
close  to  $2  billion  in  1992  following  the  release  of 
the  nine  airlines"  third  quarter  financial  reports 
which  showed  a  combined  net  loss  of  $1 .2  billion. 
Thf  Daily  also  noted  that  "the  U.S.  majors  have 
again  been  hurt  by  recession,  but  also  by  sometimes 
cut-throat  fare  discounting  that  left  yields  in  such 
tatters  that  record  domestic  traffic  this  summer 
failed  to  produce  sufficient  revenues  to  lift  the 
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Additions  to  Property  &  Equipment 

1990  V.  1991 
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inudsirv  out  of  the  doldrums"  {Aiiarion  Daih. 
Wednesday.  November  18.  1992). 

The  public  focus  on  the  Hnancial  sute  of  the  industry, 
however,  hasclouded  the  fact  that  U.S.  airlines  have 
successfully  pursued  aggressive  expansion  in 
international  markets  and  that,  by  and  large.  U.S. 
airlines  are  extremely  well-positioned  vis-a-vis  their 
foreign  competitors.  With  few  exceptions.  U.S. 
airlines  now  hold  large  capacity  share  advantages  in 
most  major  international  markets. 

Further.  U.S.  airline  managements,  unlike  most  of 
their  foreign  competitors,  have  undertaken  steps  to 
restructure  their  companies  which  position  them  to 
generate  significant  earnings  when  the  economy 
recovers  andexcesscapacity  is  removed  from  system 
operations.  Labor  productivity  of  U.S.  airlines  is 
often  50^  to  100^  higherthanthatofmajorEuropean 
airlines.  U.S.  airlines  generally  operate  in  a  cost 
range  of  9- 10  cents  per  available  seat  mile  (ASM) 
while  their  major  European  competitors  operate  in  a 
cost  range  of  nearly  twice  that  amount  per  ASM. 

U.S.  airlines  also  are  well-positioned  in  terms  of 
other  aspects  of  the  industry  that  spell  success  and 
prosperity  for  an  airline  company.  U.S.  airlines  have 
perfected  the  operating  concept  of  hub-spoke 
systems.  U.S.airiinespioneered  the  use  of  computer 
reservations  systems  which  produce  a  large, 
supplementary  revenue  stream  for  airline  operations. 
U.S.  airlines  also  invented  the  concept  of  passenger 
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loyalty  progiamN  drequent  flyer  programs)  which 
have  worked  to  provide  them  with  an  almost 
unassailable  tratHc  base  of  passengers  originating  in 
the  United  States.  In  terms  of  their  overall  size,  the 
Big  Three  U.S.  airhnes(  American.  Delta  and  United) 
are  each  measurably  larger  than  any  single  one  of 
theirforeigncompetiiors.  They  ha  vemore  airplanes, 
more  employees  and  more  passengers. 

USA-BIAS  members  fully  support  the  incoming 
Clinton  Administration's  stated  primary  goal  of 
restoring  economic  growth  to  the  nation  which  will 
create  jobs  and  aid  in  the  reduction  of  the  national 
debt.  The  membership  believes  that  a  fundamental 
building  block  should  be  U.S.  aviation  trading  policies 
which  will  allow  our  airports  and  communities  to 
attract  the  international  air  services  vital  to  economic 
growth. 

USA-BIAS  members  also  support  the  philosophy  of 
the  incoming  Clinton  Administration  that  fair  trade 
must  accompany  free  trade.  However,  fair  trade 
must  not  be  defined  under  terms  and  conditions 
prescribed  by  a  uaditional  balance  of  benefits  analysis 
that  simplistically  equates  "fair"  solely  to  the  benefits 
derived  by  airlines  and  does  not  include  the  benefits 
which  accrue  to  U.S.  communities. 

Traditional  balance  of  benefits  policies  that  allocate 
air  routes  and  other  international  air  service 
opportunities  on  the  basis  of  passenger  revenues 
forecast  for  airtines  lose  sight  of  the  vital  economic 
interests  of  cities,  other  industries  and  the  travelling 
and  shipping  public  as  a  whole.  Under  traditional 
balance  of  benefit  analyses,  it  has  become  acceptable 
practice  for  incum  bent  airlines,  whether  they  directly 
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Comparison  of  Major  U.S.  &  European 
Carrier  Hubs    (Jan.  1991 ) 
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served  a  U.S.  community  ornot.  10  block  or  delay  air 
service  to  that  community  by  raising  "fair"  trade 
issues  as  an  obsucle  to  creation  of  new  direct  air 
service  by  a  U.S.  or  foreign  airline. 

Indeed.  USA-BIAS  members  are  troubled  by  recent 
arguments  that  the  United  States  should  ignore  the 
economic  needs  of  cities  in  its  international  air 
service  policy  deliberations  and  return  to  the 
traditional  airhne  balance  of  benefits  approach.  Such 
an  approach  would  undermine  the  Cities  Program 
which  has  provided  measurable  economic  stimulus 
to  several  USA-BIAS  members  and  would  preclude 
opportunities  for  service  provided  by  airlines  from 
smaller  U.S.  trading  partners,  such  as  Korea. 
Malaysia.  Switzerland.  The  Netherlands  and 
Singapore. 

The  U.S.  airline  industry'sproblemsare  home  grow  n: 
a  product  of  the  lingering  recession,  disastrous 
domestic  fare  wars  and  too  much  capacity.  As  DOT 
Secretary-Designate  Federico  F.  Fena  noted  in 
written  testimony  prepared  for  his  confirmation 
hearings:  "The  problems  of  the  airline  industry  are 
profound.  Thereisclearlynomagiccure.  Thesingle 
most  important  thing  we  can  do  for  the  airline 
industry  is  to  bring  the  economy  back  to  life." 

Getting  tough  with  U.S.  aviation  trading  partners  in 
markets  where  U.S.  airlines  have  a  majority  share  of 
the  market  has  the  potential  for  disrupting  the  largest 
markets  where  U.S.  communities  are  now  receiving 
service  or  have  the  greatest  likelihood  of  obtaining 
new  international  air  service.  These  also  are  the 
markets  that  supply  the  largest  numbers  of  tourists 
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and  conirihuie  lo  reducing  our  unfavorable  balance 
of  trade.  Further,  arguments  that  U.S.  airline  jobs 
might  be  jeopardized  because  aviation  trade 
opportunities  are  expanded  should  be  rejected.  There 
isa  wealth  of  evidence  demonstrating  thatexpanded 
and  more  convenient  air  serv  ices  create  jobs  within 
and  without  the  airline  industry  by  stimulating  travel, 
tourism  and  trade. 

A  traditional  balance  of  benefits  test,  which  measures 
reciprocity  in  airline  revenues,  leads  to  "protected" 
trade  in  aviation,  not  fair  trade,  to  the  significant 
detriment  of  U.S.  cities  and  the  air  transportation 
industry  as  a  whole.  The  U.S.  Government  should 
provide  leadership  to  countries  around  the  world  for 
free  and  competitive  aviation  trade.  If  the  Clinton 
Administration  adopts  a  policy  stance  thatencourages 
foreign  governments  to  approach  aviation  trade  based 
only  on  the  commercial  interests  of  airlines,  it  will  be 
turning  back  the  clock.  Hopes  for  more  open 
competition  among  the  world's  airlines  will  be  lost 
to  pure  mercantilism. 

USA-BIAS  members  believe  that  their  interests  in 
direct  international  air  services  should  be  given 
comparable  weight  to  the  interests  of  U.S.  airlines,  as 
is  stated  in  section  1 102  of  the  Federal  Aviation  Act. 
Section  1 102  requires  U.S.  negotiators  to  pursue  "an 
increase  in  the  number  of  nonstop  United  States 
gateway  cities"  and  "opportunities  for  carriers  of 
foreign  countries  to  increase  their  access  to  United 
States  points."  Unless  these  objectives  are  pursued 
with  sufficient  vigor,  and  the  economic  interests  of 
the  nation  as  well  as  USA-BIAS  communities  will  be 
damaged. 
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Communities  Have  Equality  of  Interests 
and  Should  Have  Equality  of  Influence 


LSA-BIAS  members  support  a  balanced  U.S. 
intemaiional  aviation  negotiating  policy  —  one  that 
grants  equal  weight  to  the  interests  of  U.S.  airlines 
AND  U.S.  communities.  Each  of  our  communities 
seeks  first  to  work  with  U.S.  flag  airlines,  but  often 
they  must  work  with  foreign  airlines  to  obtain 
needed  new  services.  We  fully  support  efforts  to 
open  new  foreign  markets  and  for  U.S.  airlines  to  be 
able  to  offer  their  services  on  free  and  fairierms.  We 
fully  recognize  that  the  jobs  and  other  economic 
benefits  gleaned  from  a  successful  U.S.  airline 
industry  are  vital  for  the  country. 

Obviously,  what  is  good  for  one  airline's  profit 
potential  in  any  specific  circumstance  is  not 
automatically  good  for  the  nation  or  its  air 
transportation  industry-  as  a  whole.  In  an  era  of 
global  markets  and  linked  economies,  the  nation 
requires  an  international  air  transportation  system 
that  is  responsive  to  the  whole  country's  needs  for 
economic  development  The  Clinton  Administration 
should  formulate  its  international  aviation  policies 
to  take  into  account  the  economic  growth 
requirements  of  USA-BIAS  communities  and  the 
entire  United  States. 


For  additional  copies  of  this  document  please  call  the  USA-BIAS  Secretariat. 

(7031661-8040 
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Statement  of  James  E.  Landiy,  President 

Air  Transportation    Association  of  America, 

Before  House  Committee  on  Public  Works  &  Transportation, 

Subcommittee  on  Aviation,  on 

The  Financial  Condition  of  the  Airline  Industry 

February   17.  1993 


I  am  James  E.  Landry,  President  of  the  Air  Transport  Association  of  America. 
My  purpose  in  appearing  before  you  today  is  to  shed  some  light  on  the  shockingly 
distressed  state  of  the  airline  industry  in  the  United  States  ~  how  those  conditions  canoe 
to  exist  and  what  the  carriers  have  done  and  are  doing  to  return  to  economic  vitality. 
More  importandy,  I  will  be  making  a  number  of  concrete  suggestions  as  to  what  this 
subcommittee  and  Congress  can  do  ~  indeed,  must  do  ~  to  help  insure  the  long  term 
success  of  U.S.  aviation  and  the  millions  of  jobs  which  it  provides.    At  the  same  time,  I 
will  also  address  several  things  that  Congress  should  oat  do. 

Let  us  begin  by  taking  a  look  at  the  key  fact  As  you  all  know  by  now,  the  U.S. 
airline  industry  has  lost  a  combined  total  of  more  than  $10  billion  over  the  past  three 
years.  Any  attempt  to  minimize  the  1992  loss  by  suggesting  that  a  significant  portion  of 
it  is  the  result  of  accounting  changes  fails  to  recognize  the  significance  of  balance  sheets 
and  their  direct  effect  on  borrowing,  interest,  and  credit  worthiness.  The  effect  of  non- 
cash losses  is  very  real. 

To  put  the  industry's  losses  in  perspective,  they  wipe  out  almost  fifty  years  of 
accumulated  earnings  and  represent  over  70  percent  of  the  combined  equity  of  the  six 
publicly  traded  major  United  States  carriers.    These  numbers  should  shock  and  alarm  the 
Congress  just  as  they  have  airline  managements. 

Unfortunately,   equally  shocking  to  the  carriers  have  been  the  overly  simplistic 
explanations  for  this  situation  popularly  bandied  about  by  pundits  and  others  unfamiliar 
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with  the  economics  of  the  industry.    "The  airlines  are  doing  it  to  themselves...."    "They 
cannot  price  their  product..."    "It's  the  consolidation  and  leveraged  buyouts..."  ~  the 
popular  diagnosis  would  have  it.   Instead,  what  this  level  of  analysis  reveals  is  a 
fundamental   failure  to  comprehend   the  true  issues  and  no  recognition  whatsoever  that 
the  business  environment  in  which  the  airlines  operate   today  is  incredibly  complex  and 
competitive. 

Even  here  in  Congress  there  are  those  who  persist  in  misdiagnosing  the 
industry's  problems,  and  then  seek  to  cure  the  wrong  ailment    Far  too  much  attention 
seems  to  be  directed  at  the  misperception   that  competition   in  the  airline  industry  is 
somehow  lacking.    We  hear  much  about  diminishing  numbers  of  competitors  and  how 
this  somehow  has  "perverted"  the  goals  of  deregulation. 

What  this  analysis  misses,  however,  is  the  fact  that  deregulation   was  intended  to 
produce  intense  competition   in  markets  -  not  necessarily  large  numbers  of  competitors. 
That  it  has  succeeded  is  well  evidenced  by  documented   consumer  savings  ~  1992  fares 
are  only  2  percent  above  1981  fare  levels,  versus  a  54  percent  increase  in  the  Consumer 
Price  Index  over  the  same  period.    Market  competition  remains  extremely  intense. 

This  fear  of  diminished  competition   unfortunately   is  serving  to  distract 
Congressional  attention  from  the  substantive  issues  affecting  industry  health  that  siS.  well 
within  yoiu'  control.    These  issues  ~  unwise  taxation,  unwarranted   regulatory  costs  and 
excessive  and  misdirected  infrastructure    spending  ~  deserve,  even  demand,  your 
attention.     We  would  urge  caution  that  you  not  let  yourselves  be  mislead  by  "expert" 
analysis  driven  by  too  narrowly  focused  an  agenda. 

Getting  back  to  the  origins  of  the  problem,  I  am  reminded  of  a  phrase  which  has 
been  popular  in  sotne  quarters  recently  (and  not  so  popular  in  others)  --  "It's  The 
Economy,  Stupid."   And,  indeed,  that  in  general,  is  the  source  of  what  ails  the  airlines. 
But  do  not  think  for  a  minute  that  the  mere  restoration   of  a  healthy  economy  will  bring 
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the  airlines  out  of  the  doldrums.    Sluggish  economic  growth  since  1988  has  run  headlong 
into  long  term  fleet  planning.    Aircraft  acquisition  plans  were  based  upon  solid  historic 
trends  which,  on  average  have  reflected  the  addition  of  almost  IS  million  passengers  per 
year  to  the  system,  predictably,  over  the  past  thirty  years.   These  plans  must  be  put  into 
motion  years  in  advance  of  aircraft  delivery,  and  they  were  ~  unfortunately,  during  the 
past  few  years,  projected  growth  failed  to  materialize  consistent  with  these  well  founded 
historic  trends. 

This  imperative  to  add  to  the  fleet  has  also  been  driven  by  public  policy 
mandated  by  the  Congress  under  the  Airport  Noise  and  Capacity  Act  of  1990.  Recall 
that  under  the  Act  the  carriers,  by  law,  must  replace  the  backbone  of  the  fleet  --  the 
Stage  2  workhorse  727s,  737s,  DC-9s  --  with  Stage  3  equipment  within  the  next  seven 
years.    If  a  carrier  plans  to  be  in  business  beyond  the  December  31.  1999  cutofl'  date  for 
Stage  2  operations,  therefore,  it  must  be  methodically  renewing  its  fleet  -  even  under  the 
worst  of  economic  conditions.    There  is  no  way  to  put  off  compliance  since  both  the 
regulatory  scheme  and  practical  realities  of  aircraft  availability  require  progressive 
action.    In  an  effort  to  meet  the  requirements   of  noise  mitigation  legislation  and  future 
traffic  growth,  at  the  end  of  1992  ATA  member  airlines  had  firm  orders  for  1,078  aircraft 
and  options  for  1,254  more. 

Why  didn't  the  industry  immediately  halt  deliveries  as  the  economy  slowed  ~  a 
logical  step  to  the  armchair  expert.    Tne  reality  though,  is  quite  different.    Every  aircraft 
in  the  United  States  is  custom  built  and  involves  substantial  up  front,  typically  multi-year, 
progress  payments.    The  contractual  cost  consequence  of  terminating  a  single  order  may 
run  as  high  as  twenty  percent  of  the  aircraft  cost,  with  multiple  order  cancellations 
putting  at  risk  hundreds  of  millions  of  dollars.    As  a  result  of  these  penalty  costs,  and  in 
view  of  the  fact  that  eventually  the  aircraft  will  be  needed,  individual  carriers,  quite 
logically,  are  loathe  to  cancel  orders,  and  do  so  only  as  a  last  possible  resort. 

Along  with  the  fleet  renewal  mandate,   1990  was  a  pivotal  year  for  the  airlines  in 
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many  other  ways.  The  invasion  of  Kuwait  in  the  summer  of  that  year  accelerated  the 
airlines'  climate  of  crisis.  The  resultant  run-up  in  fuel  prices  produced  what  amounted  to 
a  forced  "transfer  payment"  by  the  airlines  to  the  oil  companies  of  some  $4  billion  ~  just 
to  stay  in  business.    This  $4  billion,  absorbed  over  just  two  quarters,  by  the  way,  is 
virtually  equivalent  to  the  cost  of  (the  favorite  hobgoblin)  the  leveraged  buyouts  of 
airlines  over  the  1980's.  The  leveraged  buyouts,  though,  were  more  forgiving  inasmuch 
as  the  repayment  schedules  were  measured  in  years,  not  months,  as  was  the  case  with  the 
$4  billion  fuel  spike,  and  only  affected  a  few  carriers.    Put  another  way,  the  leveraged 
buyouts  of  the  last  decade  equate  to  only  about  one-fourth  of  the  annual  capital 
requirements   of  the  industry  in  the  years  ahead.    Yet  there  are  those  who  persist  in 
blaming  the  financial  crisis  in  the  industry  on  merger  and  acquisition  debt. 

The  actual  commencement  of  the  war  to  liberate  Kuwait  added  still  more  to 
carrier  woes  as  international  traffic  dropped  dramatically,  costing  the  industry  another 
$1.9  billion  in  lost  revenues.  Domestic  traffic  remained  weak  and  losses  continued  to 
build.  Much  of  this  traffic  as  I  noted  previously  has  simply  never  returned.  Business 
travelers  in  partiailar  have  learned  how  not  to  travel.  It  has  become  apparent  that 
growth  estimates  of  the  past  are  no  longer  valid  -  and  fleet  plans  are  changing 
accordingly. 

What  went  on  here,  again,  was  quite  simple  ~  and  logical  ~  from  an  individual 
carrier  perspective.    Too  much  capacity  chasing  too  few  customers  in  an  industry 
structurally  unable  to  omtrbl  inventory  in  the  short  term,  resulted  in  substantial  price 
reductions.    In  a  conqxtitive  market  operating  under  such  conditions  every  carrier  will 
cut  prices  to  stimulate  demand  ~  even  to  a  non-compensatory   point  ~  if  that  will  help 
offset  its  fixed  costs  and  reduce  its  losses.   In  light  of  the  intensity  of  competition  in  the 
airline  industry  ~  in  which  virtually  every  carrier    sells  its  competitors'  product  in  an 
environment  of  instant  price  availability  --  carriers  have  no  choice  but  to  price 
accordingly.    Prices  are  set  by  conditions  in  the  marketplace  -  they  are  not  set  at  the 
discretion  of  airline  management     It  is  basic  economics  -  the  law  of  supply  and  demand 
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is  not  suspended  in  the  airline  industry.    The  result,  unfortunately,  is  still  further  losses. 

Market  place  induced  price  reductions  force  airline  managers  to  focus  on  the 
things  they  can  control  -  primarily  operating  costs.   Further,   such  conditions  put  a 
premium  on  the  need  for  the  government  to  also  focus  on  lowering  airline  operating 
costs  through  decreased  taxes  and  reduced  regulatory  burdens.    In  those  areas  where  the 
government  helps  finance  aviation  infrastructure    spending  --  airports  and  the  air  traffic 
control  system  -  govenunent  policy  should  focus  on  improving  the  productivity  of  the 
national  airspace  system  ~  not  on  adding  unneeded  facilities  and  excess  capacity  to 
under-utilized   airports  in  the  name  of  economic  development   and  public  works  jobs. 

All  of  which  brings  us  up  to  today.    You  have  before  you  an  industry  beset  by 
problems  for  the  most  part  not  of  its  making  and  not  under  its  control.    Geopolitical   and 
global  economic  conditions  -  not  carrier  managements   -  have  brought  us  to  this  point. 
These  same  forces  will,  eventually,  we  believe,  begin  to  lift  the  industry  once  again  -  the 
question  is  how,  when,  how  far.  and  what  can  be  done  to  help  in  the  meantime. 

The  fundamental  fact  is  that  we  face  capital  expenses,  for  both  fleet  renewal 
support  and  payoff  of  accumulated  losses,  taxes  and  new  facilities,  of  some  $150  billion 
over  the  next  several  years.   This  need  for  as  much  as  $15   billion  in  new  capital 
annually  cannot  be  sustained  on  the  basis  of  currenUy  projected  cash  flow.  Steps  must 
continue  to  be  taken  to  find  ways  to  make  these  costs  more  realistically  sustainable. 
Both  the  carriers  and  the  government  have  a  role  to  play. 

The  airline  industry  i£  doing  its  part.    In  addition  to  keeping  prices  low  to 
maintain  demand,  steps  have  been  taken  by  individual  carriers  to  reduce  capacity  as  well. 
Aircraft  order  cancellations  and  delays  have  been  announced  despite  the  associated 
substantial  penalties  I  mentioned  earlier.    Deliveries  scheduled  for  1993  are  twenty 
percent  below  peak  delivery  rates  of  1991.  Further,  existing  fleet  utilization  rates  have 
been  reduced  by  roughly  one  flight  per  day  per  aircraft.    Six  hundred  and  seventy  five 
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aircraft  worldwide  have  literally  been  parked  in  the  desert  as  well  —  all  in  an  effort  to 
restore  long  term  health.    This  is  bitter  medicine  because  the  lower  utilization 
contributes  to  low  productivity  and  some  fixed  costs  obviously  remain  whether  or  not  the 
aircraft  fly. 

As  you  know  too  fiom  recent  press  reports,  carriers  are  giving  serious 
consideration   to   still  more  reductions.    Entire  hubs,  fleets  of  aircraft  types  and 
thousands  of  jobs  remain  under  active  review  as  the  industry  seeks  to  restore  balance. 
We  fully  expect  some  further  attrition  as  the  distasteful  medicine  required  to  help 
restore  health  --  and  it  would  be  wrong  to  struggle  unwisely  to  retain  this  capacity. 

Labor  costs,  which  renuiin  our  single  highest  expense,  have  proven  difficult  to 
contain.    Airline  employees  are  among  the  most  highly  compensated  in  America.    Health 
care  expenses  particularly,  again  a  societal  problem,  continue  to  rise  and  are  not  subject 
to  single  industry  management  control.    Regrettably,  this  fact  has  forced  substantial  job 
losses  on  the  industry  and  has  seen  some  100,000  airline  jobs  eliminated  over  the  past 
three  years.   In  addition,  across  the  board  salary  reductions  for  remaining  management 
employees  and  year  after  year  pay  freezes  have  been  the  rule,  not  the  exception  in  our 
industry. 

Striking  closer  to  home,  even  the  carriers'  trade  association  ~  a  truly  incidental 
expense  in  the  scheme  of  things  ~  has  been  scrutinized  and  curtailed  by  the  elimination 
of  over  thirty  percent  of  our  staff  in  cutbacks  made  late  last  year. 

The  net  effect  of  these  efforts  has  resulted  in  an  industry  leaner,  meaner  and,  I 
dare  say,  almost  viciously  competitive.    There  is  no  question  that  this  environment,  and 
the  exceptionally  difficult  international    and  domestic  economic  conditions  in  which  the 
U.S.  airline  industry  operates,  have  rendered  the  United  States  carriers  the  most  efficient 
in  the  world.   There  should  be  little  wonder  that  fcffeign  carriers,  protected  by  their 
governments,  purportedly  seek  to  compete,  but  only  on  their  own  restrictive  terms. 
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When  you  get  down  to  the  basics  of  getting  fron]  point  A  to  point  B  safely  and  efficiently 
~  and  that  is  after  all  what  transpoitation    is  supposed  to  be  about  ~  our  carriers  are 
without  peer. 

The  reaction  of  government  at  all  levels  to  the  economic  conditions  in  the 
industry,  on  the  other  hand,  could  most  charitably  be  described  as  "lacking"  to  date. 
Again  the  phrase  -  "He  just  doesn't  get  it"  ~  comes  to  naind  (though  "he"  becomes 
"they")!  The  constant  imposition  of  more  costs  ~  in  the  form  of  regulations,  taxes  and 
"whiz  bang"  ideas  the  industry  can  ill  afford  has  continued  unabated.    With  an  industry 
struggling  simply  to  get  through  the  day,  the  week  and  the  month,  conftontation   by 
governmental  policies  which  seem  the  embodiment   of  "it's  just  another  dollar  or  two  per 
ticket"  demonstrates   it  is  time  for  some  serious  rethinking.    The  carriers  U£  doing  their 
part,  but  is  the  government  doing  what  it  can? 

We  are  not  asking  for  a  bail-out.    We  are  looking  for  an  environment  of 
cooperation   to  advance  the  common  good. 

What  am  I  talking  about?  Let  us  look  at  just  a  few  examples  as  representative 
of  the  "if  it's  there,  we  will  regulate  it,  tax  it  or  bleed  it  of  revenue"  philosophy  that  has 
us  so  concerned. 

On  the  regulatory  front,  one  of  the  best  examples  of  the  problem  is  manifest  in 
the  FAR  Part  107.14,  the  Airport  Security  Access  Rule.    When  first  proposed,  the 
carriers  raised  serious  concerns  with  the  practicability  and  cost  of  this  program,  which  we 
estimated  at  $450  million.    These  concerns  were  met  with  an  "official"  FAA  cost  estimate 
of  $168  million  and  the  implicit  assurance  that  practicability  was  no  problem.    What  do 
we  hear  three  years  later?    We  have  incomplete  systems  already  costing  in  excess  of  $S00 
million,  which  will  eventually  total  from  $650  to  $700  million.    In  addition,  we  have 
crews  unable  to  get  to  or  from  their  aircraft  without  escort  by  airport  based  personnel  — 
presenting  serious  safety  and  operational   problems.    And  all  of  this  to  address  a  "security 


221 


8 

problem"  that  was  undocumented,    and  based  largely  upon  a  single  incident 

Again,  this  is  just  one  example  of  constant  regulatory  excess  -  and  the  attitude 
that  no  perceived  problem  is  too  small  or  cost  too  great  to  the  ambitious  regulator.    Add 
to  this  example  the  following  recently  proposed,  pending,  or  inq>lemented  regulatory 
burdens  placed  on  the  industry,  along  with  their  associated  projected  S  year  costs,  and 
the  problem  for  the  industry  becomes  monumental:     criminal  history  record  checks  — 
$1.1  billion;  aircraft  performance   in  rejected  take-offs  -  $2.3  billion;  airport  obstacle 
analysis  ~  $1.1  billion;  type  3  overwing  exits  -  $1.04  billion;  cabin  water  spray  systems  - 
$11.6  billion.   Other  major  regulatory  initiatives  that  may  be  proposed  for  the  industry  in 
the  near  future,  for  which  good  cost  estimates  do  not  yet  exist,  include  container 
hardening  and  explosive  detection  systems. 

What  can  be  done?    We  would  urge  your  consideration  of  requiring  a  far  more 
rigorous  cost/benefit    and  economic  impact  analysis  in  support  of  FAA  regulations  —  and 
the  enabling  of  parties  impacted  by  such  regulations  to  effectively  protect  their  interests 
in  court    We  will  be  submitting  appropriate    legislative  language  for  your  consideration. 

On  the  tax  front,  we  believe  it  perverse  that  the  airlines,  struggling  to  stirvive  — 
and  hearing  the  concerned  clucking  of  pundits,  economists  and  some  in  government 
about  their  finances  ~  continue  to  be  forced  under  existing  tax  laws,  to  go  to  the  bank  to 
borrow  money  to  pay  the  Alternative  Minimum  Tax.  Equally  concerning  is  talk  of  new 
taxes  which,  if  not  jmlx  broadly  levied  across  the  American  economy,  could  once  again 
fall  with  unwarranted   severity  on  the  airlines.    What  can  Congress  do?   The  facts  are 
clear  ~  we  need  meaningful  reform  of  the  alternative  mininnim  tax  and  vigilant 
protection  ftom  disproportionate    future  taxation.    While  these  issues  may  not  fall  under 
the  jurisdiction  of  this  Committee,  the  airlines  need  your  help  and  expertise  in 
advocating  {^jpropriaie   action  by  your  colleagues. 

Elsewhere  on  the  tax  front  I  would  like  to  touch  just  briefly  on  the  Passenger 
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Facility  Charge  or  PFC.   These  charges  ~  again  a  product  of  that  memorable  year  for 
the  airlines,  1990  ~  are  the  locally  imposed,  federally  approved  taxes  for  airport 
expansion  that  can  add  up  to  $12  to  the  price  of  a  ticket.    These  taxes  were  intended  to 
fund  the  asserted  $50  billion  (or  more)  in  unmet  airport  needs.    So  far,  PFCs  have  been 
approved  in  the  amount  of  $S  billion  with  $5.3  billion  more  in  the  pipeline  -  and  more 
coming  in  every  day. 

Putting  this  in  perspective,  once  again,  you  should  note  that  these  taxes  are 
being  added  QO-tOB  of  other  airport  charges  -  rents,  landing  fees,  etc  ~  which  are  among 
the  industry's  fastest  rising  costs.   When  the  airports  come  before  you  to  testify  about  all 
the  cost  containment  noeasures  they  now  have  underway  ~  and  they  will  ~  keep  in  mind 
one  simple  statistic:    ainxwt  costs,  have  risen  five  times  faster  than  the  Producer  Price 
Index  since  1982  (which  itself  has  increased   18  percent).    Airport  costs  now  amount  to 
almost  $3.5  billion  per  year.    As  you  can  see,  the  "it's  just  another  dollar  or  two"  school 
of  thought  is  now  compounding  to  universitv  tuition  levels. 

With  respect  to  airport  costs.  I  do  not  want  to  be  misunderstood.     The  airlines 
agree  with  a  substantial  percentage   of  the  airport  capacity  enhancement    initiadves 
underway  today.   What  we  object  to  --  and  what  we  believe  C!ongress  should  unilaterally 
oppose  ~  is  spending  for  excessive  "gold  plated"  projects  and  the  ongoing  efforts  by  some 
to  bleed-off  aviation  developed  revenues.    I  need  only  point  to  the  annual  report  of  one 
regional  airport  authority,  a  pop  up  book  to  delight  a  five  year  old  but  a  questionable 
cost  to  be  borne  by  a  monopoly  facility  operating  in  a  sea  of  red  ink.   Or  to  the  proposal 
by  another  to  build  a  new  terminal  and  three  new  runways  at  a  cost  of  $1.5  billion  - 
despite  the  reality  of  only  37  flights  operating  a  day.   Airports  arc  not  Hollywood 
productions  and  cannot  be  built  on  the  hope  that  "they  will  come."   Passengers  and 
shippers  will  not  appear  magically  out  of  an  Iowa  cornfield. 

As  another  example  of  the  excesses,  you  need  only  take  a  look  across  the 
Potomac  River.    We  support  the  enhancement   of  National  Airport  ~  what  we  don't 
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support  is  a  glass  walled  main  terminal,  four  football  fields  long,  soaring  to  a  height  1.3 
times  that  of  the  Dulles  Airport  terminal  and  topped  by  64  "Jeffersonian  Domes,"  each 
half  the  diameter  of  the  Capitol  Dome.    This,  unfortunately,  is  typical  of  all  too  much  of 
what  some  airport  high  rollers  say  is  $50  billion  in  unmet  airport  need    (the  Washington 
National  terminal  represents  $400  million  of  it).   This  is  the  type  of  project  which  has  no 
place  in  a  lean,  competitive  and  aggressive  aviation  industry  -  indeed,  this  project  alone 
is  already  $186.3  million  over  budget. 

As  an  example  of  the  covetous  eying  of  airport  revenues,  you  might  want  to  take 
a  look  at  the  goings-on  in  Los  Angeles,  where  among  other  things  the  upcoming  mayoral 
campaign  is  shaping  up  around  the  question  of  who  can  figure  the  most  effective  way  to 
run  up  airport  charges,  impose  PFC's  to  meet  "unmet  needs"  and  then  take  that  money 
out  the  back  door  to  fund  city  expenses.    Again,  we  understand  the  City's  financial 
concerns  but  we  believe,  and  we  hope  you  do,  that  the  mugging  of  the  air  traveler  and 
shipper  is  not  an  iqjpropriate    local  response. 

What  can  Congress  do  to  better  assure  well  advised  airport  spending  and  protect 
aviation  system  revenues?    We  urge  the  adoption  of  a  PFC  "needs  test"  to  better  assess 
the  practicality  and  advisability  of  PFC  funded  projects.    This  test  would  go  beyond 
simply  asking  if  a  project  is  theoretically  eligible  for  AIP  funding  or  would  theoretically 
add  capacity  -  and  ask  instead  what  the  project  will  really  do.   At  the  same  time  we  seek 
your  support  for  language  to  enhance  the  protection  of  airport  revenues  from  diversion 
to  non-aviation  purposes. 

Finally,  on  the  question  of  overall  system  efficiency,  you  have  heard  from  ATA 
many  times  in  the  past  regarding  our  views  on  serious  FAA  refonn.    We  remain 
convinced  that  such  fundamental   reform  ~  refonn  designed  to  change  the  entire  culture 
of  the  FAA  fiom  one  of  a  traditional,  staid  bureaucracy  to  one  dramatically  more  goal 
and  achievement  oriented  -  is  not  only  possible  but  imperative.    Reform  must  include 
provisions  for  consistent  long-term  management,   a  revised  approach  to  the  hiring  of  FAA 
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personnel,  restructured  policies  for  procurement   of  major  air  traffic  control  systems,  and 
innovative  approaches  to  program  funding.    Business  as  usual  has  not  worked. 

As  an  example  of  what  is  wrong  with  the  FAA,  let  me  remind  you  of  the  saga  of 
the  imposition  of  PFC's  on  frequent  flyer  award  coupons.    Despite  the  clear  legislative 
history  and  repeated  admonitions  from  members  of  this  Committee  and  your  Senate 
counterparts   that  such  awards  were  not  to  be  taxed,  and  despite  even  a  separate 
legislative  admonition  trying  to  "wave  off'  an  FAA  intent  on  sticking  with  its 
misinterpretation    of  the  law,  today  frequent  flyers  continue  to  be  forced  to  pay  PFCs. 
Granted,  in  the  scheme  of  things,  this  is  a  small  point  -  but  it  well  illustrates  the  stolid, 
often  obstinate  and  out  of  touch  behavior  too  typical  of  today's  FAA.    It  is  this  behavior 
and  attitude  with  which  the  industry  must  deal  every  day,  in  millions  of  interactions, 
which  adds  constant  but  immeasurable   cost  -  and  it  is  this  culture  that  must  be  changed. 
The  time  is  right,  at  the  beginning  of  the  new  Administration,   to  challenge  both  the 
Congress  and  industry  to  come  up  with  the  correct  fonnulation  to  complete  FAA  reform 
once  and  for  all. 

In  conclusion,  as  I  indicated  at  the  outset,  I  wanted  to  tell  you  about  the 
situation  as  we  see  it,  what  the  carriers  are  doing  and  have  done  in  response,  and  what 
the  Congress  should  do.   That  leaves  only  our  view  as  to  what  should  not  be  done  ~  and 
that  is  relatively  simple.    Congress  must  resist  the  urge  to  And  "quick  fix"  solutions  to 
symptoms  of  industry  problems  which  are  not  their  root  cause.    Congress  must  also  reject 
calls  to  "pour  concrete"  into  excessive,  unwise  infrastructure   expansion  projects,  which 
add  non-productive  facilities  that  are  expensive  to  maintain.    This  entails  resisting  advice 
from  "experts"  of  all  stripes  to  interfere  with  the  marketplace.     Frankly,  Congress  should 
make  absolutely  sure  no  further  harm  is  done  by  unwise  regulation,  taxation,  or  added 
costs.   Congress  must  insist  that  the  United  States  aggressively  promote  and  advance  the 
interests  of  its  industries  globally  ~  and  then  step  back.    The  airlines  will  be  back  with  a 
vengeance  ~  and  given  the  right  support,  will  continue  to  prove  they  are  the  best  in  the 
world. 
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Mr.  Chairman  and  Members  of  the  Committee.   Thank  you  very 
much  for  the  opportunity  to  participate  in  this  very 
important  Hearing  on  the  financial  condition  of  the  aviation 
industry.   I  am  Richard  C.  Leone,  Chairman  of  the  Board  of 
Commissioners  of  the  Port  Authority  of  New  York  and  New 
Jersey.   We  operate  Newark  International,  John  F.  Kennedy 
International  and  LaGuardia  Airports. 

The  great  hopes  for  airline  deregulation  depended  on  one 
major  factor:  competition.   Yet,  all  too  often,  the  policy, 
as  we  have  seen  it  evolve  in  the  1980's  and  into  the  1990's, 
has  had  the  opposite  effect,  contributing  instead  to  the 
decline  and  fall  of  many  American  carriers. 

The  state  of  the  airline  industry  today  is  indeed  perilous. 
Official  estimates  put  industry-wide  losses  over  the  past 
three  years  at  $6.5  billion,  well  over  the  amount  the 
industry  earned  since  the  first  scheduled  commercial  flight 
in  1925.   Today,  most  U.S.  carriers  are  laden  with  debt, 
vulnerable  to  cyclical  downturns  and  saddled  with  aging 
aircraft  fleets.   The  list  of  corporate  casualties  so  far 
includes  some  of  the  great  names  in  U.S.  Airline  history  - 
Eastern,  Pan  Amercian,  Midway,  People  Express  and  Braniff. 

More  to  the  point,  the  "savings  to  the  public"  claimed  so  far 
have  been  very  expensive  for  the  airlines,  their  employees, 
investors,  banks,  and  perhaps  even  American  taxpayers.   After 
all,  the  losses  from  recent  bankruptcies,  including  unfunded 
pension  liabilities  guaranteed  by  the  federal  government, 
will  be  paid  for  by  somebody,  someday. 

There  were  flaws  in  the  key  assumptions  underlying  the  notion 
of  creating  a  competitive,  efficient,  safe,  and  cheap 
aviation  system  through  deregulation.   The  deregulators 
apparently  thought  that  travel  agencies  were  obsolete,  that 
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centralization  was  not  natural  and  that  barriers  to  entry 
into  the  industry  were  low.   Granted,  the  deregulators 
serving  President  Carter  could  not  have  foreseen  the  collapse 
of  the  antitrust  enforcement  under  the  Reagan  Administration 
(an  incredible  decision  for  an  industry  with  a 
well-documented  history  of  price-fixing),  the  wrongheadedness 
of  airline  management,  and  the  destructive  consequences  of 
certain  changes  in  the  bankruptcy  law.   The  key  lapse  was  the 
failure  to  grasp  that  a  wide-open  market  would  lead  to 
centralization. 

Another  troubling  development  is  that  the  hub  and  spoke 
system  of  airline  operations,  which  is  becoming  the  national 
norm,  has  anti-competitive  implications.   Almost  half  of  the 
passengers  in  the  United  States  fly  on  routes  served  by  only 
one  or  two  airlines.   Because  airlines  participate  in 
financing  most  airport  improvement  projects,  the  carriers 
that  reign  supreme  at  many  hubs  are  able  to,  in  effect,  veto 
projects  that  would  enhance  airport  capacity  and  promote 
competition. 

Mr.  Chairman,  investment,  both  public  and  private,  in  our 
nation's  transportation  infrastructure,  especially  in  our 
airports  is  more  critical  now  than  perhaps  ever  before.   Our 
very  ability  to  compete  in  the  international  arena  is  at 
stake.  At  my  own  agency,  working  cooperatively  with  Governors 
Florio  and  Cuomo,  we  invested  $1.4  billion  at  our  airports 
between  1988  and  1992.   We  plan  to  invest  another  $2  billion 
during  the  period  between  1993  and  1997. 

But  sustaining  this  level  of  investment  is  extremely 
difficult  at  a  time  of  very  slow  economic  recovery.   It  is 
made  even  more  difficult  by  the  fact  that  participating 
airlines  are  cutting  back  dramatically  on  their  own  capital 
plans,  forming  partnerships,  canceling  partnerships,  and 
striking  adversarial  poses  with  airport  operators.   An 
example  of  this  situation  is  our  efforts  to  build  one  new 
terminal  at  LaGuardia  Airport.  Negotiations  to  begin  the  new 
terminal  started  off  with  Eastern  Airlines,  continued  and 
made  progress  with  its  successor.  Continental,  and  were 
completed  with  US  Air.   We  now  have  a  modern,  attractive 
terminal,  but  the  process  was  excruciating  and  certainly  made 
any  planning  efforts  extraordinarily  complex  and  prolonged. 

Investment  in  infrastructure  projects  is  not  merely  an 
ideological  discussion  topic  or  a  political  goal.   Lack  of 
significant  infrastructure  investment  affects  the  thousands 
of  people  who  depend  on  the  airports  for  their  livelihood, 
but  it  also  has  an  impact  on  the  larger  regional  and  national 
economy.   The  entire  operation  at  a  major  airport  directly 
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affects  the  level  of  service  provided  to  each  passenger;  and 
it  also  influences  the  overall  quality  of  life  in  the 
surrounding  communities.   In  recent  years,  these  consequences 
have  often  been  shaped  by  the  airlines  inability  to  function 
as  strong  financial  entities.   In  a  society  in  which  billions 
of  dollars  of  public  money  have  been  invested  in  building  and 
maintaining  airports,  the  argument  for  strong  public  policies 
in  aviation  involves  fiscal  responsibility  as  well  as 
transportation  policy. 

Airport  operators,  then,  have  an  obligation  not  only  to  the 
individuals  who  use  the  airport,  but  also  to  the  communities 
surrounding  these  facilities  who  regularly  are  impacted 
negatively  by  the  operations  of  the  airport.   The  inability 
of  the  airlines  to  finance  the  necessary  infrastructure 
investments  undermines  the  operator's  ability  to  function  as 
a  good  neighbor. 

The  issue  of  investment  in  infrastructure  is  one  that  I  feel 
particularly  strongly  about.   That  is  one  reason  why  I  was 
disappointed  by  the  continued  modest  increases  in  the  amount 
of  funding  authorized  for  the  Airport  Improvement  Program 
during  the  1980's  and  early  1990's  from  the  Aviation  Trust 
Fund.   These  modest  increases  have  not  kept  pace  with  the 
increases  in  the  total  amount  of  revenue  collected  for  the 
Trust  Fund.   It  is  time  for  the  funds  collected  through  the 
Aviation  Trust  Funds  to  be  spent  on  critical  aviation 
projects,  especially  those  that  would  increase  capacity, 
which  have  been  unfunded  for  the  past  decade.  The  Trust  Funds 
should  be  used  to  enhance  the  operations  of  our  airports  and 
other  projects  for  which  it  was  created  and  not  to  pay  the 
salaries  of  FAA  executives,  administrative  costs,  and  to 
balance  the  Federal  budget. 

That  is  also  why  I  have  been  so  encouraged  by  the  enactment 
of  the  historic  Passenger  Facility  Charge  (PFC)  legislation 
in  1990,  under  your  leadership,  Mr.  Chairman. 

I  believe  that  the  PFC  is  essential  to  developing  airport 
capital  projects  that  are  needed  to  enhance  tne  industry's 
capacity  and  competitiveness.   Attempts  are  being  made  to 
undermine  the  ability  of  airport  operators  to  collect  this 
charge  and  I  expect  that  this  pressure  will  not  only  continue 
this  year,  but,  in  fact,  it  will  increase.   Attempts  are  also 
being  made  to  dictate  the  uses  of  the  PFC  when  the  original 
intent  of  the  legislation  was  to  allow  airport  authorities 
some  flexibility  and  leeway  in  investing  these  capital  funds 
within  the  requirements  of  the  regulations.   I  would  urge 
that  all  attempts  to  undermine  the  intent  of  the  legislation 
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should  be  strongly  resisted  and  that  the  necessary  investment 
in  our  aviation  infrastructure  should  be  allowed  to  continue. 

Finally,  at  the  more  general  level  of  aviation  policy,  I 
believe  that  we  need  a  new  "competition  policy",  a  strategy 
designed  to  save  and  enhance  what  competition  remains.   Such 
a  strategy  would  include  six  elements: 

-  Stronger  antitrust  enforcement. 

-  Aggressive  programs  of  infrastructure  investment  and 
regulatory  changes  to  increase  airport  capacity  and  encourage 
competition  at  airports. 

-  Mechanisms  to  limit  market  shares  in  cities  now  or  close  to 
being  dominated  by  one  airline. 

-  Continued  reform  of  centralized  captive  reservation  systems 
and  anti-competitive  frequent-flier  programs. 

-  Further  relaxation  of  the  restrictions  on  foreign  firms 
investing  in  domestic  carriers. 

-  An  expansion  of  the  foreign  flag  competition  permitted  on 
domestic  routes  (assuming  we  can  obtain  reciprocity  for  our 
carriers  abroad) . 

The  last  two  suggestions  may  be  bitter  medicine  for  the 
domestic  airline  business,  but  think  of  them  as  part  of  the 
"due  bill"  for  the  wheel  and  deal  policies  of  the  1980's. 
The  sad  truth  is  that  we  cannot  go  back  to  the  good  old  days. 
And  we  certainly  should  not  give  up  on  the  concept  of 
increased  competition.   It's  a  time  for  realism,  and  for  a 
new  look  at  federal  policies  that  should  be  designed  to 
produce  and  preserve  competition. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  and  I 
will  be  happy  to  respond  to  any  question  you  may  have. 
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Mr.  Chaliman  and  Members  of  the  Sxibcommittee ,  the  Department 
of  Transportation  Is  pleased  to  have  this  opportunity  to  have 
a  representative  appear  before  you  to  comment  on  the 
financial  condition  of  the  U.S.  airline  industry. 

This  important  issue  has  led  Secretary  Pefia,  in  one  of  his 
first  efforts  as  Secretary  of  Transpoirtation,  to  take  a  lead 
in  the  proposed  establishment  of  the  National  Commission  to 
Ensure  a  Strong  Competitive  Airline  Industry.   This 
legislation  on  the  Commission  was  announced  yesterday.   The 
Airline  Commission  has  full  bipartisan  support,  and  its 
creation  is  encouraged  by  many  industry  officials.   There  are 
so  many  varied  opinions,  even  among  the  airlines,  on  why  the 
industry  is  suffering  and  v^at,  if  any,  corrective  actions 
are  needed,  that  a  broad-based  commission  will  be  an  ideal 
forum  for  building  a  consensus  on  how  to  go  forward.  We  in 
the  Department  will  anxiously  await  the  recommendations. 

With  one  notable  exception.  Southwest  Airlines,  every  major 
airline  continues  to  experience  large  losses.   The  industry's 
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losses  were  over  $2  billion  again  this  past  year  (more  if  we 
include  one-time  charges  for  retiree  health  benefits ) ,  and 
more  than  $8  billion  over  the  past  three  years.   ThQ  debt 
load  of  many  airlines  has  increased  greatly  in  recent  years, 
while  equity  has  been  depleted.   In  shoirt,  the  airline 
industry  is  in  trouble. 

What  is  at  stake  goes  beyond  the  effect  on  the  airlines, 
their  employees,  and  the  traveling  public.   The  airline 
industry  affects  the  aerospace  industry  and  travel  related 
businesses  such  as  car  rental  agencies,  hotels,  restaurants, 
retail  businesses  and  resorts.   Each  of  these  in  turn  buys 
goods  and  services  from  still  other  businesses .   Ultimately, 
a  significant  part  of  the  economy,  the  balance  of  payments, 
and  tens  of  thousands  of  jobs  are  at  issue. 

As  yet,  the  ongoing  financial  crisis  of  the  airlines  has  not 
affected  competitiveness,  and  most  air  travelers  continue  to 
enjoy  good  service  and  low  air  fares.   But  looking  to  the 
future,  we  are  concerned.   America  cannot  be  assured  of  good, 
reasonably  priced  service  unless  the  airline  industry  is  both 
financially  healthy  and  structurally  competitive. 

Understanding  the  reasons  for  the  airlines'  poor  performance 
is  essential,  if  the  government  is  to  develop  good  policy. 
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The  ultimate  question  government  must  answer  is  whether  this 
wave  of  losses  is  an  aberration  or  a  precursor  of  future 
performance  that  mandates  fundamental  change.  Are  the  losses 
driven  by  self -correcting  phenomena  such  as  cyclical  events, 
or  bad  decisions  by  airlines,  or  inappropriate  government 
policies,  or  a  fundamental  flaw  in  the  industry's  structure? 

Regardless  of  the  causes,  the  industry's  lack  of  profits  may 
be  approaching  a  point  of  critical  importance  to  future 
competitiveness.   Some  of  our  airlines  are  now  so  weakened 
they  will  have  difficulty  sustaining  even  modest  future 
losses.   Additional  consolidation  is  clearly  possible.   Too 
much  consolidation  could  produce  an  inadequate  level  of 
competition.   So  even  if  we  were  confident  that  the  problems 
causing  the  losses  were  self -correcting,  we  would  have  to  be 
concerned  about  the  prospect  of  further  consolidation.   It 
would  be  tragic  if  airlines  were  lost  due  to  government 
failure  to  address  the  issues. 

We  believe  that  the  most  effective  way  for  the  government  to 
begin  to  address  this  situation  is  through  the  newly  proposed 
Airline  Commission. 

Because  time  is  short,  the  Commission  is  charged  with 
completing  its  mission  in  90  days  after  its  creation.  This 
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kind  of  a  short-term,  high  priority,  high  intensity  process 
is  absolutely  necessary  given  the  airline  industry's 
continuing  losses,  and  the  declines  in  new  orders  for  our 
aircraft  manufacturing  industry.  Among  the  issues  the 
Commission  will  investigate  aret 

*  The  financial  condition  of  the  airline  industry, 
including  the  impact  of  industry  pricing  policies,  the 
impact  of  deregulation,  the  impact  of  bankruptcy  laws, 
the  impact  of  international  aviation  policy,  the 
ability  of  the  United  States  to  achieve  long-term 
competitiveness  in  international  aviation,  the 
ramifications  of  foreign  investment  and  the  cost  impact 
of  the  phaseout  of  noisy  aircraft. 

*  The  state  of  the  U.S.  aircraft  manufacturing  industry, 
its  financial  prospects  and  its  ability  to  compete  in 
the  global  marketplace. 

*  The  future  competitiveness  of  the  domestic  airline 
industry,  including  legal  or  other  impediments  to 
competition . 

In  each  of  these  areas,  the  Commission  will  be  charged  with 
developing  recommendations  to  the  President  and  the  Congress 
on  actions  that  could  be  taken  by  industry  and  government  to 
promote  financial  strength  and  competitiveness. 
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This  is  an  ambitious  undertaking,  particularly  in  the  time 
allowed,  but  it  can  be  done.   It  will  give  us  the  best 
opportunity  to  get  the  airline  industry  back  on  its  feet. 

In  the  weeks  before  the  Commission's  report,  the  Department 
will  do  everything  in  its  power  to  protect  and  promote  the 
current  competition  in  the  airline  industry.   We  will  also 
vigorously  protect  our  international  aviation  rights  abroad. 
This  approach  will  keep  us  in  a  good  position  to  receive 
recommendations  of  the  Commission. 

With  this  in  mind,  we  will  move  aggressively  whenever  foreign 
governments  restrict  U.S.  airline  rights  abroad.   Secretary 
Pena  already  made  that  clear  with  two  rulings  against 
Australia  and  Japan  in  his  first  two  weeks  in  office. 

The  Department  will  also  be  very  active  in  providing  support 
for  the  Commission. 

Thank  you,  Mr.  Chaiinnan. 
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The  purpose  of  this  hearing  is  to  examine  the  airline 
industry's  financial  problems  and  to  arrive  at  a  policy  to  deal 
with  them.  A  necessary  part  of  that  examination  is  to  understand 
the  cause  of  the  industry's  problems  and  the  competitive  impact  of 
any  proposed  solution.  There  is  a  growing  body  of  opinion  among 
objective  observers  that  the  primary  cause  of  the  industry's 
financial  problems  lies  in  excess  capacity.  Translation:  we  have 
many  more  airplane  seats  than  we  have  passengers.  There  is  also 
recognition  that  the  industry  is  experiencing  an  accelerated  pace 
of  concentration,  both  within  the  U.S.  and  in  the  international 
marketplace  by  the  so-called  "Big  Three"  —  American,  United  and 
Delta.  For  example,  the  Big  Three's  share  of  industry  activity 
has  increased  from  38  to  60%  since  deregulation  began. 

I  suggest  that  the  Big  Three's  attempt  to  take  over  the  market 
by  adding  massive  numbers  of  new  planes  to  their  fleets  has  caused 
the  financial  situation  in  which  the  industry,  including  the  Big 
Three,  now  finds  itself.  This  is  the  reason  that  those  who  are  the 
most  outspoken  about  the  need  for  government  to  protect  the 
industry  from  itself  are  the  same  people  who  do  not  wish  to  admit 
that  the  problems  are  perhaps  self-inflicted. 

USAir  is  attempting  to  find  solutions  that  do  not  entail 
government  intervention  but  do  interrupt  the  process  of  domination 
by  the  Big  Three.  We  believe  in  competition.  We  believe  that 
there  should  be  more  choices  for  the  consumer  than  just  three 
airlines.  These  solutions  include  alliances  with  foreign  airlines 
who  are  infusing  badly  needed  equity  capital  into  domestic 
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commercial  aviation.  Those  alliances  —  Northwest/KIH, 
Continental/Air  Canada  and  ours  with  British  Airways  —  should  be 
welcomed  by  the  federal  government  as  an  important  means  of 
promoting  competition  in  the  domestic  airline  industry.  It  is  no 
accident  that  the  only  opponents  of  these  alliances  are  the  Big 
Three . 

What  should  emerge  from  these  hearings  is  renewed  commitment 
to  competition  to  stem  the  tide  toward  industry  concentration.  We 
believe  that  the  airline  industry  does  not  need  re-regulation,  but 
rather  needs  moderation. 

The  root  of  our  difficulties  is  that  we  have  too  much  capacity 
which  is  the  primary  cause  of  uneconomic  fare  discounting.  To 
quote  a  famous  philosopher,  "we  have  met  the  enemy,  and  he  is  us." 
The  U.S.  airline  industry  has  lost  over  $8  billion  in  the  past 
three  years.  Yet,  in  the  face  of  these  losses,  the  industry 
continued  to  increase  its  capacity.  What  other  industry  would 
continue  to  expand  production  while  losing  more  and  more  money  in 
a  period  of  economic  stagnation?  No  wonder  the  airlines  are  in 
trouble. 

Who  is  primarily  responsible  for  increasing  capacity  during 
the  recession?  As  you  can  see  from  Chart  1,  the  Big  Three  airlines 
increased  their  system  capacity  by  35  percent  versus  10  percent  for 
all  other  U.S.  airlines  during  the  last  three  years.  Even  if  you 
exclude  the  Big  Three's  capacity  growth  from  buying  the  Pan  Am  and 
TWA  assets,  their  capacity  increased  22  percent  —  more  than  double 
the  rest  of  the  industry. 
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If  you  look  at  the  seune  comparison  for  international  capacity 
growth,  as  shown  in  Chart  2,  the  Big  Three  increased  their  capacity 
by  136  percent  versus  only  16  percent  for  the  rest  of  the  U.S. 
airline  industry.  Again,  if  you  exclude  the  Pan  An  and  TWA 
acquisitions,  the  Big  Three  capacity  increase  was  56  percent,  or 
better  than  three  times  the  rate  of  increase  for  the  rest  of  the 
U.S.  industry. 

If  you  examine  the  source  of  that  capacity  increase,  you  will 
see  that  the  Big  Three  took  delivery  of  500  aircraft  from  1990- 
1992.  In  other  words,  the  Big  Three  took  delivery  of  a  new 
airplane  every  other  day  — day  in  and  day  out —  for  the  last  three 
years. 

In  total,  the  U.S.  industry  has  added  700  new  aircraft  in  the 
last  three  years  during  the  most  serious  economic  recession  it  has 
ever  experienced.  It  does  not  take  a  rocket  scientist  to  figure 
out  why  the  airline  industry  is  in  trouble. 

What  is  the  solution  to  industry  overcapacity?  Some  have 
argued  for  reregulation.  Fifty  years  of  regulation  confirms  that 
re-regulation  would  be  a  serious  mistake.  We  believe  the  solution 
is  moderation,  and  that  is  beginning  to  occur  as  the  managements 
of  every  major  airline  have  begun  to  realize  that  they  simply 
cannot  afford  the  capital  and  operating  costs  of  providing  capacity 
that  their  customers  do  not  need.  As  a  result,  many  of  the 
airlines  —  finally  including  the  Big  Three  —  have  deferred 
aircraft  deliveries  and  have  even  canceled  orders  for  new  aircraft. 
Based  on  publicly  available  information,  we  believe  that  the  fleet 
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additions  during  the  next  few  years  will  decline  appreciably.  We 
are  now  forecasting  domestic  capacity  growth  at  less  than  one 
percent  annually  over  the  next  four  years.  Capacity  growth  should 
begin  to  move  more  in  line  with  demand.  We  believe  that  the 
industry  will  correct  itself  through  individual  management  actions 
that  everyone  now  recognizes  must  be  taken. 

Another  issue  that  has  become  clouded  with  rhetoric  and 
misinformation  is  the  formation  of  international  alliances  between 
U.S.  and  foreign  carriers.  Since  the  announcement  of  the  British 
Airways  investment  in  USAir  the  Big  Three  have  been  fostering  a 
protectionist  attitude  toward  our  foreign  airline  competitors. 
Some  people  who  should  know  better  have  even  argued  that  we  should 
break  our  treaty  obligations  and  renounce  our  international 
agreements.  There  is  a  false  but  widespread  belief  that  the  U.S. 
airline  industry  is  being  overwhelmed  by  the  restrictionist 
practices  of  its  foreign  competitors,  and  a  cry  that  we  should 
respond  in  kind. 

While  we  all  recognize  that  some  foreign  governments  have 
placed  impediments  in  the  way  of  our  airlines  that  benefit  their 
own  flag  carriers,  the  U.S.  airlines  —  and  especially  the  Big 
Three  who  are  the  loudest  complainers  —  have  done  remarkably  well 
in  international  competition. 

To  begin  with,  deregulation  set  in  motion  economic  forces  that 
have  dramatically  changed  the  U.S.  airline  industry.  First,  the 
industry  is  concentrating.  As  shown  in  Chart  3,  since  1979,  the 
number  of  U.S.  airlines  has  declined  from  23  to  10.   Among  the 
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remaining  10,  the  predominant  market  share  is  held  by  the  Big 
Three,  whose  capacity  share  rose  from  38  percent  in  1979  to  nearly 
60  percent  in  1992, 

Second,  the  development  of  domestic  hubs  has  enabled  the  U.S. 
airlines  to  expand  their  presence  in  international  markets.  As  the 
two  traditional  U.S.  international  airlines.  Pan  Am  and  TWA, 
declined,  their  services  were  replaced  and  expanded  significantly 
by  other  airlines  that  have  used  their  large  domestic  hub  complexes 
to  feed  traffic  to  their  international  flights. 

For  example,  American  uses  its  connecting  hubs  at  Dallas/Ft. 
Worth,  Chicago  O'Hare  and  Raleigh-Durham  to  serve  15  European 
cities  nonstop  from  the  United  States.  Delta  uses  its  hubs  at 
Atlanta,  Dallas/Ft.  Worth,  Cincinnati,  New  York  and  Orlando  to 
serve  24  European  cities  nonstop.  United  not  only  uses  its 
domestic  hubs  to  support  an  array  of  nonstop  flights  to  Europe  but 
it  also  uses  London  and  Paris  as  consolidation  points  for  beyond 
service  to  10  other  European  cities. 

The  on-line  traffic  feed  advantage  conferred  on  the  U.S. 
airlines  by  their  domestic  connecting  complexes  has  enabled  them 
to  greatly  expand  the  U.S. -flag  presence  in  the  markets  that  were 
once  the  sole  preserves  of  Pan  Am  and  TWA.  Some  examples  are  shown 
on  Chart  4,  which  illustrates  the  growth  in  schedule  share  by  the 
U.S.  airlines  in  three  major  transatlantic  markets  from  1979  to 
1992. 

The  Big  Three  have  been  the  moving  force  behind  the  dramatic 
increase  in  U.S. -flag  service.  As  a  result  of  route  opportunities 
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negotiated  and  granted  to  them  by  our  government  as  well  as  the 
route  assets  they  purchased  from  Pan  Am  and  TWA,  the  Big  Three 
operated  a  total  of  644  nonstop  departures  a  week  between  11  U.S. 
cities  and  25  cities  in  Europe  last  summer.  The  European  cities 
served  by  the  Big  Three  account  for  94  percent  of  all  U.S.-  Europe 
traffic.  Delta,  American  and  United  rank  first,  second  and  fourth, 
respectively,  across  the  North  Atlantic.  These  are  hardly 
disadvantaged  airlines.  Indeed,  this  evolution  has  allowed 
American  Airlines,  the  most  outspoken  advocate  of  government 
intervention,  to  become  the  largest  airline  in  the  world  — 
followed  by  United  and  Delta. 

I  want  to  take  a  few  minutes  to  look  specifically  at  the  U.K. 
relationship,  because  our  agreement  with  British  Airways  to  code 
share  our  flights  has  stimulated  a  reaction  by  the  Big  Three  that 
is  simply  not  legitimate.  The  Big  Three  are  calling  upon  the 
Department  of  Transportation  to  disapprove  our  code  sharing 
relationship  until  a  new  international  policy  has  been  developed. 

To  hear  the  Big  Three,  you  would  think  that  the  U.S.  has  been 
taking  a  beating  by  the  British.  This  is  a  myth. 

The  first  myth  is  that  British  Airways  dominates  the  U.S.- 
U.K.  market.  The  reality  is  that  U.S. -flag  carriers  operated  305 
weekly  departures  versus  British  Airways'  177  departures,  or  57 
percent  of  the  activity  last  summer.  And  a  little  known  fact  is 
that  the  Bermuda  II  agreement  does  not  limit  the  size  of  the 
aircraft  that  can  be  used.  The  U.S.  carriers  could  increase  their 
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capacity  by  as  much  as  50  percent  if  they  decided  to  use  larger 
aircraft. 

The  second  myth  is  that  British  Airways  holds  Heathrow  Airport 
captive.  The  reality  is  that  the  U.S.  carriers  operate  144  weekly 
flights  between  the  U.S.  and  Heathrow  versus  British  Airways'  135 
flights.  Talk  about  dominance  at  slot  controlled  airports;  British 
Airways  has  38  percent  of  Heathrow's  slots,  while  U.S.  carriers 
hold  70  percent  of  the  slots  at  New  York's  Kennedy  airport  and  97 
percent  of  the  slots  at  Chicago's  O'Hare. 

The  end  result  if  you  go  back  to  Chart  4  is  that  the  U.S.- 
flag  schedule  share  in  the  U.S. -U.K.  market  has  gone  from  49 
percent  in  1979  to  57  percent  today.  This  is  almost  the  same  share 
of  activity  that  the  U.S. -flag  carriers  enjoy  to  Germany.  And,  in 
the  case  of  both  Germany  and  France,  the  U.S.  agreed  to  temporary 
capacity  limits  on  U.S.  airlines. 

One  reason  for  the  increase  in  U.S. -flag  share  in  the  U.K. 
market  is  that  American  and  United  were  substituted  for  TWA  and  Pan 
Am  at  Heathrow.  As  part  of  the  deal  that  gave  American  and  United 
this  access,  the  British  were  given  the  right  to  code  share  with 
a  U.S.  carrier.  The  U.S. -U.K.  bilateral  agreement  was  amended  to 
permit  any  British  airline  to  agree  with  any  U.S.  airline  to  have 
the  U.S.  airline  carry  the  British  airline's  designator  code  which 
—  and  I  quote  from  the  agreement  —  "may  be  held  out  by  the 
designated  airline  as  services  to  a  point  in  U.S.  territory  as 
though  those  services  were  its  own." 

Having  benefitted  from  their  side  of  the  agreement,  American 
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and  United  now  want  the  U.S.  to  renege  on  its  treaty  obligation. 
They  have  mounted  a  lobbying  ceunpaign  to  try  to  persuade  the 
Administration  and  Congress  to  run  interference  for  then  and  deny 
these  negotiated  code  sharing  rights.  If  the  U.S.  government  bows 
to  this  lobbying  onslaught,  it  will  be  sending  a  clear  signal  to 
the  international  community  that  the  U.S.  does  not  keep  its  word. 
A  protectionist  reaction  of  the  kind  urged  by  the  Big  Three  would 
extend  beyond  our  aviation  relations  and  invite  retaliation. 
Progress  on  bilateral  liberalization  with  the  U.S.  and  other 
countries  would  grind  to  a  halt.  The  only  beneficiaries  of  a 
stalemate  would  be  the  Big  Three.  It  was  they  who  paid  the 
hundreds  of  millions  of  dollars  for  the  limited  entry  route 
authority  purchased  from  Pan  Am  and  TWA.  It  is  they  who  now  hold 
the  dominant  share  of  U.S. -flag  international  activity.  And  it  is 
they  who  now  dominate  the  domestic  U.S.  marketplace. 

Just  as  re-regulation  is  not  the  answer  for  domestic  aviation, 
protectionism  and  unwarranted  retaliation  will  not  advance  this 
country's  international  aviation  objectives.  The  U.S.  is  doing 
pretty  well  in  international  aviation.  We  can  improve  our  position 
by  continuing  to  negotiate  new  opportunities  for  all  of  our 
airlines,  not  just  the  Big  Three.  At  the  same  time,  the  U.S.  must 
preserve  its  credibility  by  honoring  its  agreements. 

In  summary,  the  government  should  not  overreact  to  the  airline 
industry's  current  financial  problems.  The  main  problem  — 
overcapacity —  is  correcting  itself  as  a  result  of  management 
actions  in  response  to  market  forces.  The  government's  role  is  to 
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ensure  that  the  policy  objectives  of  the  Airline  Deregulation  Act 
are  carried  out.  Paramount  among  those  statutory  objectives  are 
to  promote  competition,  avoid  undue  industry  concentration  and 
encourage  access  to  capital  by  well  managed  airlines.  If  there  is 
to  be  any  government  policy  guidance  from  these  hearings,  it  should 
be  a  renewed  commitment  to  these  objectives. 
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Mr.  Chairman,  members  of  the  committee,  I  would  like  to 
start  by  thanking  you  for  this  opportunity  to  share  my  views  on 
what  is  now  widely  acknowledged  to  be  a  crisis  facing  the  U.S. 
air  transportation  industry.    Although  I  have  submitted  written 
testimony  for  the  record,  with  your  permission,  I  would  like  to 
highlight  what  I  see  as  the  major  challenges  we  all  must  confront 
and  outline  the  direction  I  believe  we  must  teJce  if  the  U.S. 
airline  industry  is  to  survive  and,  hopefully,  flourish. 

Let  me  start  by  saying  that  I  do  not  come  before  you  armed 
with  a  nagical  Weuid  that  will  quickly  cure  our  industry's  ills. 
The  problems  we  face  are  conplex  and  do  not  lend  themselves  to 
canned  answers  or  quick  fixes.   I  believe  that  there  is  now 
general  agreement  that  we  are  not  facing  a  8in5)le  cyclical 
downturn  but  rather  problems  that  are  systemic  and  structural. 

It  is  ioportant  in  this  environment  to  move  quickly  to 
identify  the  true  causes  of  this  crisis  and  develop  a  consensus 
for  action.   Yesterday's  announcement  of  a  bipartisem  commission 
appears  to  be  precisely  what  is  necessary.   I  was  extremely 
pleased  with  the  announced  90  day  period  for  reaching  conclusions 
and  recommendations.   That  expedited  time  frame  shows  that  both 
the  Congress  and  the  Administration  understand  the  crisis  facing 
this  industry  and  appreciate  the  need  for  a  coherent  Government 
policy  on  air  transportation.   I  take  this  Subcommittee's 
decision  to  hold  these  hearings  as  further  evidence  of  growing 
bipartisan  support  for  a  strong,  unified  effort  to  address  these 
issues. 

In  my  opinion,  there  are  three  central  and  difficult  iseues 
confronting  the  industry.   Ziifit.  bauikruptcy  related  overcapacity 
and  marginal  pricing  in  the  domestic  air  transportation  system. 
Second,  the  lack  of  a  clear  policy  to  deal  with  the  challenges 
posed  by  foreign  carrier  expansion  in  our  market  through 
strategic  investments  in  U.S.  carriers  while  their  respective 
governments  vigorously  oppose  amy  reciprocal  opportunities  for 
U.S.  carriers.  And  third,  the  inadequacies  of  our  air 
trom8i>ortation  infrastructure. 

Before  beginning,  let  me  emphasize  that  I  am  not  advocating 
re-regulation.  United  vaa   the  only  major  carrier  to  support 
deregulation  in  1978  and  we  continue  to  believe  that  this  is  the 
correct  policy.   Government,  however,  continues  to  play  a  very 
inqporteuit  role  in  shaping  our  industry's  economic  environment. 
Industry  recovery  will  largely  depend  on  how  well  and  how  quickly 
Government  policies  affecting  it  can  be  harmonized  to  meet  the 
long-term  needs  of  the  air  transportation  system,  and  the 
interests  of  the  consumers  and  the  communities  that  it  serves. 
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It  is  obvious  to  almost  everyone  that  the  domestic  industry 
suffers  from  severe  overcapacity.   That  condition  is  a  function 
of  many  factors  ranging  from  re-ecjuipment  cycles,  to  poorly 
conceived  Government  regulations,  and  to  what  has  become  a 
barrier  to  exit  or  bankruptcy.   Of  these,  the  single  most 
important  factor  relative  to  the  domestic  capacity  dilemma  is  the 
application  of  bankruptcy  laws  in  our  industry. 

The  concept  of  a  market-driven  transportation  system  relies 
upon  the  cQjility  of  carriers  to  enter  markets  and   the 
corresponding  economic  reality  that  inefficient  producers  will 
withdraw  their  capacity  from  the  market.   Policies  affecting  both 
entry  and  exit  now  need  re-exeunination  in  light  of  recent 
experience. 

It  is,  however,  in  the  area  of  exit  --  the  ability  of  the 
market  to  wring  excess  capacity  from  the  system  --  that  current 
Government  policies  appear  to  be  causing  particularly  severe 
problems  for  the  industry  as  a  whole. 

No  one  seriously  contends  that  air  carriers  should  be  denied 
bankruptcy  protection.   It  is  a  right  that  must  be  preserved.  On 
the  other  hand,  present  conditions  raise  a  legitimate  concern 
whether  em  industry  can  remain  vicible  if  substantial  amounts  of 
excess  capacity  are  artificially  permitted  to  remain  in  the 
system  for  years  while  bankrupt  carriers  atten^t  to  reorganize. 
This  industry  is  not  immune  from  the  harsh  law  of  supply  and 
demand.   Excess  supply  and  cash  flow  pricing  is  driving  the 
industry  to  the  lowest  common  economic  dencxninator . 

These  conflicting  issues  of  public  policy  need  to  be 
harmonized  in  a  way  that  balances  the  importamt  public  interest 
in  protecting  con^>anies  as  they  try  to  recover  from  finsmcial 
setbacks  with  the  obvious  public  interest  in  maintaining  a 
healthy  con?)etitive  aviation  industry.  This  challenge  requires 
the  attention  of  the  brightest  minds  we  Cem  assemble. 

The  problems  of  our  domestic  industry  are  clearly  spilling 
over  into  our  international  markets  as  our  foreign  rivals  try  to 
seize  on  U.S.  carrier  financial  distress  as  a  vehicle  to  gain 
greater  access  to  our  markets  while  they  circumvent  the  ;;>ilateral 
process  and  the  corresponding  requirement  to  reciprocally  open 
their  markets. 

As  the  members  of  this  subcommittee  know  well,  government - 
owned  or  sponsored  foreign  air  carriers  enjoy  advamtages  that 
U.S.  carriers  do  not  and  which,  under  U.S.  antitrust  laws,  we 
could  not  duplicate.   U.S.  carriers  have  countered  these 
adveuitages  by  becoming  far  more  efficient  than  our  foreign 
rivals.  That  transformation  from  am  inefficient  industry  to  a 
highly  competitive  one  involved  am  enormous  national  investment 
from  which  there  should  be  an  appropriate  return. 
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That  return,  in  the  form  of  new  jobs,  expanded  aircraft  and 
engine  orders,  as  well  as  Increased  vagea   and  tax  bases  for 
communities,  requires  aggressive  foreign  marketing  of  U.S. 
carrier  services.   Over  the  past  five  years,  for  example. 
United' s  International  expansion  allowed  us  to  add  almost  16,000 
jobs  to  our  domestic  workforce. 

Foreign  carriers  and  their  Governments  are  well  aware  of  the 
competitive  advantage  that  the  U.S.  carriers  have  developed  emd 
are  trying  to  counter  that  con^etltive  thrust:   First,  by 
maintaining  existing  barriers  to  U.S.  carrier  access  to  their 
markets,  and  by  erecting  new  ones;  and,  second,  by  acquiring 
ownership  Interests  in  U.S.  carriers  auid  thus  circumventing  the 
bilateral  process. 

In  Europe  and  Asia  a  number  of  countries  have  moved  to 
restrict  U.S.  carrier  econcxnic  opportunities.   Canada,  which  only 
recently  signed  a  free  trade  agreement  with  the  U.S.,  still 
adamantly  refuses  to  accept  that  concept  for  air  transportation. 
There  is  a  growing  refusal  by  countries  around  the  globe  to 
expose  their  carriers  to  the  reality  of  U.S.  carrier 
competitiveness.   The  trend  toward  protectionism  is  accelerating. 

Blocking  our  carriers'  expansion  into  their  home  markets  is, 
of  course,  only  half  of  their  strategic  plam.   The  U.S.  is  the 
largest  single  air  transportation  market,  con^rlslng  over  40 
percent  of  the  world's  total  traffic.  Gaining  access  to  our 
domestic  market,  therefore,  is  an   importouit  objective  of  any 
global -minded  carrier.  Alfred  Tahn   pointed  out  in  testimony  to 
this  subcommittee  15  years  ago,  that  access  to  our  market 
represents  a  very  strong  bargaining  tool  for  the  U.S. 

Because  of  that  bargaining  leverage,  negotiating  access  to 
the  U.S.  would  require  the  foreign  government  to  open  its  own 
markets  in  return.  To  avoid  precisely  that  result,  they  are 
atteii%)tlng  to  buy  access  to  our  market  by  Investing  in  a 
surrogate  airline. 

Such  a  purchase  would  give  them  a  U.S.  airline  at  a 
relatively  low  cost  and  permit  them  to  do  so  without  the  need  to 
open  their  own  markets  in  return. 

Our  laws  on  foreign  Investment  in  U.S.  air  carriers  clearly 
need  to  be  modernized.  The  mechanical  application  of  percentage 
figures  to  foreign  o«mership  is  a  remnant  of  a  previous  era. 
Today's  requirements  governing  foreign  investment  in  U.S.  air 
carriers  should  be  designed  to  advance  the  interests  of  U.S. 
international  trade.  The  guiding  principle  should  be  mutual 
expemsion  of  trade  opportunities  --  with  the  focus  on 
reciprocity.  Consistent  with  national  defense  considerations, 
foreign  investment  should  be  encouraged  to  any  degree  of 


252 


ovmershio.  so  long  as  opportunities  of  con^jaraJsle  economic  value 
are  open  to  U.S.  carriers  to  and  beyond  the  homeland  of  the 
acquiring  entity. 

No  one  should  view  foreign  ownership  as  a  panacea,  however. 
While  over  1/3  of  United' s  revenues  are  derived  from  our 
international  operations,  93%  of  United' s  en^jloyees  are  in  the 
U.S.   This  statistic  strongly  suggests  that  employment  in  the 
international  aviation  industry  remains  largely  in  the  carriers' 
homeland.  Accordingly,  permitting  unlimited  foreign  ownership  in 
U.S.  airlines,  without  providing  reciprocal  opportunities  to  U.S. 
carriers,  could  cause  a  sharp  reduction  in  domestic  jobs  in  this 
industry. 

We  must  rethink  our  approach  to  bilateral  air  transportation 
agreements.  To  assure  continuity,  we  need  to  restore  a  real 
economic  incentive  for  governments  to  maintain  an  agreement. 
This  can  be  done  by  placing  our  trading  partners  on  notice  that 
if  a  foreign  government  elects  to  denounce  its  aviation  agreement 
with  the  U.S.,  all  direct  air  services  between  the  two  countries 
will  end  with  that  agreement  and  will  not  resume  until  a  new 
bilateral  is  in  place.   The  message  would  be  that  foreign 
carriers  will  not  be  allowed  to  rely  upon  a  comity  and 
reciprocity  regime  for  protection  from  U.S.  competition. 

The  lack  of  con^etitive  reciprocity  is,  unfortunately, 
sometimes  one  exclusively  of  our  Government's  own  m2Ucing.   The 
situation  with  international  Ismding  amd  takeoff  slots  at 
Chicago's  O'Hare  is  a  perfect  example.  When  a  foreign  carrier, 
any  foreign  carrier,  wishes  to  institute  or  add  service  at  O'Hare 
airport  pursuant  to  its  bilateral  rights,  the  FAA  withdraws  slots 
from  a  domestic  air  carrier  auid  awards  them  to  the  foreign 
operator. 

No  other  country  in  the  world  is  willing  to  sacrifice 
domestic  service,  dcanestic  jobs  and  the  con^jetitiveness  of  its 
own  carriers  to  satisfy  the  demands  of  foreign  con5)etitors  for 
access  into  their  o%m  markets.   United  has  urged  the  U.S. 
Government  to  recognize  this  fact  and   act  accordingly. 

Finally,  it  will  be  iii5)ortemt  for  those  interested  in 
ensuring  opportunities  for  a  range   of  U.S.  carriers  to  address 
seriously  the  problems  of  infrastructure.   The  Government 
currently  is  sitting  on  billions  of  dollars  in  the  Aviation  Trust 
Fund  which  could  amd  should  be  used  now  to  inqprove  significsmtly 
the  overall  efficiency  of  our  domestic  air  transportation 
network.   Perhaps  nowhere  is  this  need  more  critical  tham  at 
Chicago's  O'Hare  Airport,  the  busiest  in  the  world,  and  the 
nation's  major  hub.   This  problem  is  national  in  scope  and  not 
unique  to  Chicago.   Investing  wisely  now  will  pay  back 
Bubstamtial  dividends  in  jobs,  community  econcMnic  development, 
and  the  quality  of  our  nation's  transportation  infrastructure. 
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These  are  all  serious  issues  which  I  believe  warrant  close 
analysis  --  a  belief  I  know  is  shared  by  you,  Mr.  Chairman,  and 
by  the  members  of  this  Committee.   The  potential  of  our  industry 
remains  extraordinary  in  terms  of  what  it  can  produce  for  the 
citizens  of  the  United  States.   What  is  needed  is  a  fair 
determination  of  what  steps  can  and  should  be  taken  to  allow  the 
industry  to  reach  its  full  potential.  Mr.  Chainnan,  your 
subcommittee,  consistent  with  its  long  tradition  of  bipartisan 
leadership  in  aviation,  will  play  a  crucial  role  in  making  that 
determination,  and  I  thank  you  for  allowing  me  to  participate  in 
that  process  today. 


THE  FINANCIAL  CONDITION  OF  THE  AIRLINE 

INDUSTRY 


THURSDAY,  FEBRUARY  18,  1993 

House  of  Representatives, 
Subcommittee  on  Aviation, 
Committee  on  Public  Works  and  Transportation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  recess,  at  9:30  a.m.,  in  room 
2165,  Rayburn  House  Office  Building,  Hon.  James  L.  Oberstar 
(chairman  of  the  subcommittee)  presiding. 

Mr.  Oberstar.  The  Subcommittee  on  Aviation  will  please  come 
to  order. 

This  morning  we  resume  our  inquiry  into  the  financial  condition 
of  the  airline  industry  so  well  and  thoughtfully  initiated  yesterday. 
I  must  say  that  the  depth  of  commentary  and  the  intensity  of  ques- 
tions offered  by  Members  of  this  committee  reflected  well  on  all 
who  participated,  but  also  underscored  the  seriousness  of  public 
concern  about  the  survival  of  aviation  and,  more  particularly,  the 
survival  of  competition  in  the  aviation  sector  in  America. 

Probably  everyone  believes  that  at  the  end  of  the  troubles  that 
the  industry,  as  a  whole,  is  facing  that  we  will  have  air  service  in 
America.  The  question  is,  who  will  be  providing  it,  and  will  there 
be  competition?  I  was  very  pleased  that  all  of  the  testimony  and  all 
of  the  questions  by  witnesses  were  focused  on  how  to  keep  competi- 
tion alive.  Well,  the  questions  repeatedly  come.  As  I  said  in  my  re- 
marks yesterday,  hardly  a  day  goes  by  on  the  House  floor  that  I'm 
not  asked  by  one  or  another  of  my  colleagues  on  both  sides  of  the 
aisle  the  rhetorical  question:  Isn't  it  time  to  reregulate?  And  I  see 
that  among  the  traveling  public. 

What  I  saw  yesterday  or  heard  yesterday  from  colleagues  on  the 
subcommittee  is  a  consistent  commitment  to  the  fundamental  prin- 
ciples of  deregulation,  leaving  to  market  forces  entry  and  fares,  re- 
taining Government  responsibility  over  safety  and  the  internation- 
al competition  aspects  of  aviation.  What  emerged  yesterday  and 
what  will  emerge  again  today,  I  think,  is  the  complexity  of  the 
problems  that  the  industry  is  facing,  that  there  is  no  single  silver- 
bullet  solution. 

How  the  industry  got  into  the  problems  it  faces  is  the  result  of  a 
complexity  of  market  forces,  as  well  as  individual  corporate  deci- 
sions over  a  period  of  years  since  deregulation.  Finding  our  way 
out  of  that  problem  will  be  a  lot  more  difficult  than  it  was  to  get 
into  it.  Nothing  will  help  the  airline  industry  more  than  a  broad- 
based  economic  recovery  not  only  at  home,  but  in  the  European 
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market  and  in  the  Pacific  market.  To  the  degree  that  we  succeed  in 
stimulating  the  U.S.  economy,  those  other  two  major  markets  for 
us  will  revive  and  help  our  domestic  airline  industry. 

I  have  always  hoped  that  the  purpose  of  these  hearings  would  be 
to  inform  Members  of  the  committee  in  depth  on  the  specifics  and 
the  complexities  of  the  problems  the  industry  is  facing,  through 
these  hearings  to  inform  the  public  about  the  complexity  of  these 
problems,  and  to  understand  that  there  is  no  single  magic  wand  we 
can  wave  over  it  and  make  it  all  heal  and  go  away,  and  that  we 
have  to  work  together  to  find  solutions. 

I  would  say  that  there  are  two  documents  to  read.  One  is  the 
staff  summary  of  the  problems  in  this  industry,  and  the  other  is 
the  testimony  we're  going  to  hear  this  morning  from  GAO. 

Mr.  Mead,  I  want  to  compliment  you  on  the  most  comprehensive 
document  produced  to  date,  as  I  said,  with  the  exception  of  our 
staff  summary,  on  the  financial  and  competitive  problems  in  the 
airline  industry.  It  should  be  read  in  detail  by  anyone  who's  seri- 
ously concerned  about  aviation.  We  welcome  your  testimony. 

Before  we  begin,  I  would  like  to  enter  into  the  record  at  this 
point  a  statement  from  our  colleague  from  Pennsylvania,  Mr. 
Blackwell. 

[Mr.  Blackwell's  statement  follows:] 
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STATEMENT  OF  CONGRESSMAN  LUCIEN  E.  BLACKWELL 

BEFORE  THE  SUBCOMMITTEE  ON  AVIATION 

COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

HEARING  OF  FEBRUARY  18,  1993 

FINANCIAL  CONDITION  OF  THE  AIRLINE  INDUSTRY 


Mr.  Chairman,  I  thank  you  and 
commend  you  on  the  fine  job  you  are  doing. 

This  morning  we  will  resume  the 
discussion  about  the  perilous  financial 
condition  of  the  aviation  industry.    Our  wont 
hearing  yesterday  was  quite  informative. 
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Certainly,  we  are  all   aware  that  this 
industry  is  beset  by  problems  which,  for  the 
most  part,  may  not  be  entirely  under  its 
control.    Furthermore,  we  realize  that  the 
goals  of  eliminating  airline  losses, 
maintaining  low  ticket  prices  through 
competition  or  other  means,  limiting  foreign 
investment  in  airlines,  and  maintaining 
current  levels  of  aviaton  employment  and 
pay  scales  are  difficult,  and  perhaps 
impossible,  to  reconcile. 
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The  fundamental  fact,  however,  is  that 
the  airline  industry  has  taken  some  steps  for 
which  we  can  be  encouraged.    For  example, 
in  addition  to  keeping  prices  low  to  maintain 
demand,  steps  have  been  taken  by  individual 
carriers  to  reduce  capacity  as  well  as  giving 
serious  consideration  to  still  more 
reductions.    Entire  hubs,  fleets  of  aircraft 
types  and  thousands  of  jobs  remain  under 
active  review  as  the  industry  seeks  to 
restore  balance. 
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But  we  in  government  have  a  role  to 
play  too.    With  an  industry  struggling 
simply  to  get  through  the  day,  the  week, 
and  the  month,  it  is  time  for  some  serious 
rethinking. 

Should  the  Congress  continue  to  allow 
this  powerful  institution  to  operate  without 
government  regulation,  or  should  we  seek 
re-regulation?   Is  there  really  a  need  to 
legislate  reform?   Today,  again,  we  will 
continue  to  review  these  and  other 
questions.  -4- 


m 
Perhaps  the  most  important  question 
which  remains  is  whether  there  is  a  need  for 
the  government  to  focus  on  lowering  airline 
operating  costs  through  decreased  taxes  and 
reduced  regulatory  burdens. 

At  any  rate,  we  must  do  whatever  we 
can  to  help  insure  the  long  term  success  of 
the  United  States  Aviation  industry  and  the 
millions  of  jobs  it  provides. 
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So,  again,  Mr.  Chairman,  I  welcome  the 
witnesses  who  will  appear  before  us  this 
morning  and  next  week  and  look  forward  to 
their  testimony. 

Thank  you,  Mr.  Chairman. 
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Mr.  Oberstar.  Mr.  Mead,  you  may  proceed. 

TESTIMONY  OF  KENNETH  M.  MEAD,  DIRECTOR,  TRANSPORTA- 
TION ISSUES,  RESOURCES,  COMMUNITY  AND  ECONOMIC  DE- 
VELOPMENT DIVISION,  GENERAL  ACCOUNTING  OFFICE,  AC- 
COMPANIED BY  DELORES  PARRETT,  SENIOR  EVALUATOR,  AND 
FRANK  MULVEY,  ECONOMIST  AND  ASSISTANT  DIRECTOR 

Mr.  Mead.  Thank  you,  Mr.  Chairman.  This  is  the  first  appear- 
ance we've  had  this  Congress. 

Chairman  Mineta,  several  new  Members,  it's  good  to  be  here.  I'd 
like  to  introduce  my  colleagues,  Dr.  Mulvey  and  Delores  Parrett. 
Both  have  appeared  before  the  committee. 

The  prepared  statement  is  fairly  lengthy,  and  I'd  like  to  abbrevi- 
ate it,  with  your  permission. 

Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Mead.  A  common  thread  that  will  run  through  our  state- 
ment today  is  the  interrelatedness  of  the  competitive  and  financial 
problems  of  the  industry.  From  ground  zero  in  this  area,  you 
cannot  look  just  at  the  financial  condition  without  also  examining 
the  competitive  issues,  and  vice  versa.  Our  testimony  will  cover 
three  areas.  First,  we'd  like  to  overview  the  condition  of  the  indus- 
try; second,  we'll  examine  what  has  led  to  the  industry's  problems; 
and  third,  we'd  like  to  outline  broadly  the  elements  of  a  strategy  to 
address  those  problems. 

First,  the  key  problems  and  what  led  to  them.  The  major  U.S. 
airlines  have  lost,  as  I'm  sure  you  heard  many  times  yesterday, 
about  $10  billion  over  the  last  three  years.  Every  major  airline, 
except  for  Southwest,  experienced  substantial  losses.  A  series  of  at- 
tachments to  my  testimony  you  might  find  handy  for  future  refer- 
ence, because  they  outline  what  the  various  losses  are,  where  the 
losses  occurred. 

A  couple  perspective  points  on  the  losses,  however.  First,  the  fi- 
nancially weakest  major  airlines,  the  five  that  have  either  ceased 
operations  or  are  operating  under  bankruptcy  court  protection, 
have  experienced  the  bulk.  Three  of  those  airlines.  Eastern,  Pan 
Am,  and  Continental,  accounted  for  about  two-thirds  of  the  losses 
in  1991  and  1992. 

A  second  perspective  point  is  that  about  $2  billion  of  the  $4.4  bil- 
lion in  losses  reported  thus  far  in  1992  is  due  to  a  change  in  the 
way  liabilities  for  retiree  benefits  are  recorded  and  is  not  the  result 
of  operations. 

No  single  factor,  as  the  Chairman  was  pointing  out,  explains  the 
succession  of  losses  in  this  industry.  Chief  among  the  problems  are — 
again,  I  imagine  you  heard  much  of  this  yesterday — high  debt-service 
costs  resulting  from  leveraged  buyouts  over  the  past  five  or  six 
years,  ill-timed  expansions,  limited  access  to  capital,  and  deep- 
discount  fare  wars.  The  recession  and  the  Persian  Gulf  War  and  its 
impact  on  fuel  prices  simply  exacerbated  an  already  bad  situation. 

'The  financial  condition  of  some  of  the  major  airlines  weakens 
competition.  For  example,  the  share  of  the  market  accounted  for  by 
the  five  majors  that  have  failed  or  are  now  operating  under  bank- 
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ruptcy  protection  has  fallen  from  about  35  percent  in  1987  to  about 
18  percent  in  1992.  At  the  same  time,  the  three  largest  airlines  in- 
creased their  share  from  41  percent  to  about  58  percent.  In  addi- 
tion, as  we've  reported  previously,  physical  and  marketing  barriers 
to  competition,  such  as  the  restricted  access  to  airports  through  ex- 
clusive- use  leases  and  computerized  reservation  systems,  have 
made  it  difficult  for  the  smaller  and  financially  weaker  airlines  to 
compete. 

Our  study  of  barriers  to  entry  on  over  1,600  routes  in  1991 
showed  that  when  these  barriers  are  present,  fares  tend  to  be 
higher.  Also,  both  GAO  and  the  Department  of  Transportation 
found  that  consumers  pay  higher  fares,  about  20  percent  higher  on 
average,  for  flights  from  airports  that  are  dominated  by  one  or  two 
airlines.  We're  updating  that  analysis  and  will  have  that  for  you  in 
the  spring. 

Just  as  no  single  factor  can  fully  explain  the  current  state  of  the 
airline  industry,  no  single  action  can  address  all  of  the  problems. 
The  challenge  will  be  for  the  Congress  and  the  new  Administration 
to  work  with  the  industry  toward  a  strategy  that  recognizes  the 
complexity  of  the  task  at  hand.  In  our  opinion,  such  a  strategy 
would  be  most  effective  if  it  contained  four  key  elements:  one, 
access  to  capital;  two,  access  to  international  markets;  three,  reduc- 
ing barriers  to  competition  domestically;  and  four,  examining  the 
claims  and  counterclaims  about  the  pricing  practices  in  this  indus- 
try. 

U.S.  airlines'  access  to  capital  needs  to  be  improved,  particularly 
those  of  the  weaker  carriers.  Historically  low  rates  of  return  and 
even  poorer  earnings  in  recent  years  mean  airlines,  particularly 
the  weaker  ones,  must  either  borrow  or  sell  equity  to  finance  cap- 
ital acquisitions,  and  that's  exactly  what  they  have  been  doing. 
Many  airlines  are  already  highly  leveraged,  and  there's  a  chart  at- 
tached to  my  testimony  that  shows  just  how  seriously  leveraged 
they  are. 

Now  I'm  about  to  address  what  I  know  is  a  very  complex  and 
controversial  issue,  and  that  is  the  investment  in  U.S.  airlines  from 
foreign  sources,  because  the  fact  is  that  foreign  airlines  are  the 
most  likely  investors  in  the  weaker  carriers.  That  is  because  foreign 
airlines  can  benefit  from  the  synergies  an  investment  like  that  might 
create  by  linking  the  domestic  and  international  routes  of  the  U.S. 
airline  with  their  own. 

We've  examined  the  issue  of  foreign  investment  in  some  detail.  I 
think  you  know  that  there  are  restrictions  in  current  law.  Essen- 
tially, they  are  a  limit  of  25  percent  of  voting  stock,  and  DOT  has 
interpreted  that  law  to  mean  that  the  effective  control  must 
remain  with  the  U.S.  citizens.  Now,  some  of  the  reasons  that  these 
restrictions  were  first  put  in  place  are  no  longer  relevant.  Those 
were  to  protect  a  heavily  subsidized  domestic  airline  industry  that 
was  fledgling  at  the  time. 

However,  there  are  other  concerns.  On  the  one  hand,  the  foreign 
airlines  are  not  likely  to  invest  substantially  in  the  U.S.  airlines, 
particularly  the  weaker  ones,  unless,  one,  they  can  exercise  control 
over  their  investment  commensurate  with  the  amount  of  voting 
stock  they  hold;  and  two,  they  can  integrate  the  operations  of  the 
two  airlines  in  one  system.  On  the  other  hand,  U.S.  airlines  that 
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already  have  significant  international  operations  are  concerned 
that  allowing  a  foreign  airline  to  gain  control  over  a  U.S.  airline 
could  place  them  at  a  competitive  disadvantage,  especially  if  the  in- 
vesting foreign  airline  comes  from  a  country  that  has  a  restrictive 
bilateral  agreement. 

There  are  other  issues  in  this  debate  as  well.  The  Department  of 
Defense  is  concerned  about  the  availability  of  commercial  aircraft 
to  supplement  its  airlift  capacity,  and  labor  unions  are  concerned 
about  potential  job  losses. 

Now,  our  work  has  shown  that  these  concerns  could  be  addressed 
through  legislation  and  rigorous  enforcement  of  laws  such  as  the 
immigration  and  antitrust  laws  that  are  already  on  the  books,  but 
you'd  have  to  change  the  legislation,  and  a  major  issue  confronting 
you  is  whether  or  not  to  link  investments  with  access  to  foreign 
markets.  Current  law  does  not  require  that. 

The  second  element  of  the  strategy  is  enhancing  access  to  inter- 
national markets.  Why  is  this  so  important?  Between  1987  and 
1991,  the  proportion  of  major  U.S.  airlines'  system  wide  revenue 
passenger  miles  represented  by  international  operations  grew 
about  22  percent,  and  international  operations  now  account  for 
about  26  percent  of  operations.  For  the  three  largest  major  airlines, 
the  growth  has  been  dramatic,  with  international  revenue  passen- 
ger miles  more  than  doubling  between  1987  and  1991. 

I  think  you  all  know  that  access  to  international  markets  is  regu- 
lated by  what  we  call  bilateral  agreements.  Many  of  those  bilateral 
agreements  in  effect  restrict  competition  and  regulate  fares.  The 
United  States  has  72  bilaterals  with  95  countries  around  the  world. 
Each  one  of  these  is  separately  negotiated.  Change  in  the  inter- 
national arena  is,  therefore,  not  likely  to  move  quickly,  because 
each  one  of  these  agreements  needs  to  be  individually  renegotiated. 

It's  important  to  recognize  that  not  all  U.S.  carriers  are  partic- 
ipating as  fully  as  others  in  the  international  arena.  An  air^ 
line^  financial  condition  affects  whether  it  can  continue  to  partici- 
pate in  international  markets,  and  many  of  the  financially  dis- 
tressed airlines  have  been  selling  off  their  routes  to  the  healthier 
major  airlines.  I  think  that  U.S.  policy  is  going  to  have  to  have 
both  the  resolve  and  consistency  to  press  for  greater  international 
competition  for  all  major  airlines. 

The  third  element  of  the  strategy  involves  addressing  the  bar- 
riers to  competition.  Even  if  you  deal  with  access  to  international 
markets  and  even  if  you  deal  with  the  foreign  investment  issue, 
there  will  still  be  systemic  problems  in  this  industry.  We  refer  to 
those  as  barriers  to  competition.  We  have  reported  on  them  exten- 
sively. 

Just  a  snapshot  of  what  some  of  them  are.  Airline  operating  and 
marketing  practices  make  it  difficult  for  some  airlines  to  compete 
profitably.  Airport  access  is  limited  by  the  practice  of  leasing  air- 
port gates  and  other  facilities  to  airlines  on  long-term  exclusive-use 
leases.  Under  the  leadership  of  this  committee,  passenger  facility 
charges  were  established  several  years  ago,  and  they  require  that 
passenger  facility  charge  funds  not  be  used  in  connection  with  any 
long-term  exclusive-use  lease  agreement.  That  was  a  major  step 
forward,  and  we  think  that  there  could  be  further  steps  taken  to 
encourage  greater  use  of  preferential-use  leases. 
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A  preferential-use  lease,  incidentally,  allows  the  primary  lessor 
to  use  their  leasehold  as  frequently  as  they  would  like,  but  when 
they're  not  using  it,  it  would  become  available  to  the  airport  to  let 
out  for  other  airlines  to  use. 

In  addition  to  improving  access  to  gates  and  other  key  facilities, 
access  to  the  four  key  airports  that  are  slot  controlled  needs  to  be 
improved.  We  think  the  slot  controls  could  be  eased  somewhat,  and 
it's  time  to  take  a  fresh  look  at  the  slot  issue,  both  the  numbers  that 
are  made  available  and  encouraging  airlines  to  sell  slots  they  do  not 
use.  ^ 

We've  also  offered  suggestions  for  reducing  barriers  to  entry  due 
to  certain  airline  marketing  practices.  DOT  issued  a  new  rulemak- 
ing on  CRSs  last  year.  We  think  that  that  was  a  step  in  the  right 
direction,  but  they  have  not  yet  addressed  the  matter  of  booking 
fees.  Booking  fees,  incidentally,  are  assessed  substantially  in  excess 
of  the  cost  of  actually  providing  the  service,  and  airlines  that  don't 
own  the  CRS  must,  as  a  practical  matter,  pay  the  airlines  that  do 
own  the  CRS.  The  two  dominant  CRSs  in  the  market  are  owned,  as 
I  think  you  probably  know,  by  United  and  American.  The  matter 
of  booking  fees  has  been  the  subject  of  previous  legislation  before 
this  subcommittee. 

There  are  other  aspects  of  market  behavior  that  constrain  com- 
petition. They  include  the  very  popular  frequent  flyer  plans,  code- 
sharing  agreements,  and  travel  agent  incentives.  All  of  these  be- 
haviors tend  to  reinforce  the  dominance  of  the  airlines  that  are  al- 
ready in  a  particular  market. 

The  fourth  element  of  the  strategy  is  a  careful  examination  of 
the  claims  and  counterclaims  about  the  role  of  airline  pricing  prac- 
tices in  the  industry's  financial  difficulties.  We  urge  extreme  cau- 
tion before  taking  action  in  this  area.  The  extent  of  the  "problem" — 
and  I  put  that  in  quotes — and  its  systemwide  effects  need  to  be  es- 
tablished—  they  have  not  been  yet — and  then  weighed  against  the 
longer-term  competitive  implications  of  any  proposed  actions. 

While  some  industry  observers  believe  that  bankrupt  airlines 
may  be  pricing  below  the  full  cost  of  operations,  I  think  it  is  fair  to 
say  that  not  all  discounting  is  initiated  at  the  behest  of  the  bank- 
rupt airlines.  Also,  because  the  bankruptcy  code  is  not  structured 
on  an  industry-specific  basis,  any  action  to  change  these  laws  is 
likely  to  involve  questions  like,  how  will  this  affect  other  indus- 
tries? 

In  addition,  actions  that  would  force  airlines  to  limit  time  spent 
in  reorganization  could  force  some  of  the  struggling  airlines  that 
are  out  there  right  now  to  simply  cease  operations.  If  measures 
were  implemented  to  protect  the  non-bankrupt  airlines  from  al- 
leged below-cost  pricing  by  bankrupt  airlines,  these  measures  could 
make  it  more  difficult  for  the  bankrupt  airlines  to  reorganize  and 
offer  effective  competition. 

Finally,  actions  to  limit  airline  pricing  activity  begin  to  entangle 
the  Government,  in  our  opinion,  in  a  very  complex,  perhaps  subtle 
form  of  fare  regulation,  and  before  actions  like  this  are  considered, 
we  think  the  facts  really  need  to  be  established  here. 

I'd  like  to  close  just  by  saying,  as  we've  said  before,  that  deregu- 
lation of  the  airline  industry  has  overall  benefitted  consumers  and 
has  made  our  airlines  more  efficient  competitors.  A  well-designed 
broad  program  that  covers  the  strategic  elements  we've  outlined 
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today  would  both  improve  the  long-term  financial  status  of  the  air- 
lines and  make  them  more  effective  competitors. 

We  understand  that  there  will  be  a  commission  and  it  will  be 
under  a  fairly  tight  time  line.  We  think  that  is  good,  because  as  time 
marches  on,  the  range  of  options  open  to  policy  makers  narrows 
dramatically,  and  ensuring  a  competitive  marketplace  will  be  much 
more  difficult  with  fewer  airlines  in  the  ma.rket. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Mead,  for  your 
thoughtful  insights  into  the  problem  at  hand  and  your  thorough 
discussion  of  the  issues,  and  especially  for  the  written  document 
submitted  as  your  basic  testimony.  Again,  I  think  that  it's  a  primer 
on  the  condition  of  the  industry  and  should  be  read  carefully. 

We  spent  a  little  time  yesterday  discussing  with  each  of  the  wit- 
nesses the  relationship  between  fares  and  capacity,  fares  and  prof- 
itability, and  let  me  take  those  issues  sort  of  one  by  one.  First,  as 
long  as  there  is  excess  capacity  in  an  industry  where  there's  no 
fare  structure  that  would  permit  that  industry  to  operate  profit- 
ably, you're  going  to  continue  to  have  this  problem  that  feeds  on 
itself.  In  short,  there  is  excess  capacity,  the  excess  capacity  drives 
the  airlines  to  fill  up  seats  since  they're  flying  that  plane  anyway, 
and  they  fill  them  up  at  non-remunerative  levels,  and  that  causes 
other  airlines  to  match  those  fares. 

Unless  excess  capacity  is  brought  down  by  retiring  aircraft,  we're 
going  to  continue  to  see  that  cycle,  it  seems  to  me,  but  I'd  like  to 
have  your  thoughts  on  the  relationship  between  excess  capacity 
and  the  fare  structure,  and  then  we'll  deal  with  the  bankruptcy 
aspect  of  it  as  a  separate  item. 

Mr.  Mead.  I  think  it's  an  interesting  question,  because  I  suppose 
if  fares  were  set  low  enough,  there  wouldn't  be  any  excess  capacity, 
that  everybody  would  be  flying.  I  think  that  the  excess  capacity 
problem  is  really  just  not  enough  psissengers — I  think  this  is  Chair- 
man Mineta's  quote — just  not  enough  passengers  to  chase  all  those 
seats.  What  relationship  is  there  between  the  fares  and  the  seats?  I 
suspect  the  airlines  simply  price  the  maximum  amount  they  can 
price  to  fill  those  seats. 

Frank. 

Mr.  MuLVEY.  If  I  could  add  to  that  a  little  bit,  the  industry  has 
always  had  the  problem  of  ordering  airplanes  during  good  times 
and  taking  delivery  of  those  airplanes  in  bad  times.  That's  been  an 
historic  problem.  'The  industry  does  use  yield  management  to  try 
to  fill  its  planes  with  as  many  full-paying  passengers  as  possible  as 
part  of  the  airlines'  pricing  strategy.  There's  no  necessary  reason 
why  they  need  to  price  below  the  marginal  cost  of  carrying  those 
additional  passengers,  and  competition  in  this  industry  is  always 
going  to  mean  that  there's  going  to  be  competition  and  it's  going  to 
mean  low  fares  for  some  travelers.  It  does  not  mean  that  all  people 
flying  on  planes  are  paying  below-cost  fares. 

Mr.  Oberstar.  I'm  going  to  try  to  stick  to  the  practice  of  yester- 
day of  onen  important  question  and  then  followup  so  that  we  give 
everybody  an  opportunity;  if  the  bankrupt  carriers  disappeared 
from  the  scene,  would  there  still  be  substantial  excess  capacity  in 
the  industry  that  would  drive  the  pricing  structure? 
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Mr.  Mead.  Well,  the  fact  is  that  most  of  the  excess  capacity  in 
this  industry  was  in  fact  acquired  by  the  major  airlines  who  are 
not  in  bankruptcy.  So  you  would  still  have  that,  and  I  suspect  that 
on  routes  where  there  is  competition,  Mr.  Chairman,  you  would 
still  find  discounting  of  fares. 

Mr.  Oberstar.  Thank  you.  I'll  return  to  that  theme  next  round. 

Mr.  dinger. 

Mr.  Clinger.  Thank  you  very  much,  Mr.  Chairman. 

As  always,  Mr.  Mead,  we  thank  you  for  your  helpful  and 
thoughtful  contributions  to  the  work  of  the  subcommittee.  In  your 
statement,  you  do  discuss  the  capital  needs  of  the  industry.  This  is 
a  very  capital-intensive  industry,  perhaps  more  than  most.  The 
question  I  would  have  is,  as  you  may  know,  I've  reintroduced  a  for- 
eign investment  provision  as  another  window  for  capital  for  the 
airlines.  But  is  there  really  the  need?  In  your  view,  given  the  fact 
that  we've  talked  about  the  tremendous  over-capacity  problem, 
we've  got  too  many  planes  trying  to  get  too  few  passengers?  Is  that 
capital  requirement  still  as  palpable  as  it  might  have  been,  say, 
three  or  four  years  ago? 

Mr.  Mead.  I'm  going  to  pass  to  Frank  in  a  moment  on  this,  or 
Delores,  but,  yes,  the  first  order  of  business,  it  seems  to  me,  isn't 
necessarily  to  buy  more  planes,  but  to  pay  off  these  huge  debts  that 
they've  accrued. 

Mr.  Mulvey.  And  also,  too,  I  think  the  capital  needs  vary  by  air- 
lines. There  are  some  airlines  with  relatively  new  fleets,  and  their 
capital  requirements  would  be  less  than  other  airlines  with  aging 
fleets,  and  it's  no  accident  that  the  airlines  with  the  aging  fleets, 
the  ones  most  in  need  of  purchasing  new  aircraft  to  meet  Stage  III 
requirements,  are  those  that  are  in  the  most  financial  difficulty.  So 
although  there's  excess  capacity  in  the  industry  right  now,  the 
need  to  replace  aging  aircraft  and  the  need  to  meet  noise  require- 
ments is  still  there,  and  those  capital  requirements  are  substantial. 

In  the  long  run,  although  foreign  investment  for  some  of  the  car- 
riers might  help,  ultimately  the  need  for  the  industry  to  earn  ade- 
quate rates  of  return  to  replace  worn-out  capital  stock  is  critical, 
and  we  need  to  do  things  that  in  the  long  run  will  allow  these  car- 
riers that  are  currently  in  financial  difficulty  to  operate  as  success- 
ful, profit-making  airlines. 

Delores. 

Ms.  Parrett.  If  I  could  just  add,  there  are  other  capital  needs 
besides  just  buying  aircraft.  The  airlines  need  to  market  their  serv- 
ices. They  need  to  have  access  to  gates.  The  ones  that  don't  have 
slots  and  want  to  serve  those  airports  need  to  get  slots  somehow, 
and  now  that  means  buying  them,  if  they  can  find  any  to  buy.  So 
they  have  needs  other  than  just  adding  aircraft. 

Mr.  Mead.  Yes.  Also,  Mr.  Clinger,  as  you're  well  aware,  even 
though  the  airlines  got  slots  and  international  routes  for  free  in  the 
first  instance,  and  they  are  in  essence  public  property,  they  are 
traded  for  substantial  amounts  of  money,  and  I  suspect  financially 
weaker  airlines  are  quite  strapped  to  come  up  with  those  monies. 

Mr.  Clinger.  Thank  you.  That  confirms  my  view  that  the  capital 
needs  are  just  as  intense,  and  even  though  we  may  not  have  an  im- 
mediate need  for  purchasing  new  equipment,  there  still  remains  a 
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pressing  need  for  new  capital,  and  my  view  is,  of  course,  that  for- 
eign investment  might  be  able  to  assist  in  that. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Mineta? 

The  Chair.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  again  commend  you,  Mr.  Mead,  and  your  staff  there  at 
GAO  in  terms  of  the  work  you  do. 

In  my  opening  statement  yesterday,  I  proposed  a  suspension  of 
the  2  percent  increase  in  the  passenger  ticket  tax  that  we  had 
adopted  in  1991,  I  believe.  Yesterday  there  was  also  some  discus- 
sion of  how  this  proposal  would  affect  passenger  fares,  and  I'm 
wondering  if  ticket  taxes  were  reduced  by  2  percent,  would  fares 
stay  at  their  current  levels,  with  the  airlines  absorbing  that  2  per- 
cent for  themselves,  or  would  the  airlines  be  likely  to  reduce  their 
fares  by  that  2  percent?  And  I  am  also  wondering  if  there's  any 
way  that  you  might  be  able  to  take  a  look  at  that  so  that  if  they 
did  lower  the  fares  by  2  percent,  whether  or  not  that  would  attract 
more  traffic,  giving  them  in  turn  more  revenue.  I'm  also  wondering 
if  there's  any  way  to  estimate  the  percentage  of  revenue  increase 
from  that  fare  being  depressed  by  that  2  percent  difference. 

Mr.  Mead.  Frank. 

Mr.  MuLVEY.  The  airlines  have  estimates  of  the  elasticity  of  the 
demand  for  their  services.  Generally,  business  travel  is  considered  to 
be  more  elastic  and  you're  able  to  raise  business  fares  when  you  have 
cost  increases  to  meet  those  increases,  and  leisure  travel  tends  to  be 
more  inelastic.  We  have  not  made  our  own  independent  estimates 
as  to  what's  happened  over  time.  One  would  presume  that  in  the 
current  economy,  with  the  recession,  that  with  air  travel  down  so 
much  across  both  classes  of  travel,  the  airlines  might  very  well  feel 
that  they  can't  afford  to  pass  on  increases  and  would  have  to 
absorb  them.  But  that  would  be  a  decision  that  the  airlines  would 
probably  be  making  on  a  market-by-market  basis  as  they  perceive 
whether  or  not  traffic  would  respond  one  way  or  the  other  to  the 
passing  on  of  the  increase. 

The  Chair.  Let  me  ask,  then,  on  the  PFC,  have  the  airlines  been 
absorbing  that,  or  have  the  airports  that  put  the  $3  on,  has  that  in 
any  way  been  absorbed  through  the  fare  by  the  airlines  them- 
selves? 

Mr.  MuLVEY.  We  haven't  studied  that  directly  yet. 

Delores,  do  you  have  any  comment? 

Ms.  Parrett.  We  haven't  studied  that.  Our  understanding  is  that 
in  some  cases  they  have  not  been  able  to  pass  that  on  or  they  don't 
expect  to  be  able  to  pass  it  on.  Whether  or  not  they  will  in  fact  be 
able  to  pass  it  on,  we  don't  know. 

The  Chair.  Let  me  ask,  because  of  the  elasticity,  the^i,  of  the 
traveler,  how  large  of  the  travel  base  is  business  versus  leisure? 

Mr.  MuLVEY.  I  believe  the  general  assumption  is  that  it's  about 
50/50,  but  again,  it  varies  by  market.  For  example 

Mr.  MiNETA.  Well,  then,  if  it's  50/50  and  you  say  that  the  elastic- 
ity is  on  the  leisure  side,  then  we're  not  going  to  see  any  benefit  or 
very  little  benefit,  I  would  think,  from  a  2  percent  reduction. 

Mr.  MuLVEY.  That's  a  fairly  fair  assessment,  yes. 

The  Chair.  Let  me  ask,  in  terms  of  your  investment  issue,  Mr. 
Mead,  is  there  a  way  of  determining,  when  a  foreign  carrier  is 
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making  an  investment  in  a  U.S.  carrier;  how  much  of  that  might 
be  "private"  money  of  a  foreign  carrier  that  is  privatized  versus 
how  much  of  that  money  is  government  money,  because  maybe  the 
carrier  is  already  a  government  carrier,  in  some  instances,  even 
though  they  may  be  "privatized"? 

Mr.  Mead.  It  would  be  difficult  to  desegregate  the  source  of  the 
funds  in  those  cases  where  the  airline  is  government-subsidized.  In 
other  work  we're  doing,  though,  we  see  a  number  of  significant  in- 
stances where  there's  a  trend  away  from  foreign  governments  in- 
vesting substantially  in  their  airline,  although  it  varies  by  country. 

Ms.  Parrett.  There  is  a  trend  to  privatizing  the  foreign  airlines, 
and  how  well  that  works  is  going  to  depend  on  how  their  markets 
develop.  The  airline  basically  has  to  have  a  market  that  is  going  to 
be  profitable  for  it  as  a  private  company,  and  the  extent  that  other 
governments  believe  they  have  to  subsidize  an  airline  for  public 
service  reasons  is  something  that  we  really  can't  judge. 

Mr.  Mead.  This  concern  you're  raising  is  one  that  we  discuss  in 
the  report,  that  in  our  system  where  we  don't  have  subsidies, 
except  for  the  EAS  Program,  the  system  is  not  infected  with  gov- 
ernment subsidies,  and  if  you  take  a  foreign  investment  and  say, 
"Well,  it's  all  right  now  for  foreign  government  to  subsidize  this  in- 
vestment, which  in  turn  is  investing  in  a  U.S.  airline,"  an  argu- 
ment can  be  made  that  this  is  not  particularly  evening  the  playing 
field,  and  it's  injecting  a  different  set  of  rules. 

Mr.  MiNETA.  Very  well.  Thank  you  very  much.  I'm  not  sure 
whether  I've  expired  or  whether  my  time  has  expired.  [Laughter.] 

Mr.  Oberstar.  The  Chairman's  time  has  expired. 

Ms.  Dunn. 

Ms.  Dunn.  Thank  you  very  much,  Mr.  Chairman. 

Good  morning.  I  come  from  a  State,  the  State  of  Washington, 
where  our  relationship  to  the  Pacific  Rim  countries  is  very  impor- 
tant to  us  in  terms  of  business,  in  terms  of  trade,  and  also  where 
the  Boeing  Company  is  located,  and  I  have  many  of  those  employ- 
ees among  my  constituency.  That  relationship  has  resulted  in  some 
very  good  opportunities  for  people  in  Washington  State.  Our  base- 
ball team  was  recently  helped  out  by  some  folks  associated  with 
Nintendo,  and  in  fact,  in  my  district  I  have  the  Western  Supply 
Center  for  Nintendo. 

I  have  a  question  for  you  about  foreign  investment.  How  far  do 
you  think  foreign  investment  should  go  in  the  purchase  or  the  in- 
vestment in  an  airline  company?  Do  you  think,  for  example,  that  a 
foreign  company  ought  to  be  able  to  control  a  United  States  airline 
through  investment?  And  let  me  ask  you,  too,  how  do  you  explain 
this  type  of  thing  to  folks  who  may  believe  that  they're  losing  jobs 
in  this  exchange? 

Mr.  Mead.  That's  a  several-part  question.  First  off,  under  the  ex- 
isting law,  the  existing  law  says  that  you  cannot  have  more  than 
25  percent  of  voting  stock.  Normally,  the  attributes  of  voting  stock 
allow  you  a  control  or  an  influence  commensurate  with  that 
amount  of  that  voting  stock.  The  way  this  law  is  applied,  though,  if 
you  have  25  percent  of  voting  stock  and  you're  a  foreign  investor, 
you  can't  really  control  that  investment.  If  that  25  percent  is  the 
largest  outstanding  share  of  stock  in  the  corporation,  you  can't 
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really  control  it  or  exercise  influence  over  it  to  the  extent  you  nor- 
mally would. 

I  think  the  key  issue  in  foreign  investment  is,  first,  will  that  in- 
vestment help  domestic  competition?  Not  so  much  who  controls  the 
airline,  but  will  it  help  domestic  competition,  and  will  we  allow 
that  investment  under  circumstances  where  we  get  access  overseas 
to  growing  international  markets?  Those  are,  I  think,  the  central 
considerations,  and  that  other  U.S.  airlines  will  not  be  hurt  by  that 
investment. 

Now,  the  jobs  issue,  it's  a  difficult  one  to  explain,  but  the  facts 
are  that  the  immigration  laws,  if  enforced,  would  minimize  greatly 
the  loss  of  jobs  domestically.  There  could  be  some  loss  of  jobs  on 
international  routes;  however,  in  some  of  these  airlines,  they  may 
go  under  and  we'd  lose  a  lot  of  domestic  jobs  if  we  don't  have  an 
infusion  of  capital. 

Mr.  MuLVEY.  One  of  the  things  that  was  noted  is  that  partly  be- 
cause of  deregulation,  the  American  airline  worker  is  now  amongst 
the  world's  most  productive.  One  of  the  things  you're  buying  when 
you're  buying  into  an  American  airline  is  a  very  productive  work 
force,  so  it  would  be  counterproductive  for  the  foreign  airline  to  re- 
place a  lot  of  American  jobs  with  foreign  jobs.  Now,  we  understand 
that  some  countries  have  used  their  carriers  as  ways  of  supplying 
jobs,  and  we  understand  that,  but  as  these  companies  become  more 
and  more  privatized,  they  do  need  to  more  and  more  look  to  the 
bottom  line,  and  we  would  presume  they  would  make  decisions 
with  that  in  mind. 

Mr.  Mead.  Congress  really  needs  to  look  at  the  current  law.  The 
current  law  is  obsolete.  It's  like  a  round  peg  trying  to  go  through  a 
square  hole.  In  the  process,  I  think,  of  debating  that  law,  some  of 
the  issues  that  you're  raising  about  what  circumstances  under 
which  should  we  allow  foreign  investment  could  be  fully  deliberated. 
But  really  it's  time  for  Congress  to  weigh  in  on  this  law. 

Ms.  Parrett.  If  I  could  just  add  one  thing,  I  think  one  thing  we 
need  to  keep  in  perspective  here  is  that  the  U.S.  is  further  along 
the  learning  curve,  if  you  will,  with  the  airline  industry.  In  most 
countries,  the  airline  industry  is  very  tightly  regulated  if  the  air- 
lines are  not  government-owned.  We've  moved  away  from  that. 
We've  got  privately  owned  airlines,  we've  got  deregulation.  Other 
people  are  moving  down  that  learning  curve  toward  what  we've 
got,  although  they  may  not  want  complete  deregulation  as  we 
have.  So  I  think  it's  a  matter  of  managing  that  change  so  that  our 
consumers  in  the  U.S.  and  our  airlines  and  consumers  in  the  inter- 
national market  get  the  best  advantages  of  the  productivity  gains 
and  the  efficiencies  that  they've  made  in  the  domestic  market. 

Ms.  Dunn.  Mr.  Chairman,  may  I  make  a  foUowup  comment? 

I  want  to  thank  you  for  an  excellent  answer,  and,  Mr.  Mulvey, 
on  behalf  of  all  Boeing  workers,  we,  too,  think  they're  the  best  in 
the  world.  Thank  you. 

Mr.  Oberstar.  Mr.  Coppersmith? 

Mr.  Coppersmith.  Thank  you,  Mr.  Chairman. 

Mr.  Mead,  I  wanted  to  ask  your  advice  regarding  pricing  prac- 
tices. There's  a  significant  dispute  going  on  now  as  to  whether  the 
pricing  practices  of  airlines  in  bankruptcy  are  somehow  unfair  and 
are  negatively  affecting  the  industry.  I  believe  you  said  the  ques- 


272 


tion  to  ask  is  whether  the  pricing  practices  of  the  airline  industry 
are  unique  and  would  warrant  different  treatment  under  the  Bank- 
ruptcy Code,  and  that  seemed  to  be  a  slightly  different  question. 

Is  that  the  question  we  should  be  answering?  Do  we  want  to  look 
at,  as  the  first  question,  whether  what  you  have  here  is  the  initial 
dispute  as  to  whether  pricing  practices  of  some  airlines  are  driving 
the  industry  or  not?  And  how  would  you  do  that?  I  mean,  how 
would  you  go  about  designing  and  answering  that  question  in  a  dis- 
pute where  it's  so  strongly  contested  by  existing  economic  interests 
on  both  sides,  where  so  many  people  have  a  stake  in  the  right 
answer  coming  out? 

Mr.  Mead.  Thank  you  for  the  opportunity  to  go  to  the  heart  of 
that  issue.  Mr.  Coppersmith,  it's  very  difficult  to  respond  to  a  ques- 
tion of  whether  or  not  the  airlines,  bankrupt  airlines  or  otherwise, 
are  pricing  below  cost  when  we  don't  have  access  to  their  cost  data. 
It's  just  axiomatic  that  you  would  have  to  find  out  what  the  cost 
data  was  for  a  particular  route,  since  this  industry  prices  by  route. 
GAO  doesn't  have  that  information,  the  Congress  doesn't  have  that 
information.  Maybe  American,  Delta,  and  United  have  that  infor- 
mation for  the  other  airlines.  I  don't  know.  But  we  don't  have  it.  So 
if  we're  going  to  get  into  this  issue  and  invest  time  in  it,  it  seems  to 
us  that  it  would  be  essential  to  collect  the  basic  core  information 
about  the  cost  data  en  these  routes. 

Secondly,  when  I  look  at  the  bankrupt  airlines  and  hear  allega- 
tions that  they're  pricing  below  cost,  well,  there  may  be  a  lot  of  sit- 
uations where  the  bankrupt  airlines  are  pricing  below  the  cost  of 
the  full  cost  of  their  operations,  but  they  may  be  doing  that  in 
order  to  meet  the  fares  that  have  been  set  by  somebody  else.  In 
this  industry,  you  can't  go  on  for  long  unless  you  can  meet  the 
fares. 

So  if  we're  going  to  invest  in  this — I  guess  that's  the  wrong 
choice  of  words  in  this  hearing,  but  if  we're  going  to  spend  time 
getting  into  the  bankruptcy  issue,  I  think  we  first  are  going  to  have 
to  get  access  to  the  core  data  involved. 

Mr.  MuLVEY.  If  I  could  add  a  little  bit  to  that,  the  airlines  are 
perhaps  the  most  sophisticated  companies  in  the  world  with  regard 
to  pricing.  I  mean,  they  have  developed  pricing  systems  and  yield 
management  systems  making  use  of  the  computerized  reservation 
systems,  that  give  them  a  flexibility  over  how  they  price  their 
commodity  that's  unrivaled  in  the  world.  They  make  thousands 
and  thousands  of  price  changes  every  day.  They  manage  their  in- 
ventory much  better  than  many  other  industries.  So  I  have  to 
wonder,  and  I  do  wonder,  too,  why  this  pricing  issue  seems  to  come 
up  and  over  and  over  again.  There  are  problems,  there's  no  doubt 
about  that,  but  I  think  we  should  exercise  caution  before  we  look  to 
pricing  as  being  the  core  of  the  problem. 

Mr.  Mead.  There  are  a  lot  of  other  problems  in  this  industry,  too. 
I  mean,  if  you  have  to  pick  what  the  most  serious  ones  are,  I  guess 
it's  a  matter  of  judgment,  but  I'm  not  sure  that  this  is  the  one  that 
I  would  select  for  myself. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  Boehlert. 

Mr.  Boehlert.  Thank  you,  Mr.  Chairman. 
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This  is  a  tough  one.  How  do  we  do  something  to  ensure  price 
fairness  for  the  traveUng  consumer?  You  point  out,  as  you  have 
before,  that  where  there's  concentration  in  a  market,  dominance  in 
a  market,  the  consumer  is  paying  20  percent  and  sometimes  even 
more  of  a  premium  to  travel  by  air.  Should  we  put  at  disadvantage 
all  those  people  who  live  in  the  Uticas  of  America,  which  happens 
to  be  my  home  town?  How  do  we  assure  pricing  fairness?  Any  sug- 
gestions? 

Mr.  Mead.  Well,  I  think,  as  you  pointed  out,  we  have  discussed 
that  before  this  committee  for  several  years,  and  it's  called  barriers 
to  entry,  and  other  people  refer  to  it  as  evening  the  playing  field.  I 
know  there  are  a  lot  of  interests  at  stake  here,  but  I  think  the  best 
way  of  ensuring  fair  prices  to  consumers  is  to  try  to  construct  an 
environment  where  competition  is  going  to  drive  the  fares,  and  to 
do  that,  you  will  have  to  address  eventually  these  barriers  to  entry. 
Our  concern  is  that  as  time  marches  on,  the  efficacy  of  that  par- 
ticular set  of  solutions  becomes  less,  because  there  are  less  airlines. 

Mr.  BoEHLERT.  Well,  yes,  you're  right.  You  point  out  there's  an 
increasing  concentration  of  the  three  majors,  and  it's  going  up  and 
not  down,  but  there's  no  barrier  to  entrance  into  Utica,  New  York, 
for  example.  If  you've  got  an  airline  you  want  to  fly  to  Oneida 
County,  New  York,  you  can  fly  in  there.  We'll  welcome  you  right 
away,  and  we'll  roll  out  the  red  carpet.  So  there's  no  barrier  there, 
but  still,  the  people  going  from  Utica,  New  York,  for  example — and 
I'm  being  very  parochial,  but  we  can  all  tell  the  same  story.  Small- 
town, USA,  served  by  airlines — you're  paying  a  real  premium,  and 
you  can  go  coast  to  coast  in  many  instances  for  half  the  fare  that  it 
costs  to  fly  down  the  street  to  a  meeting. 

Ms.  Parrett.  There  are  a  couple  of  things  happening  there.  One 
thing  is  that  when  you're  looking  at  very  short  routes  versus  coast- 
to-coast  routes,  the  cost  structure  is  different.  You've  got  the  same 
fixed  costs,  but  you've  got  a  lot  less  passengers  and  a  lot  less  time 
to  spread  it  over,  so  that's  going  to  make  short  fares  higher  than 
long-distance  fares. 

Mr.  Boehlert.  I  understand  that. 

Ms.  Parrett.  You've  also  got,  and  we  don't  know  the  exact  di- 
mensions of  this,  but  you  do  pay  a  little  different  fare  depending  on 
the  service  you  buy.  If  you're  willing  to  take  the  risk  and  buy  an 
advance  purchase  ticket,  the  risk  is  yours  that  you  won't  be  able  to 
use  it.  If  you  want  to  walk  up  the  counter  at  the  last  minute  and 
get  a  ticket,  the  risk  is  the  airline's  that  that  seat  will  fly  unsold. 
So  there's  a  difference  there.  If  you  want  to  fly  into  a  hub  and  have 
a  lot  of  connecting  service  timed  to  meet  the  flight  into  the  hub, 
then  you're  paying  a  little  bit  of  a  premium  for  that.  So  some  of 
the  premium  is 

Mr.  Boehlert.  Well,  believe  me,  Ms.  Parrett,  I  appreciate  that. 
I'm  a  student  of  this,  so  I  know  the  variables.  But  the  fact  of  the 
matter  is  the  airlines  have  a  lot  of  problems,  and  when  you  have  a 
short-haul  airline  up  and  down,  it  costs  a  lot  more  money  than  it 
does  per  passenger  mile  to  go  coast  to  coast.  I  appreciate  that  and 
I'm  not  beating  up  on  the  airlines  in  any  sense,  because  they've  got 
more  than  their  share  of  problems.  But  I'm  just  concerned  about 
the  traveling  public  that  is  disadvantaged  by  living  in  other  than  a 
major  urban  area  where  there's  healthy  competition. 
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Mr.  MuLVEY.  Well,  before  deregulation  there  was  a  policy  of  cross- 
subsidy  where  service  for  small  communities  tended  to  be  subsi- 
dized somewhat  by  service  between  large  communities.  In  the  large 
communities  there's  more  competition,  and  the  increased  competi- 
tion drives  down  fares.  It's  not  clear  today  that  the  small  communi- 
ties are — we  did  a  study  of  fares  at  small  city  airports,  and  we 
found  that  while  fares  fell  a  little  bit  from  deregulation  in  real 
terms,  the  fares  from  the  large  communities,  from  the  major  mar- 
kets, fell  more  dramatically  and  the  old  cross-subsidy  disappeared. 
Relatively  speaking,  small  communities  were  disadvantaged. 

Mr.  BoEHLERT.  If  I  may,  Mr.  Chairman,  one  further  question. 

Mr.  Mead,  do  you  see  the  percentage  increase  in  concentration  in 
the  hands  of  the  three  majors  continuing,  or  is  there  a  leveling  off, 
or  do  you  see  more  competition  coming  forward? 

Mr.  Oberstar.  Give  him  the  1040  short  form  answer,  please. 
[Laughter.] 

Mr.  Mead.  Yes,  I  see  additional  concentration. 

Mr.  Boehlert.  Additional  concentration? 

Mr.  Mead.  Yes. 

Mr.  Boehlert.  Therefore,  a  cause  for  concern. 

Mr.  Mead.  Yes. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  Boehlert.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  de  Lugo? 

Mr.  DE  Lugo.  Mr.  Mead,  you  contend  that  allowing  greater  for- 
eign investment  in  U.S.  airlines  would  strengthen  domestic  compe- 
tition by  allowing  airlines  to  reduce  debt  burdens,  invest  in  new 
aircraft,  and  compete  more  effectively  with  the  dominant  airline, 
and  I  believe  you  remarked  that —  you  made  a  reference  to  the  im- 
migration laws,  that  if  our  immigration  laws  were  properly  en- 
forced, we  would  not  have  a  problem  of  providing  jobs.  Was  that 
the  point  you  were  making? 

Mr.  Mead.  Yes.  I  want  to  clarify  that  we  said  relaxing  restric- 
tions on  foreign  control  under  certain  conditions. 

Delores,  do  you  want  to  talk  about  the  immigration  law? 

Ms.  Parrett.  I  think  the  key  here  is  that  some  jobs  on  interna- 
tional routes  are  certainly  at  risk  if  a  foreign  airline  and  a  U.S. 
airline  are  in  a  control  relationship,  because  those  can  be  staffed 
from  either  end  of  the  route.  You  cannot  staff  a  route  from  Chicago 
to  New  York  with  foreign  labor.  That's  domestically  produced.  It's 
not  like  making  cars  or  making  computers.  It  can't  be  moved  out  of 
the  country. 

As  a  matter  of  fact,  I  think  yesterday  United  estimated  that  in 
fact  they  add  domestic  jobs  whenever  they  add  international  jobs, 
so  if  some  of  these  airlines  had  better  access  to  international 
routes,  that  could  help  them  grow  domestically  as  well.  On  balance, 
it  may  in  fact  be  a  plus  for  U.S.  employment,  but  it  would  be  a 
case-by-case  determination. 

Mr.  de  Lugo.  Well,  as  I  understand  your  answer,  you're  saying 
that  the  American  jobs  would  be  protected  more  as  a  practical 
matter  rather  than  a  matter  of  immigration  law. 

Ms.  Parrett.  There  are  limits  in  the  immigration  law  to  how 
many  foreign  people  can  be  brought  in  to  take  jobs,  and  one  of  the 
limitations  is  that  there  are  not  U.S.  workers  qualified  to  do  those 
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jobs.  That  does  not  seem  to  be  a  problem  in  the  airUne  industry.  As 
a  matter  of  fact,  there  seem  to  be  more  qualified  airline  industry 
employees  than  jobs  at  the  moment. 

Mr.  DE  Lugo.  Thank  you  very  much. 

Mr.  Oberstar.  Mr.  Duncan? 

Mr.  Duncan.  Thank  you,  Mr.  Chairman. 

Mr.  Mead,  or  whoever  wants  to  address  this,  I  want  to  go  back  to 
the  barriers  to  competition.  You  devote  a  lot  of  space  in  your 
report  to  the  barriers  to  competition,  and  you  say  that  limits 
market  entry.  We  like  to  say  that  we're  a  free  enterprise  country, 
but  in  this  area  there  are  all  sorts  of  restrictions  or  limitations  on 
that  free  enterprise.  On  page  12  of  your  report  it  says,  "Certain 
practices  limit  access  to  airports.  Airport  access  is  limited  by  the 
practice  of  leasing  airport  gates  and  other  facilities  to  airlines  on 
long-term  exclusive-use  leases.  These  leases  give  control  of  key  air- 
port facilities  to  airlines  and  make  it  possible  for  them  to  exclude 
other  airlines  from  using  the  facilities." 

What  I  would  like  to  ask  is,  you  say  that  we're  going  to  have  in- 
creased concentration  of  airlines  and  everyone  seems  to  have  the 
goal  or  have  the  desire  for  a  larger  number  of  airlines,  and  yet  we 
have  all  these  barriers  to  entry.  What,  in  your  opinion,  would  be 
the  effect  if  we  were  to  outlaw  these  exclusive-lease  practices  at  the 
airports  around  the  country?  Would  it  create  chaos?  After  a  period 
of  adjustment,  would  it  lead  to  increased  competition  and  more  air- 
lines? What  would  be  the  effect  of  something  like  that? 

Mr.  Mead.  Well,  let's  say,  sir,  that  we  go  down  to  five  airlines  in 
this  country  and  you  enact  the  proposal  you  were  just  outlining.  I 
think  over  time  you  would  see  a  phenomenon  occur  where  the  air- 
lines that  were  operating  out  of  a  certain  market  would  realize 
that  they  face  the  threat  of  another  airline  coming  in  there  and 
using  the  airport  facilities  if  they  are  left  idle. 

Mr.  Mulvey.  I  think  if  you're  going  to  have  more  competition, 
you  have  to  have  more  access.  The  airline  industry  was  deregulat- 
ed on  the  presumption  that  there  was  easy  entry  into  the  industry 
and  into  markets,  that  there  weren't  any  insurmountable  barriers 
to  entry,  and  in  some  ways  that  was  true.  But  since  deregulation 
there  have  been  developments,  such  as  the  development  and  expan- 
sion of  the  airline-owned  CRS  systems,  the  adoption  of  frequent 
flyer  programs,  and  other  code-sharing  programs,  which  have 
strengthened  the  incumbent  airlines'  positions  in  various  markets, 
making  it  difficult  for  a  new  carrier  to  break  in. 

These  long-term  gate  leases  are  different,  however.  Those  have 
been  around  for  a  long  time,  and  the  airlines  feel  because  they  un- 
derwrite the— it's  their  presence  at  the  airport  that  guarantees  the 
bonds  to  build  the  airport  that  they  should  have  some  say  over  how 
that  airport  is  used. 

Mr.  Duncan.  Well,  I  understand  that,  but  I  guess  to  put  it  in  just 
plain,  practical-type  language,  a  few  years  ago  between  my  home 
town  of  Knoxville,  Tennessee,  and  National  Airport  there  were  12 
direct  flights,  six  a  day  each  way.  Now  there's  no  direct  service 
from  Washington  to  Knoxville,  except  out  of  Dulles,  where  some 
commuter  planes  fly. 

But  what  my  impression  is,  and  based  on  what  you've  got  in  your 
report  here,  if  somebody  came  to  one  of  you  and  said,  "You  have 


276 


great  knowledge  of  the  aviation  industry,  and  we  have  X  number 
of  millions  of  dollars,  and  we  want  to  start  out  with  a  route  from 
Knoxville,  Tennessee,  to  National  Airport  in  Washington,"  I  have 
the  impression  that  it  would  be  very  difficult  or  almost  impossible 
for  that  airline,  even  though  it  might  be  the  best  airline  in  the 
country,  to  get  into  National  Airport,  because 

Mr.  Mead.  Well,  it  certainly  would,  and  it  would  be  difficult  for 
other  reasons,  because  not  only  don't  you  have  a  gate,  you  don't 
have  a  slot. 

Mr.  Duncan.  Well,  that's  what  I  mean,  and  that  seems  to  me  to 
be  a  real  barrier  to  entry  and  a  real  problem  that  limits  competi- 
tion and  would  limit  the  number  of  new  airlines  developing  in  this 
country. 

Mr.  Mead.  Yes. 

Mr.  MuLVEY.  And  the  airlines  that  have  started  have  found  it 
difficult  to  access  markets  that  they  thought  were  critical  if  they 
were  going  to  be  successful. 

Mr.  Duncan.  So  if  we  want  to  get  some  more  airlines  in  this 
country,  we  need  to  remove  some  of  these  barriers  to  competition. 
Is  that  right? 

Mr.  Oberstar.  The  gentleman's  time  has  expired,  and  the  gentle- 
man is  right.  [Laughter.] 

Ms.  Cantwell? 

Ms.  Cantwell.  Thank  you,  Mr.  Chairman,  and,  Mr.  Mead,  thank 
you  for  being  here  with  your  team  today  and  talking  about  the 
competitiveness  of  the  airline  industry  and  the  problems  with  fi- 
nancial difficulties  and  competition. 

I  guess  my  question  is  a  little  bit  beyond  just  the  dilemma  of  our 
competitiveness  with  the  airline  industry,  and  it  goes  to  the  human 
side  of  the  question,  which  was  raised  in  an  AP  press  story  this 
morning  about  the  human  side  of  the  aviation  crisis  and  discus- 
sions by  Robert  Crandall  and  others  about  transition  plans.  So  my 
question  is,  in  discussion  of  this  problem  and  in  gathering  of  infor- 
mation and  data,  are  we  doing  analysis  on  work  force  layoffs  and 
diversification  transition  plans  so  that  we  have  organizations  out 
there  working  together  instead  of  separately  where  we  have  re- 
training and  diversification  programs  going  on  for  jobs  that  will 
never  be  there  as  opposed  to  jobs  that  may  allow  these  individuals 
to  diversify  into  some  other  area?  Are  we  collecting  information  on 
that,  or  is  this  just  falling  into  the  void  of  not  being  addressed  by 
either  individuals  or  the  labor  organizations? 

Mr.  Mead.  We  are  not,  and  it  may  well  be  falling  into  a  void,  and 
we'd  be  happy  to  meet  with  your  or  your  designee  to  discuss  your 
concerns.  But  we  are  not  collecting  that  information. 

Mr.  MuLVEY.  The  future  of  airline  employment,  of  course,  is  very 
much  tied  to  the  health  of  the  industry.  If  the  industry  grows,  em- 
ployment will  grow  and  there  will  be  jobs.  Right  now  most  of  those 
who  forecast  this  industry  expect  most  of  the  growth  over  the  next 
decade  to  be  in  the  international  markets,  and  that's  why,  as  Mr. 
Mead  was  saying,  it's  very  critical  that  our  carries  be  well-posi- 
tioned to  compete  for  that  traffic,  because  that's  where  the  growth 
is  going  to  be  in  the  future. 
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Mr.  Mead.  And  I  do  not  mean  to  in  any  way  trivialize  your  con- 
cern. It's  just  that  we  have  resource  constraints  at  GAO,  and  it  just 
hasn't  been  one  of  those  areas  that  we've  been  able  to  deploy  into. 

Ms.  Cantwell.  Well,  it  would  be  very  good  to  hear  from  you  any 
suggestions.  Obviously,  we  have  aerospace  workers  who  have  put 
their  dollars  into  retraining  programs  only  to  find  out  that  there 
won't  be  any  new  jobs  now  that  they  are  retrained.  So  I  guess  fo- 
cusing those  resources  in  the  best  direction  possible. 

Thank  you. 

Mr.  Oberstar.  Mr.  Collins? 

Mr.  Collins  of  Georgia.  Thank  you,  Mr.  Chairman. 

Mr.  Mead,  on  page  21,  Appendix  I,  One-Time  Charges  for  Compli- 
ance with  Financial  Accounting  Standard  106,  would  you  give  a 
few  more  details  on  that,  please? 

Mr.  Mead.  In  terms  of  how  it  works,  why  it  happened? 

Mr.  Collins  of  Georgia.  That's  right. 

Mr.  Mead.  Well,  what  actually  has  happened  is  that  under  an  ac- 
counting rule  change  that  applied  to  all  industries,  they  decided 
that  the  practice  of  expensing  retiree  health  and  life  insurance 
benefits  on  an  annualized  basis,  which  is  what  they  had  been 
doing,  ought  to  be  discontinued  and  they  ought  to  take  in  one  year 
what  they  actuarily  determined  to  be  their  contingent  liabilities. 
So  you  have  this  balloon  really  in  one  year.  Is  that  a  satisfactory 
response? 

The  Chair.  Will  the  gentleman  yield  on  that? 

Mr.  Collins  mentioned  106.  What  about  FAS  109?  As  I  recall,  one 
of  the  financial  statements  recently  showed — I  believe  it  was  Amer- 
ican Airlines — showed  106  and  109  with  a  $540  million  writeoff. 

Ms.  Parrett.  I  believe  FAS  109  has  something  to  do  with  the 
income  tax  accounting,  but  I'm  not  sure  exactly  what.  We  did  not 
look  into  that. 

Mr.  Mead.  Would  you  like  us  to  get  back  on  that,  Mr.  Mineta? 

[No  response.] 

Mr.  Oberstar.  Continue,  Mr.  Collins,  unless  you  have  concluded. 

Mr.  Collins  of  Georgia.  I'm  finished,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you. 

Mr.  Lipinski? 

Mr.  Lipinski.  Thank  you,  Mr.  Chairman. 

Mr.  Mead,  it's  always  a  pleasure  to  see  you.  I  enjoy  your  testimo- 
ny a  great  deal.  Has  anyone  asked  you  this  morning  yet  if  we 
should  seriously  consider  reregulating  the  aviation  industry  in  this 
country? 

Mr.  Mead.  No,  no  one  has  asked  me  that  question. 

Mr.  Lipinski.  Since  no  one  has  asked  you  that  question,  I'd  like 
to  ask  you  that  question.  What  is  your  learned,  well-educated,  well- 
informed  opinion  on  whether  or  not  we  should  seriously  look  at 
reregulating  the  commercial  airline  industry  in  this  country? 

Mr.  Mead.  The  answer  to  that  question  is  also  no.  I  think  that 
it's  clear  empirically  by  almost  any  test  that  you  can  devise  that 
consumers  overall  have  benefitted  from  deregulation  in  the  context 
of  fares  and  service,  service  being  defined  as  more  frequent  routes, 
not  in  terms  of  whether  you  have  enough  leg  room  or  you  like  the 
lunch  that  you  get  on  the  plane  or  whether  the  flight  attendants 
are  polite.  That  type  of  thing  may  be  a  different  matter.  But  in 
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terms  of  price  and  in  terms  of  frequency  of  route  service,  overall 
it's  been  a  benefit. 

There's  no  question  that  there  are  pockets  of  competitive  prob- 
lems in  this  industry.  I  think  that  the  best  course  for  Congress  to 
pursue  is  to  try  to  work  within  the  framework  of  deregulation,  ad- 
dressing these  matters  of  access  to  capital,  addressing  the  matter  of 
access  to  international  markets,  addressing  the  barriers  to  competi- 
tion domestically,  and  finding  out  or  establishing  what  is  happen- 
ing to  the  pricing  behavior  of  the  industry.  If  you  move  out  on 
those  fronts,  I  think  more  people  will  be  satisfied  with  deregulation 
than  perhaps  sometimes  seems  to  be  the  case  today. 

Mr.  LiPiNSKi.  Your  answer  may  have  been  no,  but  I'm  not  quite 
sure  after  your  explanation  if  it's  an  emphatic  no,  because  it  seems 
to  me  some  of  the  things  that  you  were  advocating  there  might  be 
considered  reregulation  of  the  industry.  Not  overall,  but  in  several 
different  areas,  and  perhaps  really  that's  what  we  are  all  looking 
for.  But  I  appreciate  your  answer. 

I'd  like  to  ask  you  about  your  testimony  where  you  talk  about 
the  high-density  rule,  the  slot  caps  at  the  airports,  and  I'm  particu- 
larly interested  in  Chicago-O'Hare.  Now,  to  the  best  of  my  knowl- 
edge, those  caps  have  been  on  since  1969.  Do  you  know  if  there's 
been  any  test  whatsoever  conducted  with  the  new  technology  that 
would  give  data  to  lifting  those  caps?  I  mean,  it  just  seems  to  me 
with  all  the  improvement  in  technology  since  1969  that  there 
should  be  some  kind  of  test  made  at  these  airports  on  the  potential 
of  lifting  these  caps,  or  perhaps  we  could  just  go  ahead  and  lift 
them. 

Mr.  Mead.  We  do  not  agree  with  just  lifing  the  caps,  but  we  agree 
that  a  fundamental  reexamination  of  whether  at  airports  like 
O'Hare,  where  the  slots  really  are  consequential,  we  can  increase 
the  number,  because  it  has  been  a  long  time  since  they  came  up 
with  the  original  numbers.  The  same  pertains  for  National  Airport. 

Mr.  LiPiNSKi.  And  LaGuardia  and  JFK.  Well,  I'm  very  happy  to 
hear  you  say  that,  and  I  hope  we  can  move  in  that  direction. 

Mr.  Oberstar.  'The  gentleman's  time  has  expired. 

Mr.  LiPiNSKi.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Kim? 

Mr.  Kim.  Mr.  Chairman,  thank  you. 

Mr.  Mead,  I'd  like  to  share  some  of  my  background  so  you  know 
where  I'm  coming  from.  I  come  from  the  private  business  sector  in 
California.  It's  not  the  airline  industry  alone.  Every  business  in 
California  is  suffering  and  faces  the  same  serious  financial  prob- 
lems. In  your  report  you  mentioned  that  the  serious  financial  prob- 
lems that  the  airline  industry  faces  today  are  primarily  caused  by 
mismanagement  and  inefficient  operation,  and  also  that  Govern- 
ment intervention  will  further  harm  the  industry.  I  assume  that 
you  characterize  deregulation  as  a  success.  I  support  the  concept, 
but  let  me  share  this,  that  there  might  be  some  other  reasons  why 
the  airlines  are  suffering. 

Let  me  give  you  one  example.  Taxes.  I  understand  that  raising 
ticket  taxes  from  8  percent  to  10  percent  doesn't  help  the  industry. 
Not  only  that,  we've  got  cargo  tax,  departure  tax,  arrival  tax,  agri- 
cultural tax,  all  because  of  over  regulation,  not  to  mention  all  the 
regulations  you  have  imposed  by  FAA  regulations,  OSHA  regula- 
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tions,  and  endangered  species  regulations.  All  these  regulations  are 
killing  businesses,  and  yet  you're  saying  re-regulation  is  the 
answer.  That  bothers  me. 

So  let  me  ask  this  question.  Some  of  the  airline  industry  will  be 
disappearing.  Where  do  you  think  the  airline  industry  will  be  at 
the  end  of  this  decade?  Do  you  think  that  Government  should  take 
over? 

Mr.  Mead.  No. 

Mr.  Kim.  Not  to  mention  that  the  gasoline  tax  keeps  rising,  too.  I 
beg  your  pardon.  I  should  say  BTU  tax. 

Mr.  Mead.  No,  I  don't  think  that  Government  should  take  over, 
and  I'd  like  to  clarify — I  didn't  think  my  statement  did  classify  the 
problems  of  this  airline  industry  as  based  substantially  on  misman- 
agement. 

Mr.  Kim.  I'm  quoting  from  page  18  of  your  report. 

Mr.  Mead.  That  was  a  conclusion.  We  point  out  that  to  the 
extent  that  an  industry  or  a  company  is  operating  inefficiently, 
then  of  course  it's  not  appropriate  for  the  Government  to  intervene 
and  to  bring  it  up  to  speed,  but  where  there  are  anti-competitive 
forces  at  play,  that  it's  appropriate  for  the  Government  to  inter- 
vene. 

With  respect  to  taxes,  after  last  night  I  would  want  to  choose  my 
words  very  carefully  in  opining  on  who's  getting  hit  the  hardest  on 
taxes.  I  think  the  airline  industry  certainly  does  pay  its  share,  and 
the  taxes  that  President  Clinton  alluded  to  last  night  would  have 
to  be  viewed  as  a  package.  I  don't  know  if  it's  commonly  known, 
but  according  to  the  papers,  they're  going  to  phase  in  that  tax,  the 
Btu  tax,  and  maybe  by  the  time  it  starts  phasing  in  we  could  get  a 
grasp  on  some  of  these  other  problems. 

Mr.  MuLVEY.  When  we  talk  about  deregulation,  we  are  talking 
about  economic  deregulation.  We  are  talking  about  returning  to 
the  controls  such  as  the  CAB  exercised,  where  a  government  agency 
set  the  fares  and  a  government  agency  decided  who  can  serve  and 
who  can  be  in  the  industry.  We  don't  think  there's  a  need  to  return 
to  that  kind  of  regulation,  but  in  terms  of  Government  dealing 
with  competitive  problems  in  the  industry,  there  may  be  a  role  for 
Government.  We  focus  on  economic  regulation,  not  on  all  the  other 
myriad  of  regulations  which  businesses  are  subject  to. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  Horn. 

Mr.  Horn.  Let  me  pursue  taxes  or  contributions  or  whatever 
we're  calling  them  nowadays.  Some  have  expressed  fears  that  an 
investment  tax  credit  would  cause  additional  aircraft  purchases, 
and  that  would  exacerbate  the  current  over-capacity  problem.  I 
wonder  if  the  General  Accounting  Office  has  thought  of  any  formu- 
la which  might  provide  a  tradeoff  of  eliminating,  let's  take  as  an 
example,  even  though  one  might  not  exist,  two  150-seat  Stage  II 
aircraft  for  one  150-seat  Stage  III  or  III+  that  we're  headed  for  air- 
craft to  make  them  eligible  for  the  credit,  provided  you  have  the 
constant  upgrading,  and  maybe  get  rid  of  part  of  your  excess  capac- 
ity in  doing  that,  and  then  you'd  be  eligible  for  the  investment  tax 
credit. 
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Any  thinking  along  that  line  or  other  creative  tax  policies  that 
would  entice  at  least  the  aircraft  industry  and  airlines  in  particu- 
lar into  a  more  appealing  situation  with  regard  to  over-capacity? 

Mr.  MuLVEY.  We  haven't  begun  doing  that.  Our  division  focuses 
primarily  on  transportation  and  on  transportation  issues.  We  have 
another  division  within  the  General  Accounting  Office,  the  General 
Government  Division,  that  would  be  more  appropriate  to  address 
the  issues  of  structuring  appropriate  tax  mechanisms,  and  such  a 
project  would  be  undertaken  by  them,  I  would  think. 

Mr.  Mead.  Yes,  we  could  steer 

Mr.  Horn.  Would  you  mind  giving  them  the  question,  and  we'll 
put  it  in  the  record  at  this  point. 

Mr.  Chairman,  if  I  might  have  consent  to  put  the  reply  in  the 
record  at  this  point  from  the  Tax  Division  of  GAO. 

Mr.  Oberstar.  Without  objection,  please  submit  that  informa- 
tion. 

[The  information  requested  was  not  received  by  the  subcommittee 
at  time  of  publishing.] 

A  tax  credit  implies  that  you've  had  the  cash  to  invest  in  the  first 
instance,  a  proposition  that  doesn't  always  hold  true  in  this  indus- 
try. 

Mr.  Horn.  Well,  and  they've  bought  700  planes  in  the  last  three 
years,  I  believe,  and  500  are  in  the  big  three.  So  they've  got  the 
cash  somewhere  despite  their  balance  sheets. 

Ms.  Parrett.  However,  I  would  point  out  one  thing.  If  there  is  a 
new  energy  tax,  that  will  make  retrofitting  Stage  II  aircraft  to 
meet  the  new  noise  phaseout  requirements  even  more  expensive 
and  operating  them  even  more  expensive,  because  the  Stage  III  air- 
craft are  more  fuel  efficient.  So  that  kind  of  a  tax  could  in  effect  force 
the  industry  to  retire  more  of  the  older  aircraft. 

Mr.  Horn.  Good  point. 

Mr.  Oberstar.  Mr.  Mica? 

Mr.  Mica.  Thank  you,  Mr.  Chairman. 

Mr.  Mead,  I  read  your  report,  and  it's  quite  interesting.  On  page 
6,  you  talked  about  increasing  the  debt  load  of  industry  and  debt 
financing  becomes  increasingly  more  difficult  as  these  airlines 
incur  more  and  more  debt.  On  page  7,  you  conclude,  "Therefore, 
the  most  likely  investors  are  foreign  airlines,  because  they  can  cap- 
italize on,"  et  cetera.  Yesterday  we  had  the,  I  guess,  president  and 
CEO  of  Delta  in  here,  and  he  called  for  a  moratorium  on  foreign 
investment.  What's  your  opinion  based  on  your  conclusions  here? 

Mr.  Mead.  I  didn't  hear  the  proposal.  I  agree  the  law  needs  to  be 
changed,  but  I  don't  know 

Mr.  Mica.  What  about  a  moratorium? 

Mr.  Mead.  I  don't  know  what  would  give  rise  to  a  moratorium. 

Mr.  Mica.  Okay.  So  you  don't  favor  it.  One  other  question. 

Mr.  Mead.  I  don't  understand  what  the  rationale  behind  just  a 
flat-out  moratorium  would  be. 

Mr.  Mica.  One  other  quick  thing  is  that  some  of  your  financial 
basis  about  debt  is  interesting.  You  said  that  most  of  the  failed  air- 
lines had  an  average  debt  ratio  over  80  percent.  On  page  24,  in 
your  appendix,  Long-Term  Debt  as  a  Percentage  of  Total  Capitali- 
zation, the  most  successful  airline  in  here  shows  a  96  percent  debt 


281 


ratio  in  1990.  Is  that  because  they  leased  their  planes  and  highly 
leveraged  the  whole  operation,  or  what? 

Mr.  MuLVEY.  You  mean  America  West? 

Mr.  Mica.  Yes. 

Mr.  MuLVEY.  America  West  is  bankrupt  right  now. 

Mr.  Mica.  And  Southwest? 

Mr.  Mead.  Southwest?  Is  that  what  you're  referring  to? 

Mr.  Mica.  Yes. 

Mr.  Mead.  Actually,  I  believe  it  would  be  fair  to  say  that  South- 
west has  been  very,  very  cautious  in  taking  on  additional  debt  or  in 
expanding. 

Mr.  Mica.  Okay.  They're  the  most  successful  right  now  in  the  in- 
dustry. Correct? 

Mr.  MuLVEY.  Right. 

Mr.  Mead.  Yes.  The  lower  the  number,  the  better. 

Mr.  Mica.  Okay.  Do  you  have  anything  for  1991  or  last  year 
showing  percentages  that  may  have  increased? 

Ms.  Parrett.  We  do  not  have  that  data. 

Mr.  Mica.  Okay.  Thank  you. 

Mr.  Mead.  If  you'd  like,  when  we  do  get  it,  we'll  send  it  to  you. 

Mr.  Mica.  It  would  be  interesting.  Thank  you. 

Mr.  Mead.  Okay.  Yes,  sir. 

Mr.  Oberstar.  Are  there  other  Members  who  wish  to  have  a  fol- 
lowup  question? 

[No  response.] 

Mr.  Oberstar.  If  not,  Mr.  Mead,  I  have  several  questions  I  would 
like  to  pose,  but  I  will  submit  those  in  writing.  Particularly,  I  want 
you  to  expand  upon  the  mechanics  of  how  bankrupt  carriers  drive 
prices  in  the  industry.  Your  testimony  is  excellent,  but  it's  general, 
and  yesterday  I  had  great  difficulty  eliciting  from  the  healthy  car- 
riers how  the  bankrupts  are  driving  prices  when  they're  not  the 
ones  who  have  been  the  price  leaders,  but  the  profitable  carriers, 
the  industry  leaders,  have  been  also  the  price  leaders  in  discount- 
ing. 

Mr.  Mead.  I'm  not  sure  what  would  motivate  people  to  price 
below  their  cost.  I  don't  see  why  the  bankruptcy  law  would  moti- 
vate somebody  to  price  below  their  cost.  I  could  understand,  Mr. 
Oberstar,  if  you  told  me  that  "Mr.  Mead,  you  and  I  are  competing 
on  one  route,  and  it's  just  us  two,  and  here's  my  fare,"  and  I  could 
understand  that  if  you  set  that  fare  and  I  decided  to  charge  a 
higher  fare  that  people  wouldn't  travel  with  me.  But  that's  not  be- 
cause of  the  bankruptcy  laws.  That's  because  you  set  the  fare 
where  you  did,  and  it  has  to  be  met.  But  we'll  be  glad  to  get  back 
to  you  on  that,  sir. 

Mr.  Oberstar.  The  objective  of  setting  fares  should  be  to  maxi- 
mize revenues  and  develop  profits,  but  we  hear  these  complaints 
from  the  carriers  of  "Get  rid  of  the  bankrupts,  and  we'll  be  fine." 
But  if  you  got  rid  of  the  bankrupt  carriers,  there  would  still  be 
excess  capacity,  as  you  said  earlier,  and  we  don't  get  to  the  bottom 
of  these  pricing  questions.  So  I'd  like  you  to  expand  on  that  and  to 
expand  a  little  bit  further  on  the  DOT  computer  reservation 
system  regulations,  and  we'll  submit  that  in  writing  for  you. 

Mr.  Mead.  Fine. 
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Mr.  Oberstar.  Thank  you  very  much  for  your  presentation  this 
morning. 

Mr.  Mead.  Thank  you. 

Mr.  Oberstar.  Our  next  panel  includes  Mr.  George  Doughty, 
Chairman  of  Airports  Council  International;  and  Mr.  Gerald  Fitz- 
Gerald,  First  Vice  Chairman  of  the  American  Association  of  Air- 
port Executives. 

Gentlemen,  welcome.  We're  glad  to  have  the  airport  perspective 
from  your  different  viewpoints  on  this  very  important  subject. 
Your  complete  testimony  will  be  in  the  record  in  full,  and  you  may 
summarize  as  you  wish.  Please  proceed. 

TESTIMONY  OF  GEORGE  DOUGHTY,  CHAIRMAN,  AIRPORTS  COUN- 
CIL INTERNATIONAL-NORTH  AMERICA;  AND  GERALD  FITZ 
GERALD,  FIRST  VICE  CHAIRMAN,  AMERICAN  ASSOCIATION  OF 
AIRPORT  EXECUTIVES 

Mr.  Doughty.  Good  morning,  Mr.  Chairman  and  Members  of  the 
subcommittee.  I  am  George  Doughty,  the  Executive  Director  of  the 
Lehigh-Northampton  Airport  Authority.  I  am  here  today  also  as 
Chairman  of  the  Airports  Council  International-North  America. 
ACI  and  AAAE  appreciate  this  opportunity  to  present  the  views  of 
the  airport  operators  and  the  airport  executives  across  the  country 
regarding  the  financial  health  and  future  viability  of  the  airline  in- 
dustry. 

There  is  no  question  that  the  airlines  are  facing  severe  financial 
problems.  Many  factors,  some  external  to  the  industry  and  others 
resulting  from  airline  management  decisions,  have  contributed  to 
the  poor  state  of  the  industry.  Rather  than  focusing  on  the  reasons 
for  the  predicament,  we  want  to  focus  our  testimony  on  measures 
to  help  stem  the  decline  of  the  airlines,  promote  airline  competi- 
tion and  consumer  interests,  and  advance  the  continued  develop- 
ment and  improvement  of  our  air  transportation  system. 

As  the  economy  rebounds,  we  can  expect  the  airlines'  fortunes 
will  improve,  but  the  benefits  could  be  reduced  if  actions  are  not 
taken  now  to  ensure  that  sufficient  airport  and  aviation  infrastruc- 
ture capacity  and  an  efficient  air  traffic  control  system  are  in 
place.  The  operational  and  regulatory  environment  also  must  allow 
the  airlines  to  grow  and  prosper.  And  probably  most  important, 
airline  managements  need  to  start  making  sound  business  deci- 
sions. No  business  can  continue  to  allow  its  costs  to  expand  and 
then  price  its  products  below  what  it  cost  to  produce  it. 

Airports  and  airlines  have  a  close  interrelationship.  Airports  and 
their  communities  are  among  the  first  to  feel  the  effects  when  an 
air  carrier  is  in  trouble.  Airports  want  the  air  transportation 
system  in  the  U.S.  to  continue  to  offer  competitive  air  service,  com- 
petitive air  fares,  and  maximum  choice  of  service  and  frequency. 

We  want  to  preserve  the  benefits  of  deregulation  which  are  now 
in  jeopardy.  We  want  the  airlines  to  have  the  funds  necessary  for 
future  capital  requirements.  Capital  investment  in  aircraft  is  par- 
ticularly important  to  our  communities  to  enable  the  carriers  to 
phase  out  noisy  Stage  II  aircraft  and  achieve  an  all-Stage  III  fleet 
by  the  end  of  the  decade,  as  promised  by  the  national  noise  policy. 
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Investing  in  our  aviation  infrastructure,  however,  is  critical  to 
provide  the  facilities  that  the  air  transportation  system  needs  now 
and  into  the  future.  Airport  and  air  traffic  delays  are  still  with  us 
despite  the  temporary  downturn  in  the  economy,  and  those  delays 
will  get  worse  as  growth  resumes.  The  shortcomings  of  our  infra- 
structure are  very  costly.  Equally  important,  these  inefficiencies 
hurt  the  economic  competitiveness  of  the  country. 

In  order  to  address  these  issues,  we  also  must  have  a  healthy  and 
efficient  FAA.  Mr.  Chairman,  I  would  like  to  submit  for  the  record 
a  paper  ACI  has  prepared  which  offers  some  options  to  solve  the 
problems  which  are  plaguing  FAA. 

Mr.  Oberstar.  Without  objection,  the  document  will  be  received 
and  included  in  our  committee  hearing  record. 

[The  following  was  received  from  Mr.  Doughty:] 


284 


■ACI 


Allin»TS  Council  iKtmiltTIOKtL 


7/ie  Moice  ot  AirporK 


CHMUAN 

6eoit»F.DOtttfitr 

ixKiilive  OifeclO' 

Lernor^Nonrumolon 

Airport  Aiiinorili 

FIUST  VICE  CHAiaUAN 

DtrKtOf  01  Airporr< 

SMUwC'ly 

Airporl  Aumonty 

second  VICl  CHAIKUAH 

James  A.  WlUlag 

Genersi  Manage' 

MeiroDoman  Wasningior. 
AxDcts  Aiimom 

SECRETARY/TREASURER 


DireCJOt  01  Aviaiior- 

C.tv  ot  Pniixetpfiij 
Division  of  Aviatior 

IMMEDIA  TEPAST  CHAIRMAN 


Geneal  Manager/CEO 
lucson  Airpon  Aumonty 

PRESIDENJ 
W0Otf0   r.  MMWV 

Alrporti  Council  tnletnatiomt 
NontiAimica 


Febraaiy  10,  1993 

Retaining  and  Enhancing  U.S.  Eminence  and  Competitiveness  in  Aviation 

Aviation  is  an  excellent  example  of  what  is  good  and  right  about  the  US  as  it 
strives  to  remain  a  competitive  worid  leader.  However  its  current  precarious 
condition  is  also  an  indicator  of  prospective  and  already  quite  visible 
deterioration  as  a  result  of  near-sighted  policies  which  are  likely  to  end  US 
eminence  unless  major  changes  take  place. 

Aviation  is  and  remains  a  major  eiqiort  and  is  an  area  where  the  US  has  been 
the  undisputed  leader  for  many  years.  Aviation  technology  and  capability  also 
have  grown  dramatically  over  the  last  few  years  in  Europe  and  Japan,  with 
large  amoimts  of  research  and  development  funding  applied.  The  US,  through 
bad  govenmient  policies  probably  more  than  by  inadequate  funding,  has 
starved  its  wellspring  resources. 

This  document  concentrates  on  the  fortunes  of  the  Federal  Aviation 
Administration  as  an  element  in  maintaining  U.S.  eminence  in  aviation.  The 
keys  to  its  continued  leadership  are  a)  a  continuing  flow  of  cost-beneficial 
technologies  and  attractive  evolutionary  products,  and  b)  the  ability  to  select 
the  best  technologies  and  to  cany  innovations  and  new  capabilities  to  fruition 
and  practical  use  in  a  timely  way. 

It  is  essential  that  FAA  be  able  to  choose  and  cany  to  implementation  the 
promising  new  capabilities  -  satellite  technologies,  the  dramatic  evolution  in 
communications,  and  the  fruits  of  the  computer  revolution.  For  long-term 
success,  the  flow  of  new  technologies  must  be  assured  and  sponsored.  The 
sources  are  the  industry,  NASA  the  Defense  establishment  and  imiversities,  as 
well  as  FAA  itself. 

The  National  Aeronautics  and  Space  Administration  (NASA),  cunently  in  a 
struggle  to  maintain  its  sp^ce  role  in  a  time  of  declining  budgets,  has  never 
considered  aeronautics  as  a  major  thrust,  and  has  diminished  it  in  recent 
times.  The  effective  decline  has  been  hastened  by  a  doctrinaire  Office  of 
Management  and  Budget  (OMB)  policy  which  has  tried  to  reduce  NASA 
involvement  in  aeronautics,  claiming  that  the  needed  work  could  be  done 
better  and  cheaper  by  the  industry.  The  reality  is  that  of  the  three  major  US 
civilian  large-aircraft  manufactiu-ers  of  recent  times,  one  is  out  of  business  and 
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one  is  in  serious  jeopardy.  General  aviation  manufacturing  is  a  shadow  of  its  previous 
strength,  not  in  small  part  because  of  near-catastrophic  product  liability  laws,  but  also 
because  NASA  has  never  provided  a  meaningful  technology  base  for  general  aviation. 

It  seems  beyond  dispute  that  there  has  been,  and  is  today,  a  major  role  for  organizations 
like  NASA  to  help  industry  move  into  innovation. 

This  role  for  NASA,  and  a  similar  role  for  FAA,  are  especially  important  in  the  light  of 
declining  Department  of  Defense  budgets.  Over  many  years  a  very  substantive  amount  of 
pioneering  research,  much  of  it  transferrable  to  civilian  use,  has  been  done  by  the 
extensive  and  expensive  net  of  military  research  laboratories  and  DARPA,  the  potent 
Defense  Advanced  Research  organization.  They  have  done  a  great  deal  of  valuable  work, 
frequently  without  the  excessive  and  often  destructive  oversight  and  control  suffered  by 
civilian  agencies,  (one  small  example  is  the  role  of  DARPA  in  the  development  of  small 
hand-held  GPS  satellite  navigation  receivers,  made  famous  in  Desert  Storm).  If  military 
R&D  diminishes,  it  is  crucial  for  the  U.S.  for  civilian  agencies  to  take  up  the  slack. 

An  idea  of  magnitude  of  R&D  investment  for  FY-92: 

FAA's  R,E&D  appropriation  was  $218  million. 

NASA's  R,T&E  appropriation  for  aeronautics  work  was  on  the  order  of  $1  billion. 
DOD's  FY-1992  appropriation  for  R,D,T&E  was  approx.  S33  billion,  of  which  $11 
billion  was  earmarked  for  advanced  science  and  technology. 

FAA  as  an  Example  of  the  Problem  and  Approaches  to  Solutions 

The  following  material  uses  FAA  as  one  example  of  the  problems  facing  the  U.S.  as  seen 
by  expert  industry  observers,  and  some  thoughts  about  remedies. 

In  considering  this  example,  several  problems  are  examined,  which  represent  serious 
difGculties,  but  also  potential  solutions. 

The  discussion  relates  to: 

The  U.S.  Historic  Role  in  Technology  Flow 

The  People  Problem,  and  Husbanding  FAA  Skills  for  the  Future 

Personnel  Management  and  Organizational  Hurdles 

The  Procurement/ Acquisition  Problem  -  A  Process  Out  of  Control 

Research  and  Development  -  Rigidities  of  the  Process 

System  Capacity  Achievement  as  a  Tool  to  Assert  Competitiveness 

The  U.S.  Historic  Role  in  the  Flow  of  Technolotfv  and  Innovation 
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The  international  aviation  ^tem  has  been  built  on  innovations  created  for  the  most  part 
in  the  United  States,  brought  by  imaginative  research  and  development  R&D  in  various 
government  and  industry  incarnations  has  been  important  to  aviation  since  the  Wright 
brothers.  The  Civil  Aeronautics  Administration's  Technical  Development  and  Evaluation 
Center  in  Indianapolis,  a  tiny  facility  helping  various  parts  of  the  FAA-predecessor  Civil 
Aeronautics  Administration  long  before  there  was  a  formal  R&D  body,  provided  major 
innovations.  Later,  the  Air  Navigation  Development  Board,  the  Airways  Modernization 
Board,  and  finally  a  half  dozen  versions  of  research  &  development  bodies  in  FAA 
worked  with  the  industiy  and  users  to  create  the  foundations  for  our  present  ATC  and 
aviation  support  system. 

Every  meaningful  FAA  modernization  effort  (firom  the  Third-Generation  Air  Traffic 
Control  System"  to  NAS  Stage  A  to  the  Hehns  NAS  Plan)  has  had  its  roots  in  research 
and  development  conducted  in  the  preceding  ten  to  fifteen  years.  Yet,  for  a  decade  we 
permitted  the  FAA  R&D  establishment  to  atrophy  and  wither.  There  is  a  price  to  pay. 

The  perspective  on  the  need  for  substantive  R&D  to  maintain  U.S.  leadership  and 
competitiveness  was  strengthened  immeasurably  by  the  November  1991  publication, 
updated  in  January  1993,  of  the  Review  of  the  FAA  R.E&D  Program  by  the  blue-ribbon 
group  headed  by  Norman  Augustine,  chairman  and  chief  executive  officer  of  the  Martin- 
Marietta  Corporation.  The  report  deserves  the  attention  and  support  of  everyone 
interested  in  aviation  and  the  continued  eminence  of  the  United  States.  With  respect  to 
the  present  situation,  the  November  1991  report  noted: 

Research,  Engineering  and  Development  funding  has  declined  in  recent  years  from  about  6 
percent  of  the  total  FAA  budget  to  about  2S  percent,  although  a  considerable  part  of  the  increase  in 
spending  in  the  early  WSffs  was  to  engineer  the  National  Airspace  System  Plan.  Although  addressing 
a  problem  of  major  national  consequence,  this  spending  level  represents  a  tiny  percentage  compared 
to  most  other  government  departments  (10%  for  the  Interior  Department,  13%  for  Defense,  37% 
for  Dept.  of  Energy) 

Financial  Resources.  Many  of  the  challenges  facing  the  nation's  air  traffic  system  can  be 
expected  to  have  considerable  technological  content  in  their  solutions.  Problems  having  this 
characteristic  include  those  affecting  system  capacity,  safety,  security,  reliability,  and  cost.  The  FAA 
has  taken  steps  to  create  a  plan  which  will  assure  that  the  needed  technologies  are  indeed  available 
and  it  is  the  judgment  of  the  Panel  that  the  Plan  is  both  fundamentally  sound  and  worth  of  strong 
support.  On  the  other  hand,  it  would  appear  that  the  financial  underpinning  of  the  proposed  effort  is 
insufiident  to  accomplish  the  goals  which  have  been  identified.  Comparisons  with  other 
organizations  which  are  similarly  dependent  upon  technology  suggest  that  the  FAA  for  many  years 
has  been  under-investing  in  its  technology  base.  The  steps  initiated  in  fiscal  year  1992  to  reaify  this 
situation  are  encouraging;  however,  considerable  additional  effort  will  be  required  to  assure  the  long- 
term  viability  of  the  Plan. 

In  January  1993,  the  group  added  ~.the  niunber  of  FAA  personnel  with  the  necessary  technical 
expertise  to  meet  future  requirements  remains  small,  and  the  overall  research  and  development 
underpinning  til  the  nation's  future  air  trafBc  management  system  continues  to  be  severely 
underfunded.  As  a  consequence,  limitations  on  the  nations's  aviation  infrastructure  can  be  expected 
to  become  increasingly  debilitating  in  the  years  ahead. 
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FAA  has  worked  diligentiy  to  emerge  from  the  years  in  which  the  R&D  effort  suffered, 
and  is  at  the  beginning  of  a  renaissance.  It  will  take  a  sustained  FAA  effort  and  a  steady 
and  adequate  funding  and  positive  encouragement  of  the  efforts  FAA  has  begun. 
Inadequate  funding  or  a  hobbled  organization  sends  a  message  that  R&D  is  not  really 
important  to  the  U.S.  aviation  industry,  and  is  not  important  to  U.S.  competitiveness  and 
eminence  in  aviation. 

As  in  so  many  other  areas,  the  United  States  stands  at  serious  risk  of  losing  world 
leadership  in  aviatioiL  Every  responsible  aviation  group  has  pointed  out  that  it  will  take 
both  adequate  funding  and  a  forward-looking,  competent  cadre  of  FAA  people.  FAA  has 
been  trying,  but  significant  progress  can't  be  expected  if  the  effort  is  short-changed. 

The  People  Problem 

One  of  FAA's  most  significant  continuing  challenges  is  the  strengthening  of  its  technical 
staffing.  Although  FAA  has  enlisted  the  support  of  other  government  agencies,  academia 
and  private  industry  to  assist  with  aviation  R&D,  a  critical  mass  of  skilled  in-house 
experts  must  be  maintained  to  spearhead  and  manage  FAA's  programs. 

Najeeb  Halaby,  former  FAA  Administrator,  testifying  in  the  House  on  behalf  of  the 
aviation  associations  in  1988,  said: 

It  must  be  recognized  that  the  FAA,  as  an  extraordinarily  advanced,  high  technology 
organization,  has  a  correspondingly  extraordinary  need  to  recruit  and  retain  the  highest 
quality  engineers,  software  designers  and  scientists  Under  the  present  salary  structure  and 
hiring  rules  this  is  simply  imposuble,  and  the  agency  must  constantly  and  unsuccessfully 
scramble  to  keep  up....Were  the  FAA  free  to  set  salaries  on  the  basis  of  market  conditions  - 
-  as  it  must  to  compete  for  these  limited  resources  —  its  return  on  investment  would  be 
immeasurable....The  FAA  is  not  well  served  by  the  current  complex,  ripd  personnel 
classification  system,  nor  a  government  pay  structure  which  is  not  conducive  to  the  use  of 
rewards  and  incentives.  It  is  not  well  served  by  personnel  ceilings  whidi  reflect  budgetary 
and  political  faaors  which  override  work  and  safety  demands.  It  must  be  freed  of 
restrictions  on  use  of  retirees,  bcc  to  provide  special  pay  plans  for  unique  employees,  and 
free  to  design  and  fine  tune  its  hiring  and  personnel  rules  to  the  needs  of  a  unique  agency.* 

At  a  September  12,  1989  FAA  NAS  Plan  Users  Conference,  Ed  Stimpson,  President  of 
the  General  Aviation  Manufacturers  Association,  speaking  on  behalf  of  virtually  the 
entire  aviation  industry,  said: 

FAA's  automation,  commnnicatian,  navigation  and  smveiDaDce  resources  are  agjng.  Those 
resources  must  be  modernized  to  preserve  the  integrity  of  the  system,  to  insure  that  air 
traffic  controllers  have  adequate  took  to  do  their  jobs,  to  insure  that  safety  is  not 
compromised  and  to  insure  that  system  capacity  is  ctihanrrd 

FAA  must  ffflf,  and  industry  must  support,  authority  to  hire  adequate  numbers  of  hi^ 
quality  personnel  in  critical  skill  categories:  air  traffic  controllers,  airway  facility  technicians. 
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engineers,  scientists,  safety  inspectors,  and  program  management  personnel  Innovative 
approaches  will  have  to  be  devised  to  accomplish  this  objective. 

The  FAA  Administrator  must  be  given  flexibility  to  select  his  key  program  managers  on  the 
basis  of  merit  and  capability  alone,  to  discharge  imsatisfaaory  employees  and  move 
personnel  to  meet  the  needs  of  the  Agency. 

The  Administrator  must  be  free  to  spell  out  system  needs  for  personnel  and  funding  support 
as  he  sees  the  needs  without  artificial  constraints  imposed  from  other  Executive  Branch 
agencies. 

In  Spring  1991,  George  Howard,  President  of  AAQ-NA,  in  House  testimony  on  behalf 
of  virtually  all  major  aviation  groups,  said: 

The  absence  of  an  adequate  number  of  in-house  FAA  technologists  and  managers  has  placed  FAA 
in  a  position  of  not  being  able  to  properly  manage  and  direct  the  work  of  its  many  support 
contractors.  The  present  internal  management  structure  has  led  to  unconnected  services  being 
provided  by  multiple  contractors,  which  in  turn  can  lead  to  increased  costs.  The  important  point  is 
that   FAA  needs  a  highly  competent  corps  of  experts  and  managers  to  direct  contractors  and  oversee 
the  projects  that  will  lead  to  a  more  efiident  and  modem  aviation  system. 

The  intention  of  several  former  Administrators  was  to  keep  FAA's  people  mmibers  very  low  even  as 
the  job  got  bigger  and  bigger  (from  F&E  of  approx.  S2S0  million/yr  to  S2.7  billion).  This  has  had  a 
terrible  effect  on  FAA's  internal  expertise,  both  in  F&E  and  R&D  staffs. 

The  KfLS  Examnle 

The  FAA  took  almost  4  years  to  prepare  the  RFP,  and  used  a  large  number  of  support 
contractors  to  do  it  The  bidders  delivered  their  proposals  to  a  support  contractor,  not  FAAt 
Bidders  had  to  agree  that  FAA  would  use  as  many  as  14  different  Contractors  to  help 
evaluate  the  proposals. 

FAA  at  this  time  has  only  a  very  small,  clearly  inadequate  number  of  qualified  MLS 
engineers,  each  of  whom  has  responsibilities  other  than  this  procurement.  Thus  FAA  is 
almost  totally  dependent  on  outside  support  contractors  to  write  the  specifications  and  the 
RFP,  and  to  evaluate  the  proposals.  There  are  not  enough  FAA  people  to  guide,  control, 
and  supervise  the  support  contractors,  let  alone  deal  with  the  technical  aspects. 

Each  of  the  support  contractors  strives  to  perform  its  assigned  tasks  as  effectively  as 
possible.  However,  the  complexity  of  the  procurement  process  and  lack  of  adequate  internal 
FAA  expert  staff  to  manage  and  monitor  the  work  can  result  in  duplicative,  unnecessary  and 
uncoordinated  work.  This  drives  up  costs  with  little  corresponding  benefit. 

Excesses  in  the  specification  or  proposal  process  seem  to  become  'acceptable*  because  in 
theory  they  add  a  layer  of  'protection'  for  the  government  Absent  so  far  in  this 
problematical  interaction  between  the  support  contractors,  some  of  whose  tasks  may  have 
grown  beyond  ready  comprehension  by  the  inside-FAA  managers,  is  a  willingness  by  FAA 
management  to  call  a  halt  to  the  excesses  in  the  proposal  process. 

Developing  the  FAA  Skills  Needed  for  the  Future  Aviation  System 
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The  FAA  Research  &  Development  Advisory  Committee  has  discussed  the  importance 
of  aviation  education  and  the  need  to  stimulate  the  development  of  aviation  experts  for 
the  future. 

The  recent  events  in  the  Persian  Gulf  give  clear  proof  that  our  military  command 
structure  has  been  able  to  adapt  to  and  capitalize  on  drastically  new  ways  to  think  about 
their  jobs  and  benefit  from  the  fruits  of  technology.  This  may  well  be  due  to  the 
emphasis  the  DOD  has  long  placed  on  continuing  and  advanced  education  for  its 
managers  and  officers  to  broaden  their  horizons  and  give  them  a  better  vision  of  the 
future. 

Another  practice  of  DOD  is  the  rotation  of  officers  into  various  jobs  across  the  spectrum 
of  activities  to  assure  that  the  officer  corps  achieves  a  broad  outlook  and  understanding 
of  system  issues.  Translating  this  point  to  aviation,  the  French  have  long  used  the 
practice  of  training  its  aviation  leaders  in  the  aviation  school  of  the  Ecole  Polytechnique. 
The  graduates  are  the  future  managers  of  the  French  aviation  infrastructure,  and  the 
government  carefully  assures  that  the  executives,  trained  broadly,  move  across  the 
disciplines  of  engineering,  procurement,  ATC  operations  etc.,  and  thereby  avoid  the 
building  of  walls  between,  for  example,  engineering  and  operations. 

It  is  well  known  that  FAA  in  recent  years  has  been  buffeted  by  reductions  in  its  force  of 
technical  experts,  by  loss  of  a  great  deal  of  its  technical  leadership,  and  by  funding 
problems,  even  as  the  demands  on  FAA  have  grown  dramatically.  It  may  also  be  that,  to 
its  and  to  our  common  detriment,  the  emphasis  on  continuing  and  advanced  education 
may  have  declined,  and  the  lines  between  the  various  service  disciplines  drawn  even 
more  sharply  rather  than  being  eliminated. 

Considering  that  FAA  Facilities  and  Equipment  program  has  grown  ten-fold  in  the  last 
few  years,  while  AA  staffing  has  remained  essentially  static,  FAA  must  be  empowered  to 
hire  an  adequate-size  staff  of  competent  technical  experts,  managed  to  produce  results 
instead  of  rules,  and  to  have  the  ability  to  hire,  fire  and  reward  people. 

Personnel/Management  Organizational  Difficulties 

There  are  skiU  development,  management  and  career  progression  problems  in  several 
FAA  organizations.  Yet  it  must  be  said  in  fairness  that,  in  spite  of  these  problems,  and 
with  a  badly-needed  modernization  way  behind  schedule,  FAA  coped  for  years  with 
rapidly-Increasing  traffic  and  has  done  it  with  an  enviable  safety  record. 
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The  recent  Review  of  the  FAA  R,E&D  Program  by  the  blue-ribbon  Augustine  Panel^ 
offered  a  view  vMch  applies  to  much  of  FAA,  and  especiaUy  F&E: 

*^AA  needs  to  take  several  actions.  It  must  continue  to  strive,  within  existing  regulations,  to  hire 
additional  highly  qualified  sdenlific  and  engineering  pcrsotmeL  These  persons  need  to  have  early 
career  exposure  to  a  variety  of  FAA  assignments,  both  within  the  research  and  development 
community  and  m  the  operational  services.  Such  ejqxMure,  perhaps  on  a  three-year  rotational  basis, 
would  help  ensure  that  managers...understand  the  operational  constraints  facing  the  airspace 

system Semor  managers  of  the  FAA  research  and  development  program  will  require  sufficient  job 

tenure  to  provide  organizational  continuity  to  a  project. 

Unfortunately,  in  some  past  m^tanrrK  FAA  managers  may  not  have  received  adequate  training  to 
implement  a  truly  innovative  acquisition  program  of  the  type  contemplated  herein.  In  fact,  the  highly 
ritualized  government  acquisition  regulations  discourage  such  practice.  Training  is  therefore  of  the 
utmost  importance.  In  particular,  the  Panel  suggests  that  the  FAA  support  university  programs  that 
are  capable  of  educating  students  for  positions  vrithm  the  FAA,  and  encourage  the  development  of 
centers  of  excellence  within  several  universities  to  encourage  study  of  disciplines  useful  to  the  FAA. 
Fellowships  and  sabbaticals  at  such  university  centers  of  excellence  should  be  funded  to  promote  a 
close  interaction  between  the  FAA  and  the  academic  community. 

Finally,  rewards  are  needed  for  excelling  in  the  management  style  suggested  above  •  including 
bringing  needed  projects  on-line,  on  time  and  under  budget 

If  FAA  personnd  are  in  fact  to  direct  major  engineering  projects,  these  individuals  must  be,  or  at 
least  once  have  been,  practicing,  hands-on  engineers  themselves.  The  government  should  take  a 
leadership  role  in  encouraging  academia  to  offer  courses  related  to  FAA  missions  and  promising 
young  employees  should  be  rotated  tfarou^  a  variety  of  positions  (operational  as  well  as 
developmental)  during  the  early  phases  of  their  careers.' 

The  FAA  Procurement/ Acquisition  Problem 

In  1988,  former  FAA  Administrator  Najeeb  Halaby,  testifying  on  behalf  of  a  number  of 
aviation  groups  before  the  House  Subcommittee  on  Aviation  said 

The  secret  to  success  in  a  high-tech  operation  has  always  been  innovation  and  adaptation.  If 
the  United  States  is  to  continue  to  lead  the  world  in  aviation  and  its  safety,  we  simply  must 
be  willing  to  alter  our  approach  to  the  FAA  in  order  to  accentuate  its  ability  to  adapt  and 
innovate.  It  must  be  able  to  respond  on  a  real  time  basis  -  not  years  or  even  decades  after 
technology  has  passed  it  by. 

„.While  implementation  of  the  multi-billion  dollar  National  Airspace  System  Plan  has  and 
will  continue  to  provide  a  tremendous  boost  to  the  FAA's  capability  to  respond  to  demand. 


'  Review  of  the  FAA  Research,  En^eering  and  Development  Program,  November  1991,  updated 
January  1993.  The  primary  Augustine  Panel  included,  in  addition  to  Martin-Marietta  Board  chairman  and 
chief  executive  Augustine,  former  FAA  Administrators  Hehns  and  McLucas,  former  MITRE  Corporation 
preadent  Robert  Everett,  USAF  Major  General  Robert  Rankine,  Jr,  NASA  Associate  Administrator  Robert 
Rosen,  ALPA's  John  O'Brien,  McGraw-Hill  VP  and  Publisher  John  Olcott  and  AAQ-NA's  Senior  VP- 
Technical  Affairs  Poritzky.  FAA  top  management,  starting  with  then-Administrator  James  Busey. 
enthusiastically  embraced  the  report 
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it  is  unfortunately  true  that  the  '*^«*™e  procurement  process  has  slowed  progress  to  a 
subsuntial  degree.  As  a  result,  many  of  today's  'new*  improvements  are  no  longer  state  of 
the  art  by  the  time  they  come  on  line.* 

Many  of  the  FAA  National  Airspace  System  Plan  projects  are  4  to  5  years  late,  will  cost 
more,  and  will  deliver  less  than  promised.  Why  did  tids  happen?  It  was  a  combination  of 
many  problems:  optimistic  schedules;  inadequate  funding  requests  and  inadequate 
appropriations;  lack  of  qualified  FAA  people;  frequent  reorganizations  and  the 
consequent  changes  in  policy  direction;  outside-contractors  doing  work  which  is  done 
better  by  competent  insiders;  internal  organization  problems;  management  supervision 
lapses  and  serious  policy  mistakes;  contractor  performance  difficulties,  and  so  on. 

But  the  acquisition/procurement  process  itself  is  perhaps  the  most  important  A  key 
problem  is  that  the  procurement  rules  and  practices,  built  up  over  many  years,  are 
intended  to  be  scrupiilously  fair,  to  protect  against  fraud,  dishonesty  or  favoritism  by  the 
government  people  involved.  The  process  has  gotten  so  complicated  that  it  is  no  longer 
effective.  Worse,  in  applying  the  process,  the  ability  of  the  procuring  officials  to  use 
individual  initiative  and  judgement  at  any  but  the  highest  management  level  has  been 
severely  compromised. 

The  process  has  created  a  "five-foot  shelf  of  rules.  FAA's  procurement  documents  with 
hundreds  of  pages  and  elaborate  specifications  for  every  contingency  build  a  process 
which,  as  the  NAS  Plan  history  has  an^ly  demonstrated,  is  unlikely  to  insure  a  high 
quality,  timely  product  Somewhere,  the  point  has  been  missed  that,  no  matter  how 
elaborate,  no  set  of  specifications  will  be  perfect,  nor  will  the  multi-volimie  and 
expensive  set  of  proposals  from  the  bidders  give  assurance  of  a  good  result  In  fact  the 
specifications  will  prove  to  be  wrong,  perhaps  in  major  ways,  as  the  product  design  and 
development  proceeds.  Unforeseen  but  beneficial  changes  which  can  improve  the 
product  and  which  do  not  appear  beforehand  need  to  be  encouraged,  not  deplored. 

It  seems  self-evident  that  when  equipment  is  procured  during  a  technological  revolution, 
flexibility  to  adapt  to  change  is  crucial  if  the  government  is  to  get  its  money's  worth.  The 
task  will  inevitably  be  stifled  by  a  too-rigid  process  in  which  every  detail  is  specified. 

Another  problem  is  the  rules  for  procurement  imposed  by  the  President's  Office  of 
Management  and  Budget  (OMB).  The  OMB  process,  at  its  best,  is  intended  to  assure 
that  technologies  are  mature,  and  that  systems  are  fairly  and  competitively  evaluated 
before  procurement  proceeds.  It  is  noteworthy  that  the  process,  which  injects  elaborate 
rules  and  rigid  "key  decision  points"  on  procurement  decisions,  were  imposed  at  a  time 
presidents  were  attacking  Congress  and  the  "si>endthrift"  agencies  of  government.  They 
devised  mechanisms  to  slow  the  buying  and  spending  process.  While  this  is  arguably  a 
laudable  motive,  the  process  of  maldng  absolutely  sure  that  a  procurement  is  prudent 
through  time-consuming,  elaborate  validation  arrangements  is  not  helpful  when  there  are 
lu'gent  needs  immet  for  years.  While  the  intent  is  to  assure  well-considered  government 
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spending  and  high-quality  products,  the  reality  is  frequently  just  delay  and  less  than  up- 
to-date  technology. 

The  Procurement  Process  is  Out  of  Control 

In  protecting  against  crime  and  injudicious  spending,  a  process  has  evolved  which  serves 
no  one  well,  and  which  ties  the  hands  of  competent  contractors  and  competent 
govenunent  managers  while  seeming  to  get  ever  more  protracted.  Every  recent  FAA 
Administrator  has  attempted  to  improve  and  simplify  the  process,  with  little  success. 

It  is  axiomatic  in  any  bureaucracy  that  when  things  go  wrong  -  e.g.  in  a  procurement  ~ 
the  bureaucracy  protects  itself  by  adding  a  new  rule  or  a  new  hoop  to  jump  through  to 
prevent  the  problem  from  arising  again.  That  inevitability  has  created  the  "five-foot 
shelf*.  Read  FAA's  recent  procurement  documents  on  program  management  and 
software.  Their  hundreds  of  pages  with  elaborate  specifications  for  every  contingency 
builds  a  process  which  is  unlikely  to  insure  a  high  quality,  timely  product  Somewhere, 
the  point  has  been  missed  that,  no  matter  how  elaborate,  no  set  of  specifications  will  be 
perfect,  nor  will  the  multi-volume  and  expensive  set  of  proposals  from  the  bidders  give 
assurance  of  a  good  result.  In  fact,  the  specifications  will  prove  to  be  wrong,  perhaps  in 
major  ways,  as  the  product  design  and  development  proceeds.  Unforeseen  but  beneficial 
changes  which  can  improve  the  product  and  which  do  not  appear  beforehand  need  to  be 
encouraged,  not  deplored. 

It  is  difficult  for  govenmient  managers  to  exercise  real  control  to  assure  contractor 
performance.  Even  when  contractors  get  into  difficulty,  FAA  is  frequently  unable  to 
adjust  contracts,  and  it  is  so  difficult  and  time-consimiing  to  cancel  a  contract  and  start 
over  that  it's  an  option  seldom  used.  FAA  project  engineers  either  lack,  or  don't  use,  the 
flexibility  and  prerogative  to  manage  a  contractor's  work.  There  is  too  little  flexibility  in 
many  of  the  contracts,  and  when  things  go  wrong,  there  is  no  simple  way  to  fix  problems. 

It  seems  self-e\ident  that  when  equipment  is  procured  during  a  technological  revolution, 
flexibility  to  adapt  to  change  is  crucial  if  the  government  is  to  get  its  money's  worth.  The 
task  will  inevitably  be  stifled  by  a  too-rigid  process  in  which  every  detail  is  specified. 
When,  as  in  the  case  of  the  new  MLS  buy,  the  request  for  proposals  is  literally  a  box  full 
of  specifications,  and  each  contractor's  bid  will  cost  as  much  as  $2-3  million,  something 
has  gone  very  wrong. 

Optimists  say  that  the  government  procurement  process  itself  does  not  cause  the 
problems,  and  that  clever  use  of  the  system  by  people  willing  to  take  chances  and 
innovate  can  overcome  the  problems.  Sadly,  FAA's  internal  capabilities  have  been 
eroded  by  continuous  reductions  of  staff,  inability  to  hire  and  reward  competent  people, 
and  the  rigidities  of  the  civil  service  system.  More  important,  managers  up  the  line  have 
not  been  willing  to  urge  the  project  engineers  and  managers  down  the  line  to  innovate 
and  to  back  them  when  they  do. 
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The  inevitable  result  is  a  system  in  which  government  people,  not  rewarded  for 
innovation,  revert  to  a  c-y-a  mode  of  operation.  Innovation  and  good  sense  are 
subordinated  to  the  safe  pUe  of  rules  and  regulations  -  which  look  good  and  terribly 
respectable,  but  do  not  yield  the  needed  improvements. 

What  Can  Be  Done? 

Competition  in  FAA  procurement  is  of  course  desirable  whenever  it  is  sensible.  Yet  it  is 
also  important  to  consider  the  admonition  of  the  famous  Dr.  WJE.  Deming  (of  "pursuit- 
of-excellence"  fame)  to  realize  that  long-term  and  trusting  relationships  between 
customer  and  supplier  are  important  to  the  achievement  of  good  products.  Thus  forced 
competition,  especially  for  unique  items,  may  not  always  be  wise. 

It  is  important  to  empower  the  FAA  Administrator  to  create  a  new  procurement  process 
with  the  necessary  flexibility  to  modify  and  adapt  contracts  to  benefit  from  practical 
realities.  It  is  essential  to  change  the  current  FAA  procurement  culture  to  encourage 
project  engineers  and  managers  to  iimovate  and  cut  through  red  tape,  and  to  require 
managers  to  lead  and  to  back  them  when  they  do. 

FAA  might  be  enabled  in  the  following  ways: 

1.  To  eliminate  the  fiction  that  quality  high  tech  eqtiipment  can  be  specified  and  bought 
in  the  rigid  manner  currently  used  in  the  procurement/acquisition  process.  Recognize 
that  money  will  need  to  be  requested  and  appropriated  to  pay  for  the  inevitable  and 
desirable  changes  and  improvements. 

2.  To  permit  FAA  to  use  good  specifications  of  needed  product  performance  instead  of 
stacks  of  probably  imenforceable  specifications.  These  must  be  complemented  by  simple, 
comprehensible  statements  of  acceptable  workmanship  practices  coupled  with  tough 
requirements  to  demonstrate  practically  achievable  integrity,  reliability,  maintainability 
and  availability. 

3.  To  empower  FAA  to  pick  contractors  based  on  reputation  and  performance  record, 
not  on  price  or  slick  proposals. 

4.  To  empower  or  encourage  FAA  managers  to  use  their  judgement  as  to  when  sole 
source  procurement  makes  sense,  including  the  use  of  extraordinary  steps  to  rapidly 
acquire  systems  in  use  outside  the  U.S. 

5.  Develop  an  administrative  practice  (with  legislative  help  if  needed)  to  help  FAA  cope 
with  and  sustain  defenses  against  capricious  protests  by  losing  bidders  which  delay 
procurements. 
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6.  To  empower  the  FAA  Administrator  to  create  a  new  procurement  process  with  the 
necessary  flexibility  to  modify  and  adapt  contracts  to  benefit  from  practical  realities. 

8.  To  change  the  current  FAA  procurement  culture  to  encourage  project  engineers  and 
managers  to  innovate  and  cut  through  the  nonsense,  and  to  require  managers  to  lead  and 
to  bad(  them  M^en  they  do. 

A  way  to  achieve  the  buB:  of  these  in^rovements  may  be  achievable  within  the  context 
of  the  DOT/FAA  structure,  given  the  will  by  Congress  and  the  Administration  to 
innovate.  If  these  steps  can  not  be  taken  within  the  government  process.  Congressional 
action  will  be  needed  to  establish  a  more  rational  and  business-like  acquisition  system 
for  FAA 

Procurement  of  Research.  Engineering  and  Development 

FAA  R&D  is  just  reviving  after  a  period  of  years  in  which  the  NAS  Plan  needs 
predominated.  FAA  top  management  is  trying  hard  to  rejuvenate  real  R&D.  The 
shortage  of  qualified  FAA  experts  and  the  procurement/acquisition  problem  which 
makes  innovative  R&D  difficult  continue  to  hurt  Here  also,  perhaps  even  more  than  in 
the  F&E  efforts,  system  integration  is  crucial,  and  the  path  to  the  future  system  must  be 
made  a  part  of  many  R&D  projects. 

The  rigidity  and  complexity  of  the  procurement  process  for  R,E&D  is  perhaps  even  more 
of  a  problem  than  it  is  for  F&E.  Quality  R&D  can  not  be  specified  or  bought  in  the 
rigid  manner  currently  used  in  the  procurement/acquisition  process. 

Real  R&D  is  stifled  by  rigid  processes;  R&D  plans  and  their  execution  must  be 
encouraged  to  be  flexible  and  to  adapt  and  change  instantly  and  without  penalty  when 
the  work  reveals  to  the  developers  and  managers  that  a  change  of  course  is  indicated. 

R&D  is  not  a  homogeneous,  standardizable  process.  R&D  is  often  thought  of  a 
commodity  which  can  be  ordered  and  processed  like  an  order  of  safety  pins,  and  the 
difficult  FAA  acquisition  and  procurement  process  frequently  forces  this  work  into 
unworkable  straiqackets.  Real  R&D  is  a  large  group  of  different  processes  which  must 
be  tailored  to  the  problems.  Often  the  nature  of  an  R&D  project  needs  to  change  soon 
after  it  is  begun,  because  something  new  is  learned.  R&D,  if  it  really  that,  will  fail  and 
must  be  exi}ected  to  do  so  a  significant  part  of  the  time. 

Because  of  the  budget  cycle  imposed  on  FAA,  major  decisions  and  the  narrative  R&D 
plans  must  be  prepared  two  to  three  years  before  the  funds  are  made  available.  Once  a 
plan  is  written  and  approved,  it  tends  to  become  sacrosanct,  and  only  the  cleverest  plans 
are  written  in  artful  ways  that  provide  the  flexibility  to  make  changes  without  incurring 
bureaucratic  wrath.  Similarly,  contracts  for  R&D  are  more  likely  to  be  rigid  to  satisfy  the 
procurement  process  than  to  have  the  flexibility  to  change  as  knowledge  is  gained. 
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R&D  plans  must  always  be  considered  as  best  efforts  which  will  change  as  new 
knowledge  is  gained.  A  better  budgeting  process  must  recognize  the  importance  of 
flexibility  and  innovation  based  on  new  facts,  and  must  eliminate  impediments  to  changes 
of  direction  when  that  is  sensible. 

The  Transition  of  Products  from  R&D  to  Practical  Use 

The  FAA  R&D  Advisory  Committee  has  discussed  the  traditional  difficulty  of 
transferring  the  products  of  FAA  R&D  into  the  operating  system,  perhaps  attributable  in 
part  to  the  fact  that  the  FAA  operating  services,  and  therefore  their  management 
structures  have  not  been  dehberately  exposed  to  the  potential  of  new  technologies  and 
broader  visions  of  the  future. 

This  is  not  an  attack  on  the  dedicated  group  of  FAA  controllers  and  flight  safety 
specialists  who  have  shown  their  skill  and  capability  over  and  over  again.  FAA  and  its 
controllers  are  moving  a  tremendous  amount  of  traffic,  and  moving  it  with  an  entirely 
enviable  safety  record.  But  it  is  inevitable  that  the  FAA  operating  services,  faced  with 
the  pressures  of  today,  will  concentrate  on  today's  problems.  It  is  not  sensible  to  expect 
that  line  controllers  or  their  Headquarters  graduates,  taught  to  be  pragmatic  and 
concrete,  would  or  could  be  aware  of  innovations  technology  could  achieve.  Nor  should 
they  be  put  into  a  position  to  prejudge  whether  such  innovations  would  work  out,  -  until 
they  can  see,  feel  and  touch  them. 

It  is  inevitable  in  any  large  organization  that  a  fondness  develops  for  the  "tried  and  true". 
Allegiances  to  old  ideas  and  hard-won  victories  may  make  new  concepts  and  new 
technologies  less  than  welcome,  especially  if  such  ideas  could  impact  current  programs. 

In  the  final  analysis,  controllers  and  their  spokesmen  and  managers  rightfully  insist  on 
the  highest  quality  of  technical  support,  and  must  have  a  strong  role  in  assuring  that  the 
systems  offered  them  work  properly.  They  most  protest  against  inferior  products.  They 
mast  be  vocal  about  delays  when  additional  facilities  or  new  computer  capacity  are 
needed  but  are  tied  up  for  years  in  the  Washington  bureaucracy  and  the  latest  budget 
crunch.  They  must  oppose  taking  on  responsibility  without  the  concomitant  authority. 
But  they  most  not  have  the  veto  power  over  innovation.  A  major  effort  is  needed  at  the 
highest  level  of  FAA  to  resolve  tfds  long-standing  problem,  but  FAA  has  made  a 
valuable  start  with  the  formation  of  its  Operations  Planning  Management  Team. 

Achievement  of  Svstem  Capacity  as  a  Stimulus  for  U.S.  Competitiveness 

Between  1980  and  1987,  passenger  eiq)lanements  in  the  U.S.  grew  at  average  annual  rate 
of  6.7%  and  everyone  scrambled  to  keep  pace  with  new  capacity  needs.  In  the  late  1980's 
and  early  1990's,  the  recession,  the  Gulf  War,  the  liquidation  of  Eastern  and  Pan  Am, 
the  continued  consolidation  of  the  airline  industry,  and  increasing  fares  (prior  to  the 
more  recent  fere  wars),  all  led  to  a  marked  decrease  in  demand.  Between  1987  and 
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1991  we  had  a  meager  0.6%  average  annual  inaease  in  U.S  system-wide  enplanements. 
Over  the  same  period  international  traffic  grew  at  a  robust  annual  9.6% 

Yet  consider  these  facts: 

Currently  23  airports  suffer  20,000  hours  of  delay  or  more  per  year.  If  a  no  growth 
scenario  wins  the  day  and  nothing  is  done  to  increase  system  capacity,  the  FAA  forecasts 
that  the  nimiber  of  airports  with  an  annual  20,000  hours  or  more  of  delay  or  more  per 
year  will  increase  to  36  by  2001  -  a  daunting  increase. 

In  1991  FAA  reckons  that  297,758  aircraft  operations  were  delayed  15  minutes  or 
more.  Even  though  this  is  a  slight  decrease  from  1990,  can  we  afford  the  staggering 
amount  of  wasted  expense  in  cost  and  work  productivity? 

Passenger  enplanements  are  forecast  to  escalate  from  484  million  in  1991  to  706 
million  in  the  year  2000,  a  43%  increase.  Yet  airport  capacity  developments  are  still 
playing  catch-up  from  the  dramatic  increases  from  the  1980's. 

This  dramatic  growth  in  demand  will  place  tremendous  strain  on  the  existing  airspace 
and  airport  system,  and  require  renewed  focus  on  the  requirement  to  expand  system 
capacity  and  the  R&D  to  help  create  it  Despite  the  ahnost  certainly  temporary  lull  in 
the  growth  of  demand  in  the  United  States,  the  evenmal  projected  growth  is  daunting. 
Even  if  the  growth  is  very  modest,  work  to  increase  effective  capacity  is  fully  justifiable 
in  the  light  of  the  score  of  airports  already  burdened  with  serious  delays  and  delay  cost. 
The  inevitably  lengthy  development  and  implementation  tasks  to  provide  new  airport  and 
airspace  capacity  justifies  vigorous  effort  now  to  ameliorate  the  already  very  serious 
capacity  shortfall  and  high  delay  costs  at  major  airports. 

Beyond  the  turn  of  the  century,  the  picture  is  naturally  more  cloudy;  but  a  guide  may  be 
a  1988  study  by  the  Transportation  Research  Board  of  the  National  Research  Council. 
They  concluded  that  "Demographic  trend  data  indicate  two  to  three  times  the  1986 
traffic  by  2050.  Combined  with  the  econometric  assumptions  of  the  FAA  and  Port 
Authority  of  New  York  and  New  Jersey  forecast  model  (which  include  GNP  and  yield),  a 
range  of  two  to  sue  times  the  1986  traffic  might  be  experted  by  2050".  Even  at  a 
conservative  doubling  of  traffic  for  the  foreseeable  future  we  are  challenged  to  use  our 
best  efforts  to  bring  the  new  capacity  on  line. 

Sources  of  Additional  Capacity 

In  considering  the  issue  of  system  capacity,  it  is  useful  to  consider  the  airspace  system 
and  the  airports,  although  for  practical  purposes  they  must  be  considered  as  an 
integrated  entity. . 

Airspace  is,  of  course,  a  limited  commodity  which  can  not  be  expanded.  Additional 
capacity  is  gained  by  more  efficient  use  of  the  available  airspace.  As  has  been  noted, 
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there  is  a  vision  of  the  support  infrastructure  for  the  future  aviation  system  is  clear  and 
has  the  broad  support  of  the  world's  aviation  community  and  a  series  of  efforts  is 
underway  in  FAA.  However  to  bring  these  efforts  to  operational  reality  in  a  reasonable 
time  requires  an  aggressive  executive  system  engineering  process  to  drive  the  R&D 
program. 

As  the  aviation  system  grows  more  complex,  as  the  technologies  grow  more  capable,  as 
aircraft  systems  become  more  sophisticated  and  have  the  ability  to  be  partners  in,  and 
not  just  be  served,  by  the  air  traffic  management  system,  the  need  for  system  engineering 
and  air  trafSc  management  system  integration  has  become  an  absolute  necessity. 

The  work  required  -  Research  &  Development  and  later  implementation  -  for  a  number 
of  the  evolutionary  improvements  is  clear.  But  for  certain  areas  of  work,  the  FAA  system 
engineering  process  must  generate  system  decisions  and  establish  the  future  system 
architecture,  which  can  then  allow  breaking  major  tasks  into  manageable  development 
and  implementation  projects.  This  requires  early  and  intensive  system  analysis,  support 
studies,  probably  simulation,  and,  above  all,  a  system  vision  and  the  willingness  by  FAA 
management  to  make  difficult  decisions  ~  usually  with  less-than-perfect  data. 

Airport  capacity  can  be  treated  differently  from  airspace  capacity  because  it  is  not  a 
naturally  limited  commodity.  Yet,  there  are  not  many  sources  for  additional  airport 
capacity.  The  secret  will  be  to  use  these  few  to  our  greatest  advantage.  The  1988 
Transportation  Research  Board  (TRB)  study  stated  them  succinctly: 

Optimize  the  Present  Airport  System 

Physical  airfield  and  terminal  improvements  and  expansion 
Ground  access  enhancement 

Procedural/operational  changes  and  flow  management 
Use  of  new  capacity  technology 

[The  Transportation  Research  Board  Panel  estimated  that  such 
optimization  of  the  present  airport  network  by  technological  and 
managerial  measures,  "even  if  fully  successful,  might  enable  the  present 
airport  network  to  handle  a  level  of  traffic  no  more  than  50%  greater  than 
that  of  today"] 

Add  New  Airports  in  Cities  with  the  Most  Serious  Congestion 

Add  New  Type  of  Airport  -  the  "Remote  Transfer  Airport" 

New  Vehicle  Technology 

Aircraft  •  Large  and  Vertical/Short  Takeoff  and  Landing  aircraft 
Surface  Transportation  Technology 
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Smaller  airports  are  likely  to  be  major  players  in  the  provision  of  new  capacity  beyond 
that  available  from  expansion  of  existing  major  airports  and  new  technology.  In  its  1989 
Airport  Capacity  Enhancement  Plan,  FAA  identified,  for  each  of  the  airports  then 
estimated  to  be  congested  by  1997,  available  airports  within  approximately  50  miles  of 
the  delay-encumbered  airport. 

A  Bottom  Line  on  U.S.  Competitiveness 

If  FAA  is  a  belwether  for  the  consideration  of  regaining  and  retaining  U.S. 
competitiveness,  the  above  example  of  system  capacity  is  a  useful  one.  In  terms  of 
technologies,  the  keys  are  in  the  revolutions  in  communications  and  computers/data 
processing.  They  apply  to  FAA  as  they  do  to  many  other  areas.  Satellite  technologies  are 
a  subset  which  will  have  a  profound  impart  on  aviation  navigation  and  surveillance.  It  is 
one  of  several  areas  in  which  the  U.S.  leads  and  can  remain  the  major  player  -  if  it 
chooses  to  do  so. 

faa\compet293 
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Mr.  Doughty.  We  believe  that  the  Federal  Government  and  local 
and  State  government  airport  operators  have  the  responsibility  to 
look  long-term  to  plan,  finance,  and  build  not  only  the  system  in- 
frastructure needed  today,  but  also  that  which  will  be  needed  in 
the  near  and  long  term.  When  the  economy  improves  and  air  traf- 
fic increases,  we  must  make  sure  that  we  have  anticipated  the 
demand  and  built  sufficient  facilities  and  capacity  to  meet  it.  We 
cannot  afford  to  be  shortsighted.  If  we  continue  to  plan  for  the 
short  term,  we  will  have  doomed  our  air  transportation  system  to 
perpetual  inadequacy,  inefficiency,  and  unprofitability.  Currently, 
it  costs  all  of  us  over  $3  billion  a  year,  well  more  than  the  industry 
operating  loss  in  1992. 

Three  years  ago,  under  your  leadership,  Mr.  Chairman,  this  com- 
mittee created  and  passed  a  landmark  bill  that  authorized  airports 
to  raise  badly  needed  capital  through  a  modest  passenger  facility 
charge.  PFCs  are  building  worthwhile  projects,  creating  jobs,  and 
stimulating  investment.  Without  PFCs,  many  of  these  projects 
would  go  unfunded  or  be  delayed.  The  long-term  capacity  improve- 
ments and  benefits  they  are  providing  would  not  be  available  when 
airlines  need  it,  and  the  short-term  improvements  to  the  economy 
that  are  needed  now  would  not  be  available. 

I  would  like  to  turn  now  to  Jerry  FitzGerald,  First  Vice  Chair- 
man of  AAAE,  to  list  for  you  our  specific  recommendations. 

Mr.  FitzGerald.  Mr.  Chairman,  I'm  Jerry  FitzGerald,  the 
Deputy  Director  of  Aviation  for  the  Port  Authority  of  New  York 
and  New  Jersey,  and  the  First  Vice  Chairman  of  AAAE. 

I  would  first  like  to  thank  you,  Mr.  Chairman,  and  the  Members 
of  your  committee  for  the  $250  million  AIP  amount  that  appeared 
in  the  President's  economic  plan.  I  think  that's  a  very  important 
step.  I  think  that  additional  increase  can  be  used  to  increase  air- 
port capacity,  and  we'd  like  to  thank  you  for  your  efforts  in  that. 

Mr.  Oberstar.  Thank  you.  We're  going  to  work  to  increase  that 
amount.  I  consider  that  a  down  payment,  not  the  final  amount. 

Mr.  FitzGerald.  Well,  we  think  a  long  journey  begins  with  a 
single  step,  and  that  was  a  very  important  step  in  our  minds. 

Before  offering  a  number  of  specific  recommendations  for  action, 
I'd  like  to  highlight  one  additional  factor  to  consider:  the  burden 
that  is  collectively  placed  on  the  industry  by  Federal  regulatory  re- 
quirements and  skyrocketing  compliance  costs. 

Based  on  a  survey  of  airports  we  conducted  last  year.  Federal 
mandates  cost  the  Nation's  airports  more  than  $1  billion.  Examples 
abound:  access  control  systems,  other  security  requirements,  envi- 
ronmental mitigation,  ADA  compliance,  and  a  variety  of  other 
aviation  regulations,  which  all  find  their  way  into  airline  rates  and 
charges. 

Don't  misunderstand,  we  are  not  suggesting  that  the  industry 
should  not  be  subject  to  regulation.  However,  we  are  suggesting 
that  the  burden  has  become  very  heavy  and  that  the  Government 
must  do  a  more  a  thorough  job  in  analyzing  the  cost-benefit  impli- 
cations of  its  actions,  both  before  imposing  new  regulations  and 
perhaps  even  after  the  regulations  have  been  implemented.  In 
some  cases  we  feel  it  could  be  very  important  to  analyze  the  cost 
impact  after  a  regulation  has  been  implemented  and  compare  it  to 
the  cost  estimates  that  you  had  before  you  when  you  actually  en- 
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acted  the  regulation.  I  think  this  becomes  an  accountabiUty  issue 
as  to  what  the  actual  costs  were  versus  what  the  estimated  costs 
were. 

At  this  point,  I'd  like  to  briefly  outline  some  recommendations 
for  strengthening  the  air  transport  system,  and  then  George  and  I 
would  be  happy  to  respond  to  any  questions  that  you  might  have. 

First  of  all,  we  feel  Congress  should  enact  tax  code  changes  to 
provide  capital  formation  and  investment  incentives,  such  as  the 
modification  of  the  alternative  minimum  tax  and  the  creation  of  a 
meaningful  investment  tax  credit,  as  well  as  changes  to  enhance 
the  marketability  and  demand  for  tax-exempt  airport  bonds.  You 
heard  this  morning  in  the  prior  testimony  concern  about  access  to 
capital  markets,  and  from  a  personal  point  of  view,  I  think  there  is 
one  issue  that  I  have  not  heard  anyone  mention,  and  I  would  like 
to  offer  it  for  consideration.  That  is  the  idea  of  a  loan  guarantee 
program. 

This  is  something  that  I  think  was  used  successfully  in  the  past, 
if  you  consider  the  Chrysler  bailout  and  the  very  unique  public-pri- 
vate relationship  that  resulted  from  that  program,  and  I  believe  a 
loan  program  in  the  aviation  industry  could  do  much  to  keep  air- 
line orders  on  target,  perhaps  have  the  benefit  of  keeping  the  em- 
ployment in  those  industries,  and  even  assisting  the  airlines  in  pur- 
chasing equipment  to  meet  the  phase  out  of  Stage  II  aircraft. 

The  Government  should  be  open  to  increased  foreign  investment 
in  U.S.  carriers  so  long  as  that  investment  capital  does  not  come 
from  a  foreign  carrier  that  is  controlled  or  subsidized  by  a  foreign 
government,  and  that  our  airlines  are  provided  appropriate  access 
in  the  same  foreign  markets.  Efforts  toward  liberalization  of  inter- 
national air  service  should  be  continued. 

Any  new  Federal  energy  tax  should  take  into  account  the  state 
of  the  airlines,  and  perhaps  an  exemption  for  the  airlines  and  air- 
craft operators  should  be  considered.  And  when  you  think  of  the 
other  proposal  to  reduce  the  ticket  tax,  it  would  seem  to  me  be- 
tween a  reduction  in  the  ticket  tax  or  an  exemption,  if  there  is 
some  way  that  this  industry  cannot  have  an  increased  tax  burden 
at  this  particular  time,  that  objective  seems  to  be  the  one  that  we 
would  be  most  concerned  about. 

Congress  should  consider  enacting  legislation  limiting  the 
amount  of  time  an  airline  in  bankruptcy  has  to  assume  or  reject 
leases  for  airport  gates  and  other  facilities,  and  consideration 
should  be  given  to  limiting  the  amount  of  time  that  airlines  can 
actually  operate  under  bankruptcy  protection. 

George  mentioned  a  report  on  FAA  reform.  It  certainly  is  very 
high  on  most  aviation  agendas  that  have  been  presented  in  the 
past  few  weeks.  We  think  that  the  FAA  reform  should  have  specif- 
ic objectives.  There  should  be  a  greater  responsiveness  of  the 
agency  in  all  its  relationships.  Performance  in  delivering  its  capital 
program  needs  improvement.  Its  regulatory  role  should  not  cloud 
its  responsibilities  to  the  users  of  the  system  to  reduce  delays.  Pro- 
curement and  personnel  systems  obviously  have  been  identified  as 
a  problem.  There  needs  to  be  a  very  targeted  and  short-term  per- 
formance program  to  make  changes  in  those  areas. 

Mr.  Chairman  and  Members  of  the  subcommittee,  this  condition 
in  the  industry  didn't  happen  overnight;  it  certainly  will  not  be  re- 
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solved  overnight.  But  the  industry  needs  to  cooperate,  and  wherev- 
er possible,  we  need  to  speak  with  one  voice  to  our  Government. 
We  need  a  shared  sense  of  purpose  and  resolve.  Confrontation  can 
only  serve  individual  agendas,  while  compounding  industry  prob- 
lems. A  partnership  between  Government  and  industry  can  make  a 
difference  and  must  make  a  difference. 

Thank  you  for  the  opportunity  to  testify,  and  George  and  I  would 
now  be  happy  to  respond  to  your  questions. 

Mr.  Oberstar.  And  we  would  be  very  happy  to  ask  questions,  but 
we're  on  the  down  side  of  a  15-minute  vote.  We've  probably  got  five 
minutes  to  get  to  the  floor,  so  I  think  we  better  break  at  this  point 
and  return  as  soon  as  we  can. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting. 

Your  testimony  deals  with  one  of  the  more  perplexing  issues  in 
the  airline  industry  today,  and  that  is  the  effect  or  impact  of  the 
bankrupt  carriers — that  have  cost  advantages  that  lead  them  to 
offer  lower  fares  that  the  so-called  healthy  airlines  can't  match  or 
have  to  match  and  thereby  offer  non-  remunerative  fares.  How 
much  thought  have  you  given  to  this  issue  as  to  what  this  mecha- 
nism is,  how  this  phenomenon  of  the  bankrupt  carriers — that  is, 
carriers  who  have  been  in  bankruptcy  for  several  years — continues 
to  operate,  relieved  of  certain  costs  that  their  competitors  have  to 
bear,  and  how  those  fares  offered  by  bankrupt  carriers  influence 
the  marketplace? 

And,  I  have  to  say,  it  was  not  a  bankrupt  carrier  that  offered 
deep-discount  fares.  It  was  American  Airlines.  It  wasn't  a  bankrupt 
carrier  that  said  parents  can  fly  free  with  kids.  It  was  Northwest 
Airlines.  How  does  this  work  mechanically  in  the  marketplace? 

Mr.  Doughty.  I  would  say  since  this  issue  is  of  concern,  but  it  is 
not  an  issue  that  is  a  main  focus  of  airports,  I  would  just  comment 
that  you  are  correct,  and  it  is  our  view  that  it  is  not  always,  and  in 
fact  may  be  that  most  often  it  is  not  the  case,  that  the  fare  leader 
is  a  bankrupt  carrier,  and  that  the  deep-discounting  does  in  fact 
occur  by,  in  some  cases,  the  dominant  carrier  in  an  attempt  to 
achieve  market  share,  or  for  whatever  reason,  or  in  fact  to  shove  a 
weaker  carrier  out  of  the  market. 

To  some  extent,  I  suppose,  the  continuation  of  bankrupt  carriers 
in  the  market  from  year  to  year  does  allow  for  them  to  operate  at  a 
cost  basis  that's  below  the  rest  of  the  carriers,  so  I  think  there 
needs  to  be  a  look  at  the  bankruptcy  issue.  I  think  that's  the  posi- 
tion of  our  associations,  but  I  would  not  view  it  as  a  cure-all  for 
this  problem  of  deep-discounting  and  pricing  below  cost. 

Mr.  FitzGerald.  I'd  like  to  just  give  you  one  example,  though, 
that  occurred  that  I'm  personally  familiar  with,  and  that  was  with 
TWA.  They  in  fact  had  assembled  a  market  plan  that  targeted 
business  class  passengers,  the  business  traveler,  and  they  put  in  a 
discount  program  for  that  segment  of  the  market.  When  they  first 
put  it  in,  the  majors  did  not  respond  with  what  I  thought  was  a 
very  serious  price  challenge,  but  after  a  short  period  of  time  when 
TWA  seemed  to  be  making  some  progress  in  attracting  business 
travelers  to  their  new  fare  structure,  it  was  shortly  after  that  that 
American  came  out  with  a  deep  discount. 
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So  I  think  like  in  any  decision  that  an  airline  would  make  on 
pricing,  there's  never  one  factor  alone  that's  responsible  for  that.  I 
don't  think  you  could  really  say  it's  either  the  bankrupt  carriers  or 
something  else  that  accounts  for  the  price  increase.  But  I  do  know 
that  TWA  was  having  some  success  with  the  new  plan,  and  then 
suddenly  the  fares  changed,  and  then  their  success  disappeared. 

Mr.  Oberstar.  Harking  back  to  GAO's  testimony  about  concen- 
tration of  economic  power  at  certain  hubs  and  where  you  have  a 
concentrated  hub — that  is,  one  dominated  by  one  carrier,  where 
there's  no  or  little  competition  from  other  carriers — on  what  routes 
did  TWA  offer  those  discounted  fares?  Were  they  routes  on  which 
there  was  significant  competition  from  American,  United,  Delta, 
Northwest? 

Mr.  FitzGerald.  Yes.  As  I  recall,  this  was  a  systemwide  appeal 
to  the  business  traveler  to  try  and  deliberately  go  below  what  the 
business  fares  were  on  the  other  airlines,  but  yet  substantially 
above  the  leisure  fare  market,  and  it  involved,  obviously,  travel 
through  St.  Louis,  which  would  be  the  hub  concentration  that 
you're  referring  to.  But  it  came  out  of  JFK  as  well,  where  they 
don't  have  that  predominance  in  the  marketplace,  and  they  were 
having  some  success  with  that. 

Mr.  Oberstar.  The  other  side  of  the  coin  is  that  arguments  have 
been  advanced  by  many  observers  of  the  industry  that  the  airlines 
have  unrealistically  priced  their  product,  that  they've  kept  fares 
unrealistically  low  over  a  long  period  of  time,  and  that  they 
haven't  made  a  serious  effort  to  bring  those  prices  up  to  a  remu- 
nerative level.  But  we've  also  seen  that  there  is  some  impact  of 
price  increases  upon  elasticity  of  the  market,  some  point  beyond 
which  you  go  that  you  reduce  the  number  of  travelers.  Have  you 
observed  efforts  by  the  airlines  to  bring  their  prices  up  to  cover 
their  costs,  and  what  has  been  the  effect  when  they  have  done  so? 

Mr.  FitzGerald.  It  seems  that  what  you'd  like  to  think  is  that 
pricing  will  reflect  the  cost  of  production,  and  in  fact,  that  has 
been  not  one  of  the  major  factors  in  the  airline  pricing.  There's 
been  a  lot  of  concern  about  why  they  price  the  way  they  do.  Over- 
capacity certainly  is  a  factor.  As  I  said  earlier,  there's  not  one 
reason  that  will  tell  you  why  the  prices  are  where  they  are.  But  I 
think  there  have  been  attempts  made  from  time  to  time  by  certain 
members  of  the  industry  to  raise  the  prices,  whether  it  would  be  a 
leader  or  whether  it  would  be  one  of  the  followers. 

You  could  take  Continental.  I  mean,  I  can  remember  a  case 
where  Continental  decided  they  were  going  to  increase  the  regular 
fares,  and  they  did  it  on  their  own,  and  then  a  month  later  when 
no  one  else  followed,  they  were  forced  to  pull  their  prices  back.  The 
same  has  occurred  by  other  airlines.  So  as  each  of  them  perhaps 
make  this  judgment  that  they  would  like  to  increase  prices,  the 
marketplace  has  really  put  pressure  on  them  in  that  that  has  not 
been  followed  by  other  carriers,  for  whatever  the  reason. 

Mr.  Oberstar.  When  did  that  occur?  Before  or  after  bankruptcy? 

Mr.  FitzGerald.  After.  So  I  think  the  whole  pricing  system  is 
being  driven  by  factors  that  are  not  the  factors  that  you  would 
typically  expect  prices  to  be  driven  by  in  a  competitive  market- 
place. There  are  a  lot  of  other  things  at  work. 
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Mr.  Oberstar.  Well,  certainly,  there  are  some  considerations  not 
related  to  attracting  passengers.  I  think  it  was  a  clear  purpose  of 
American's  price  war  last  year  to  drive  the  bankrupts  or  the  mar- 
ginals out  of  the  marketplace.  It  didn't  work.  They  stayed,  and  I 
think  from  the  standpoint  of  the  traveling  public  that's  good.  We 
don't  want  to  have  fewer  carriers.  All  this  drive  for  deregulation  so 
you  can  have  increased  competition  is,  in  the  minds  of  some  people 
in  the  airline  industry,  an  opportunity  to  swallow  up  your  competi- 
tion and  have  the  market  all  to  yourself. 

Yesterday's  testimony  presented  some  challenges  to  airports.  The 
Air  Transport  Association  said  airport  costs  are  among  the  fastest- 
rising  costs  faced  by  airlines  and  should  be  controlled  to  restore 
airlines  to  profitability,  and  they  listed  a  number  of  cost  increases. 
I'd  like  to  have  your  response  to  that  testimony.  I'm  sure  you're 
familiar  with  it. 

Mr.  Doughty.  Yes,  we'd  like  to  respond  to  that,  and  we're  very 
familiar  with  the  comments  of  ATA  on  that  issue.  We  do  not  agree, 
by  the  way,  with  the  exact  numbers  of  the  cost  increases  that  they 
project.  We  think  that  the  costs  relative  to  inflation  are  not  as  sig- 
nificant as  they  have  indicated.  However,  there  are  some  cost  in- 
creases that  have  occurred  over  the  last  10  years.  Some  of  those 
are  related  very  directly  to  federally  mandated  requirements  that 
airports  must  meet,  and  the  costs  of  those  requirements  are  passed 
on  to  the  airlines  and  other  tenants  of  the  airport. 

The  other  part  of  that  issue  is  improvements  that  have  been 
made,  and  most  of  those  at  the  request  and  certainly  most  at  the 
approval  of  the  airlines  in  the  basic  infrastructure  at  airports. 
When  those  improvements  are  made,  and  they're  usually  made 
very  late,  there  exist  very  serious  problems  that  normally  have  to 
be  dealt  with  by  the  time  that  these  infrastructure  projects  actual- 
ly come  on-line.  The  debt  service  on  those  projects  goes  into  the  air- 
line costs.  There  are,  of  course,  immediately  offsetting  benefits  of 
improved  efficiency,  improved  passenger  comfort,  and  a  whole 
bunch  of  other  benefits  to  the  carriers  that  accrue  when  these 
projects  are  put  in  place. 

So  those  are  probably  the  primary  areas  where  these  cost  in- 
creases are  coming  from.  Airports,  however,  still  represent  roughly 
about  4  percent  of  total  airline  costs,  so  it  is  not  a  major  portion  of 
their  overall  operating  expense. 

Mr.  FitzGerald.  I'd  like  to  emphasize  what  airports  are  doing 
about  cost  containment,  because  I  think  there's  a  very  extensive 
program  under  way  across  the  country  on  the  part  of  airports  to 
deal  with  the  airline  concern  and  to  make  a  very  serious  effort  to 
cut  costs  where  you  can. 

The  first  thing  I'd  like  to  just  mention  is  that  most  airports  are 
operating  in  communities  that  are  already  very  severely  taxed  by 
the  economic  conditions  that  are  being  faced  across  the  country, 
and  I  think  airport  budgets  are  a  reflection  of  those  communities 
where  things  are  very,  very  much  under  control  at  the  moment — 
freezing  staff,  freezing  salaries,  cutting  back  on  all  kinds  of  pur- 
chases of  equipment,  delaying  improvements,  and  so  forth.  So  I 
think  you  have  an  environment  where  the  airports  are  operating 
that  is  already  focusing  on  cost  containment. 
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Specifically,  I  think  if  you  look  at  airport  cases  that  we  presented 
to  the  airlines,  we  show  salary  reductions,  staff  reductions,  shrink- 
ing budgets,  freeze  on  purchases,  and  I  think  we've  been  working 
with  the  airlines — in  fact,  we  have  a  meeting  coming  up  in  the 
next  few  weeks  where  airports  and  airlines  will  be  getting  together 
to  exchange  information  as  to  what  our  concerns  are  in  both  areas 
and  to  work  together  to  keep  airport  costs  under  control. 

I  would  also  say  that  in  most  cases,  the  very  large  majority,  the 
airlines  have  been  a  party  to  increased  capital  spending  on  air- 
ports, and  if  you  look  at  the  biggest  component  of  airport  increased 
costs,  it  goes  back  to  improving  the  infrastructure.  Just  a  few  years 
ago,  the  airlines  were  here  with  us  asking  for  increased  AIP  funds 
to  keep  that  airport  infrastructure  building  on  schedule,  and  now 
that  we're  two  years  later,  many  of  those  construction  projects  are 
in  midstream,  and  you  just  don't  shut  them  off  immediately. 

So  I  think  there's  a  combination  of  things  here  at  work,  but  I'd 
like  to  assure  you  that  the  airports  are  concerned  and  have  a  pro- 
gram under  way  to  share  information  on  cost  containment  and  to 
work  with  the  airlines  to  convince  them  that  we  are  doing  every- 
thing we  can. 

Mr.  Oberstar.  We've  also  heard  complaints  about  the  passenger 
facility  charge.  Airlines  four  years  ago  were  complaining  about  ca- 
pacity: "We  need  more  capacity.  We've  got  to  have  more  runway 
space,  more  ability  to  move  aircraft  around  when  they're  on  the 
ground."  We've  devised  a  means  of  expanding  outlays  from  the 
Aviation  Trust  Fund  and  the  AIP  Program,  and  we  have  the  addi- 
tional financing  mechanism  of  the  passenger  facility  charge. 
Projects  are  getting  under  way,  capacity  needs  are  being  addressed, 
and  now  they're  saying,  "We  can't  shoulder  that  burden.  It's  a 
drag  on  our  profits.  We're  having  to  eat  the  PFCs."  Are  they  uni- 
formly doing  that  or  only  on  selected  routes?  And  if  so,  why  are 
they  doing  it? 

Mr.  Doughty.  I  don't  think  that  we  could  say  that  in  all  cases 
airlines  are  either  eating  the  PFC  or  not  in  terms  of  their  pricing. 
There  has  been  an  argument  obviously  that  if  two  airlines  are  com- 
peting and  one  takes  traffic  through  a  hub  that  has  a  PFC  and  the 
other  takes  traffic  through  a  hub  without  a  PFC,  that  they  have  a 
price  advantage  to  deal  with.  I  think  the  other  side  of  that  issue 
obviously  is  that  the  PFC  at  the  hub  that  is  being  charged  may  be 
for  investing  in  infrastructure  that  will  make  their  movement  of 
that  passenger  through  that  hub  considerably  more  efficient,  and 
in  most  cases  that  is  in  fact  what  is  happening. 

The  other  point  is  that  the  PFC  is  obviously  not  the  only  charge 
made  at  that  airport,  and  airlines  are  paying  for  other  costs,  so  it's 
difficult  to  say  whether,  for  example,  Chicago  is  a  more  efficient 
hub  than  Dallas  based  on  the  charges  made  by  the  airport  to  the 
airlines.  It's  a  much  more  complex  issue  than  that. 

Mr.  FitzGerald.  And  I  would  say  that  I  don't  think  the  PFC  im- 
plication on  the  pricing  problem  right  now  is  in  any  way  substan- 
tial. I  think,  as  you  heard  this  morning  in  our  other  comments,  the 
whole  pricing  system  right  now  is  the  result  of  a  lot  of  factors  in 
the  industry.  The  PFC  is  a  very,  very  small  one  at  the  moment. 

I  happen  to  think  on  the  PFC  process,  by  the  way,  that  the  FAA 
has  done  a  good  job  in  reviewing  the  applications,  and  if  you  look 


305 


at  the  amount  of  PFC  applications  that  have  been  submitted  and 
what  the  FAA  has  approved,  I  think  that,  at  least  in  my  opinion, 
shows  that  the  process  is  working.  I  think  we  need  to  allow  that  to 
continue  for  a  while  longer  before  we  make  a  value  judgment  on 
whether  or  not  anything  should  be  changed. 

Mr.  Oberstar.  Thank  you. 

Mr.  Ewing. 

Mr.  Ewing.  Thank  you,  Mr.  Chairman. 

Following  a  little  bit  in  that  same  line  of  questioning  about 
PFCs,  at  yesterday's  hearing  one  of  the  witnesses  warned  this  com- 
mittee that  they  felt  that  units  of  local  government  that  control 
airports  may  be  tempted  to  use  the  PFC  Program  and  the  revenues 
and  other  airport  charges  as  part  of  a  scheme  to  shift  airport  reve- 
nues into  local  government  coffers.  In  your  view,  do  you  have  con- 
cerns about  that  possible  shift? 

Mr.  Doughty.  There  are  a  number  of  tools  in  effect  to  prevent 
the  transfer  of  airport  revenues  to  other  than  airport  uses.  Most 
airports  have  bond  ordinances  that  prevent  money  from  leaving 
the  airport  for  other  purposes.  The  AIP  agreements  that  we  sign 
with  the  FAA  also  prevent  that.  And  in  many  cases,  the  basic 
structure  of  the  airport,  the  organizational  structure,  the  charter  of 
the  entity  that  operates  the  airport,  also  prevents  that.  So  I  don't 
see  that  that  would  be  a  particularly  more  serious  problem  because 
PFCs  are  available  than  if  PFCs  were  not  available. 

Mr.  FitzGerald.  I  think  it's  a  concern,  but  I  believe  that  the  leg- 
islation is  quite  specific  in  both  the  intent  and  the  details  of  what 
PFCs  can  be  used  for,  and  I  think  if  it's  allowed  to  work  for  a 
while,  I  think  you'll  find  that  some  of  those  fears  are  really  un- 
founded, and  that  as  long  as  we  progress  along  those  lines  of  fol- 
lowing the  legislation  and  the  FAA  process,  I  don't  think  that 
you'll  see  come  to  pass  some  of  the  fears  that  have  been  expressed. 

Mr.  Ewing.  Just  as  a  short  followup,  I'm  an  Illinois  Congress- 
man, so  I  think  of  O'Hare  when  I  think  of  airports.  But  in  an  air- 
port as  big  as  that  run  by  a  city  as  large  as  Chicago,  is  it  possible, 
through  accounting  procedures,  to  actually  use  revenues  that 
might  otherwise  be  used  for  the  airport  by  supplementing  them 
with  PFC  revenues? 

Mr.  FitzGerald.  I  think  that  I  wouldn't  be  surprised  if  someone 
would  propose  that,  but  I  again  go  back  to  the  legislation,  and  I 
think  it  was  quite  specific  as  to  what  the  PFCs  could  be  used  for,  so 
I  don't  think  there's  a  great  chance  that  that  could  happen.  I  think 
that  there  would  be  probably  a  temptation  to  do  that,  but  my  un- 
derstanding from  what  PFCs  have  been  submitted  so  far  and  the 
fact  that  they  have  been  submitted  for  projects  that  before  the 
PFCs  could  not  have  been  done,  I  think  that  you're  seeing  that  we 
are  in  fact  using  the  PFC  monies  in  a  way  that  we  were  not  able  to 
do  things  before.  That  means  that  in  the  other  areas,  those  other 
areas  are  still  being  funded  the  way  they  were  previously.  So  I 
don't  think  that  it's  going  to  happen.  It's  going  to  require  over- 
sight, and  I  think  if  we  rely  on  the  legislation,  we'll  be  vvell  off. 

Mr.  Doughty.  I  think  the  accounting  procedures  at  particularly 
the  major  airports  are  fairly  sophisticated,  and  they  can  identify 
the  costs  that  are  incurred  by  government  services  provided  by 
their  owning  government — for  example,  police  services,  fire  serv- 
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ices,  even  things  as  insignificant  maybe  as  an  ordinance  that's 
passing  through  the  council — what  the  cost  of  that  is,  and  that  cost 
is  charged  to  the  airport.  From  time  to  time  airlines  have  audited 
those  records,  and  airports  have  looked  at  them  very  carefully,  but 
they  have  not  found  any  major  money  flowing  where  it  shouldn't 
go  and  where  services  were  not  actually  provided. 

Mr.  EwiNG.  Thank  you,  gentlemen. 

Mr.  Chairman,  I  want  the  record  to  show  that  was  only  a  theo- 
retical question  and  certainly  not  a  question  about  O'Hare  or  the 
City  of  Chicago.  [Laughter.] 

Mr.  Oberstar.  Yes,  I  can  understand.  It's  a  good  thing  some  of 
the  other  members  of  the  Illinois  delegation  aren't  here. 

Mr.  EwiNG.  Well,  since  I'll  be  flying  in  there  tonight,  I  don't 
want  them  to  drop  me  over  it.  [Laughter.] 

Mr.  Oberstar.  Mr.  Collins? 

Mr.  Collins  of  Georgia.  Thank  you,  Mr.  Chairman. 

In  your  comments,  you  mentioned  that  regulations  and  Federal 
mandates  and  all  cost  the  airports  somewhere  around  $1  billion  a 
year.  You  list  several,  such  as  the  American  Disability,  the  Avia- 
tion Security,  Environmental,  and  what  have  you.  Do  you  have  a 
list  as  such  or  some  type  of  order  on  these  that  we  may  be  overem- 
phasizing that  could  be  maybe  repealed  or  looked  at  or  changed  in 
some  sort  of  way  that  would  lower  that  cost  and  yet  not  cause  you 
so  much  problem? 

Mr.  FitzGerald.  We  have  a  survey  that  we  could  share  with  you 
that  would  show  you  a  listing  of  how  those  costs  are  compiled,  and 
we'd  be  happy  to  send  that  to  you. 

Mr.  Collins  of  Georgia.  Very  good. 

That's  all  I  have,  Mr.  Chairman.  Thank  you. 

Mr.  Oberstar.  Thank  you. 

The  response  to  Mr.  Collins'  question,  please  submit  that  to  the 
subcommittee  staff  so  that  the  information  can  be  included  at  an 
appropriate  point  in  the  hearing  record. 

[The  following  was  received  from  Mr.  FitzGerald:] 
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Mr.  Oberstar.  Airline  traffic  has  not  grown  as  predictions  in 
past  forecasts  have  painted,  and  that  slower  growth  and  huge 
losses  by  the  airlines  combine  to  argue  that  we  ought  to  slow  down 
plans  to  expand  airport  capacity.  We'll  hear  more  of  that  chorus,  I 
think,  in  the  coming  months,  although  it's  already  been  rising. 

One  of  the  arguments  against  the  PFC  is  that  in  addition  to 
shifting  costs  to  airlines,  it  is  also  building  unneeded  capacity.  We 
went  through  a  very  meticulous  exercise  three  years  ago  in  this 
committee  on  a  bipartisan  basis  with  all  the  players  in  the  aviation 
sector — airline  labor,  airports,  airport  executives,  the  airlines 
themselves — to  make  an  assessment  of  needs.  Not  of  wants,  but  of 
needs,  based  on  realistic  projections  of  growth  and  of  capacity  prob- 
lems at  existing  airports.  We  had  the  GAO  participate  in  that  proc- 
ess with  us  and  scrub  that  assessment,  if  you  will. 

The  result  of  that  was  expanding  the  funding  out  of  the  Aviation 
Trust  Fund  for  AIP  and  out  of  the  Trust  Fund  for  the  F&E  ac- 
count, increasing  the  Federal  contribution  from  the  Trust  Fund  to 
the  operating  expense  of  the  air  traffic  control  system,  and  putting 
in  place  this  Passenger  Facility  Charge  to  develop  a  $10  billion  a 
year  investment  in  airport  capacity,  which  is  what  everybody  said 
we  need  to  do  over  a  period  of  five  to  10  years.  Well,  now  the  traf- 
fic growth  has  slowed,  as  I  said  earlier,  and  the  call  has  come  out 
to  change  course,  and  I'd  like  your  thoughts  on  that  subject. 

Mr.  Doughty.  Mr.  Chairman,  we  are  so  far  behind  in  providing 
adequate  infrastructure,  particularly  at  the  25  or  30  busiest  air- 
ports, that  even  if  there  were  no  increases  in  activity  for  the  next 
10  years,  it  is  unlikely,  in  my  view,  that  we  would  end  up  building 
any  facilities  on  spec.  We  are  really  just  solving  the  problems  that 
exist  today.  We  are  trying  to  solve  the  $3  billion  annual  cost  to  the 
industry  of  delays  from  air  traffic  and  the  airport  system.  So  to 
come  back  off  the  throttle,  if  you  will,  in  our  efforts  to  bring  this 
infrastructure  on-line  would  be  a  very  serious  problem,  particularly 
if  growth  in  fact  does  resume  with  an  expanding  economy  in  the 
next  few  years. 

The  airlines'  view  is  going  to  be  different.  They  have  a  different 
problem,  a  different  perspective.  As  government,  we  need  to  take 
the  long  view,  and  we  need  to  make  sure  that  that  infrastructure  is 
in  place.  If  we  don't  continue  with  the  efforts  of  the  last  few  years, 
we  simply  will  never  get  caught  up,  and  we'll  never  have  the  infra- 
structure that's  required  to  handle  our  aviation  needs. 

Mr.  FitzGerald.  I'll  give  you  a  slightly  different  answer,  and  I'll 
use  Newark  Airport's  billion-dollar  expansion  program  that  we 
have  had  under  way  now  for  several  years.  Three  years  ago,  when 
we  were  presenting  this  to  the  airlines,  we  had  a  much  larger  pro- 
gram phased  in  much  earlier,  and  just  within  the  past  three 
months  we've  agreed  with  the  airlines  to  postpone  the  second,  the 
third,  and  the  fourth  phases  of  that  beyond  the  year  2000  to  be  tied 
into  passenger  triggers. 

So  we  in  fact  have  come  to  an  agreement  on  airport  expansion 
that  says  we  are  not  going  to  be  putting  in  the  additional  phases  of 
airport  expansion  until  we  have  the  traffic  to  justify  that,  and  we 
built  milestones  in  passenger  growth,  done  by  highway  consultants 
who  would  actually  measure  congestion  so  you  know  what  level  of 
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service  is  existing  on  a  highway  before  you  implement  the  next 
phase  of  your  highway  expansion  on  an  airport. 

So  we've  tried  to  do  exactly,  I  think,  what  you  are  asking  about 
as  to  whether  or  not  your  airport  plans  can  be  tied  into  the  real 
need  and  the  growth,  and  we've  negotiated  that  with  the  airlines, 
and  I  think  we've  come  to  an  understanding  that  in  fact  we  will 
phase  our  expansion  based  upon  need. 

Mr.  Oberstar.  I  think  the  tendency  has  been  to  underbuild 
rather  than  overbuild. 

Mr.  FitzGerald.  That's  true.  We've  always  been  catching  up  in 
the  past. 

Mr.  Oberstar.  The  problem  with  this  industry  is  when  the 
demand  has  increased  and  the  need  for  greater  capacity  is  evident, 
that  need  can't  be  met  overnight.  You  can't  build  a  runway, 
expand  a  runway,  extend  a  runway,  or  resurface  one  in  the  short 
space  of  time  that  is  needed  to  handle  that  increased  capacity.  You 
have  to  do  this  by  advance  planning. 

So  I  appreciate  your  sharpening  the  pencil  on  that  point  and  re- 
sponding on  the  basis  of  need.  That  has  been  our  focus.  But  I  just 
have  the  feeling  this  is  not  the  time  to  change  course,  not  the  time 
to  cancel  development  projects.  In  fact,  I  was  hoping  for  a  greater 
contribution  by  the  President.  He's  asking  everybody  for  contribu- 
tions. I  was  hoping  for  a  greater  contribution  out  of  the  Aviation 
Trust  Fund  surplus  last  night  for  airports.  I  think  it  was  an 
achievement  that  airports  and  highways  were  mentioned  in  the 
same  breath.  [Laughter.] 

Mr.  Oberstar.  One  final  question  of  costs,  and  that  is  tied  to  se- 
curity on  the  air  side  of  airports.  We  have  heard  much  controversy 
about  this  issue,  complaints  by  the  airlines  and  complaints  by  your 
colleagues  in  the  airport  community  that  it's  going  to  cost  airports 
a  great  deal  to  build  facilities  that  will  limit  unauthorized  access  to 
the  air  side.  You've  been  in  consultation,  you  and  your  brethren  in 
the  airport  management  community  and  the  association  itself,  with 
the  FAA  over  the  past  year  and  a  half  on  this  matter.  In  which 
respects  do  you  disagree  with  FAA's  programs,  what  costs  are  they 
imposing  or  steps  they're  imposing  upon  you  that  increase  costs, 
and  in  which  respects  are  you  in  agreement  with  FAA? 

Mr.  Doughty.  Let  me,  Mr.  Chairman,  just  address  a  couple  of 
points  where  we  are  in  disagreement,  and  probably  you  can  assume 
that  we  are  not  in  serious  disagreement  on  other  ones. 

With  regard  to  access  control,  the  original  estimates  for  the 
access  control  systems  have  been  exceeded  substantially.  That 
system  is  very,  very  expensive.  It  is  designed  to  do  a  specific  job, 
which  in  fact  it  does,  but  the  process  and  the  detail  and  everything 
that  was  required  of  airports  and  the  fail-safe  mechanisms  within 
those  systems  in  fact  may  have  been  more  than  really  was  required 
to  accomplish  the  objective. 

The  other  issue  is  that  we  believe  the  FAA  really  needs  to  take 
more  time  to  work  with  the  industry  to  discuss  these  proposed 
changes  primarily  in  the  security  area  so  that  we  do  have  hard 
costs  before  we  proceed  with  a  program,  we  can  consider  reasona- 
ble exemptions  when  they're  warranted,  and  we  can  work  through 
this  thing  in  a  deliberate  manner.  The  security  threat  does  vary, 
and  it  does  require  the  FAA  to  make  adjustments  in  airport  securi- 
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ty,  and  we  recognize  that.  They  are  often,  however,  more  eager  to 
increase  the  level  of  security  and  then,  when  the  threat  is  reduced, 
not  so  eager  to  bring  it  back  down  to  a  more  functional  level.  We 
need  a  little  more  response,  I  think,  in  that  area  as  well. 

Mr.  Oberstar.  Mr.  FitzGerald? 

Mr.  FitzGerald.  I  think  this  is  a  case  where  I  would  like  to  see 
an  accounting  done  as  to  what  the  costs  of  implementation  actually 
have  been  versus  what  was  said  at  the  outset,  because  I  think 
when  you  see  the  factor  that's  involved  of  how  much  they  were  off 
the  mark  about  the  cost  of  implementing  the  program  and  how  it's 
been  managed,  that  should  have  somehow  a  factor  on  future  delib- 
erations about  imposing  new  systems  on  airports.  I  think  that  it's 
been  a  tremendous  cost  burden.  There's  been  a  certain  lack  of  flexi- 
bility. We  are  managing  our  way  through  it. 

I  think  there  needs  to  be  a  little  more  time  to  work  out — particu- 
larly in  the  area  of  technology  and  software  programs  where  we've 
had  a  lot  of  trouble  trying  to  create  a  new  software  package  to  do 
things  that  at  the  outset  we  were  not  really  sure  what  they  all 
would  be.  I  think  those  elements  really  call  for  flexibility,  and  I'm 
not  so  sure  that  the  atmosphere  in  the  FAA  is  really  geared  to 
flexibility. 

Mr.  Oberstar.  Well,  if  ever  we  needed  a  reminder  of  how  impor- 
tant security  provisions  are,  we  got  one  last  week  with  the  Frank- 
furt-Hamburg skyjacking  and  the  security  lapse  that  occurred  at 
the  Frankfurt  Airport,  We  certainly  don't  want  to  see  any  repeats 
of  that  on  this  side  of  the  Atlantic.  That  aircraft  was  not  headed 
for  the  U.S.,  but  it  came  here  because  of  an  incident  that  occurred 
in  the  airport  security  system. 

I've  been  through  that  airport  in  my  role  as  subcommittee  chair 
and  as  a  member  of  the  President's  Commission  on  Aviation  Secu- 
rity and  Terrorism,  and  we  won't  debate  the  issue  now,  but  that 
incident  resulted  from  what  many  of  us  on  the  commission  consid- 
er to  be  an  unfortunate  way  of  handling  or  inappropriate  way  of 
handling  security. 

Mr.  Inhofe. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman. 

As  you  know,  I  also  have  Armed  Services  going  on  at  the  same 
time,  so  I'm  sorry  I  wasn't  here  for  your  presentation.  Don't  inter- 
pret that  as  a  lack  of  interest,  because  I'd  like  to  ask  you  a  couple 
of  questions  about  the  PFC.  I  supported  it  when  it  was  here,  and  I 
supported  it  with  the  idea  that,  number  one,  this  would  have  to  be 
approved  locally  and  generally,  that  the  airport  authority,  such  as 
in  my  case  in  Tulsa,  Oklahoma,  would  have  to  either  directly  or 
indirectly  answer  to  the  public  so  that  there  will  be  another  step 
that  they  have  to  go  through,  and  it  won't  just  automatically  be 
imposed.  Secondly,  my  concern  was  that  it  would  not  go  toward 
those  things  that  are  off-airport,  and  I  know  that  in  Las  Vegas  and 
some  other  places  they're  trying  to  use  the  proceeds  of  PFCs  out- 
side of  the  realm  that  I  thought  they  should  be  intended. 

I'd  like  to  have  your  opinion  on  both  things.  Number  one,  what 
percentage  of  airports  now  already  have  approved  a  PFC,  and  sec- 
ondly, do  you  see  this  use  outside  of  the  immediate  area  as  some- 
thing to  be  concerned  about? 
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Mr.  Doughty.  Congressman,  I  think  the  last  count  I  heard,  and 
this  was  several  weeks  ago,  was  pushing  100  airports  that  have  put 
in  place  PFCs. 

Mr.  Inhofe.  Out  of  how  many? 

Mr.  Doughty.  I'm  not  sure  how  many  would  be  eligible,  but  250 
to  300  of  significant  size  who  have  commercial  service. 

But  as  far  as  projects  that  are  on  the  land  side  of  airports  and  off 
the  airport,  it's  very  difficult  to  say  what  the  boundary  should  be.  I 
can  give  you  an  example  of  when  I  was  in  Denver,  the  airport 
access  road  is  10  miles  from  the  airport.  PFCs  and  airport  revenues 
were  used  to  build  that  access  road,  because  it  was  the  only  way  to 
get  to  the  airport,  and  it  had  to  be  constructed  if  the  new  airport 
was  going  to  function.  So  there  may  be  a  reason  to  expend  funds 
for  a  facility  that  is  a  substantial  distance  from  the  terminal. 

The  other  point  is  that  when  you  look  at  the  airline  view  of  how 
PFCs  should  be  used,  the  airlines  recognize  the  passenger  when 
they  show  up  at  the  counter.  They  become  their  passenger  at  that 
point.  They  traditionally  have  not  had  much  concern  for  land  side 
issues,  for  ground  access,  for  rail  access,  or  whatever  to  get  the  pas- 
senger to  the  building.  Airports  have  tended  to  be  more  concerned 
with  that,  and  I  would  submit  that  they  should  be,  because  it  is  not 
the  experience  just  of  flying  from  point  A  to  point  B,  it's  really  the 
travel  experience  from  your  original  destination,  be  that  your 
home  or  your  business,  to  your  final  destination.  To  the  extent  that 
we  can  expedite  that  and  make  it  work  better,  the  value  of  air 
travel  is  increased  to  the  user. 

So  I  think  the  FAA  has  done  a  very  good  job  of  reviewing  these 
projects,  and  in  some  cases  they  have  asked  the  sponsors  of  the 
projects  to  make  adjustments,  those  adjustments  have  been  made, 
and  the  PFCs  have  been  approved  with  the  adjustments  in  them. 
So  I  think  the  process  is  working  well. 

As  far  as  public  acceptance  and  public  review  of  the  PFC  process 
at  the  local  level,  the  PFCs,  to  my  knowledge,  have  received  very 
little  negative  comment. 

Mr.  Inhofe.  Well,  yesterday  one  of  the  witnesses,  and  I  think  it 
was  the  ATA,  talked  about  needs  testing,  and  it  wasn't  really  clear 
in  my  mind  just  who  would  be  testing,  what  kind  of  process  would 
be  used.  I'd  like  to  ask  you  what  your  interpretation  of  that  is  and 
what  your  feeling  would  be  about  needs  testing,  because  I  think 
that  is  to  address  the  very  thing  we're  talking  about  here. 

Mr.  Doughty.  Well,  I  think  with  needs  testing,  of  course,  the 
main  issue  there  is  who  makes  the  judgment.  I  think  the  FAA  is 
doing  a  very  good  job  of  reviewing  the  projects.  For  example,  and 
I'll  just  take  a  minute  to  relate  a  very  short  example,  the  airport 
that  I'm  now  associated  with  is  a  relatively  small  airport;  however, 
it's  growing  rapidly.  In  15  years,  if  the  growth  continues  as  project- 
ed, it  will  not  be  able  to  be  accommodated  within  the  existing  air 
field. 

There  is  land  available  that  could  be  acquired  so  that  we  can  ac- 
commodate that  growth  15  years  from  now;  however,  if  we  don  t 
acquire  that  land  today,  it  will  go  to  other  uses  and  we'll  never  be 
able  to  acquire  it.  The  PFC  would  be  an  excellent  tool  to  help  us 
acquire  that  land.  Because  the  airlines  will  not  benefit  from  that 
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for  some  years  in  the  future,  they're  going  to  be  less  inclined  to  say 
there's  a  need  for  us  to  move  ahead  with  that  project. 

So  I  would  be  very  concerned  about  what  the  standards  of  a 
needs  test  are.  I  have  not  heard  specific  standards  put  forward  by 
ATA  on  that  subject.  So  I  think  the  way  the  process  is  working 
now,  frankly,  it's  working  very  well,  and  I  think  the  projects  are 
reasonable  and  for  the  benefit  of  the  industry. 

Mr.  FitzGerald.  If  I  could  just  answer  your  question  also,  be- 
cause I  think  New  York  is  certainly  an  area  that  has  been  looked 
at  because  of  this  off-airport  people-mover  system  that  we've  pro- 
posed as  a  PFC  project.  I  can  tell  you  in  terms  of  airport  capacity, 
the  local  highways  are  so  congested  that  the  ability  for  the  passen- 
gers to  get  to  the  airports  at  the  peak  periods  in  the  face  of  local 
commuter  traffic  is  almost  impossible,  and  there  is  no  way  to 
expand  the  highways  based  upon  the  congestion  that  exists. 

Our  proposal  would  be  to  have  a  people-mover  system  from  each 
airport  to  the  nearest  mass  transit  connection  that  would  be  exclu- 
sive for  airport  passengers.  No  intermediate  stops  to  provide  any 
kind  of  local  movement  of  people  off  the  airport.  So  it  would  be  ex- 
clusive for  the  airport  passenger,  and  its  goal  would  be  to  tie  into  a 
mass  transit  location  so  that  somebody  who  was  in  Manhattan  at 
the  end  of  the  day  and  needed  to  connect  to  a  flight  would  have 
some  degree  of  reliability  that  they  in  fact  can  get  to  the  airport  at 
the  time  the  airlines  are  offering  the  service. 

Without  that,  as  we  see  an  increased  demand  to  travel  and  no 
highway  capacity  to  move  the  passengers  to  the  airport,  the  future 
of  our  airports  and  our  region  is  really  at  stake  if  we  can't  increase 
the  capacity  of  the  airports  to  move  the  people.  So  the  off-airport 
system  has  to  be  described  as  exclusive  airport  use  and  consistent 
with  the  wording  of  the  legislation  for  the  PFCs. 

Mr.  Inhofe.  I  appreciate  that,  but,  Mr.  FitzGerald,  there  has  to 
be  a  line  drawn  somewhere.  If  you  just  say  for  exclusive  use,  it  can 
be  exclusive  use,  but  it  might  be  located  40  miles  away.  Somewhere 
there  has  to  be  some  way  to  accurately  identify  that.  As  just  one 
Member  of  this  committee,  that  was  one  of  the  concerns  that  I  had 
at  that  time.  Now,  in  my  case  in  Tulsa,  it's  very  similar  to  yours, 
except  ours  is  an  expansion  with  the  inclusion  of  a  new  runway  as 
opposed  to  going  to  acquire  land  for  a  future  site. 

So  I  know  this  is  an  area  that  is  controversial  with  you  folks,  but 
it  would  seem  to  me  that  some  type  of  needs  testing  in  the  absence 
of  clearly  defined  lines  might  be  necessary  that  would  take  your 
participation  into  consideration. 

Mr.  Oberstar.  Mr.  Geren? 

Mr.  Geren.  I  have  no  questions. 

Mr.  Oberstar.  We  have  kept  this  panel  just  a  little  over  an  hour, 
excluding  the  time  spent  on  the  last  vote,  and  I  think  in  the  inter- 
est of  proceeding  with  our  agenda,  we'll  have  to  conclude  at  this 
point. 

Mr.  Oberstar.  We  also  will  have  to  take  a  committee  recess,  be- 
cause there  is  other  business  that  Members  have  to  attend  to,  and 
we  will  resume  at  1:00. 

[Whereupon,  at  12:15  p.m.,  the  subcommittee  recessed,  to  recon- 
vene at  1:00  p.m.  the  same  day.] 
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AFTERNOON  SESSION 


Mr.  Oberstar.  The  subcommittee  will  please  come  to  order,  and 
apologies  to  witnesses  who  have  been  delayed  while  Chairman 
Mineta  and  other  subcommittee  chairs  were  conducting  committee 
business — specifically,  our  review  of  an  upcoming  presentation  to 
the  House  Administration  Committee. 

Our  first  witness  this  afternoon  is  the  Air  Line  Pilots  Associa- 
tion, represented  by  its  President,  Capt.  Randy  Babbitt,  and  such  of 
your  associates  as  you  may  designate  to  bring  with  you  to  the 
table.  I  think  they're  content  to  sit  in  the  background  and  smile 
only.  They're  good  at  writing  testimony,  not  good  at  giving  an- 
swers. You're  the  one  who  has  to  give  the  answers.  [Laughter.] 

Mr.  Babbitt.  We  may  test  that  later. 

Mr.  Oberstar.  Please  proceed  Capt.  Babbitt.  We're  always  de- 
lighted to  have  you  and  your  association  testify  at  our  hearings. 
You've  provided  such  keen  and  valuable  insight  over  the  years  on 
the  needs  and  problems  of  this  industry  and  the  problems  that 
your  members  have  faced  from  time  to  time  on  specific  issues.  And 
let  me,  on  a  serious  note,  compliment  your  splendid  staff  for  the 
hard  work  that  they  have  contributed  year  in  and  year  out  and  the 
professional  insights  that  they  have  given  this  subcommittee  on 
both  sides  of  the  aisle  on  the  airline  pilots'  perspective  on  aviation 
issues.  They're  a  great  asset. 

TESTIMONY  OF  RANDOLPH  BABBITT,  PRESIDENT,  AIR  LINE 
PILOTS  ASSOCIATION 

Mr.  Babbitt.  Well,  I  appreciate  that,  and  I  appreciate  the  oppor- 
tunity, Mr.  Chairman,  to  address  the  committee  today. 

I  am  the  President  of  the  Air  Line  Pilots  Association,  and  I  rep- 
resent 41,000  airline  pilots  at  44  different  airlines.  I'm  also  testify- 
ing today  in  my  capacity  as  Vice  President  of  the  Transportation 
Trades  Department  of  the  AFL-CIO,  which  is  composed  of  25  affili- 
ated unions  representing  millions  of  workers. 

Mr.  Chairman,  you  and  your  committee  are  well  aware  of  the  fi- 
nancial crisis  of  our  air  carriers,  and  I  know  we  share  the  sarne 
concerns.  Unfortunately,  since  I  last  testified  before  this  commit- 
tee, conditions  in  the  aviation  industry  have  continued  to  worsen. 
The  debt  load  at  our  major  airlines  is  absolutely  staggering,  some 
$78  billion  of  incurred  debt.  Just  paying  the  interest  on  this  debt 
this  year  alone  will  cost  $7  billion.  That  translates  into  almost  $1 
million  an  hour  of  interest  payments.  You  add  to  that  the  taxes 
and  the  user  fees  that  are  associated,  and  you  add  about  another 
$750,000  per  hour. 

Mr.  Chairman,  none  of  our  airlines  at  this  point  in  time  are  safe. 
The  staggering  effects  of  deregulation  have  hit  with  a  vengeance 
over  the  last  three  years.  Credit  ratings  have  dropped  even  on  the 
so-called  big  three  because  of  the  increase  in  their  leverage  ratios. 
The  entire  industry  has  now  been  placed  on  a  credit  watch,  which 
means  effectively  that  borrowing  money  costs  even  more,  and  that 
makes  the  debt  load  even  heavier. 

The  committee  asked  us  for  predictions:  Are  more  carriers  likely 
to  fail?  Will  there  be  further  concentration?  Will  employment 
suffer?  Will  aircraft  acquisition  of  the  future  be  a  problem?  The 
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answer  to  all  of  these  questions  is  an  unfortunate  and  resounding 
yes,  unless  action  is  taken  that  is  both  decisive  and  quick. 

What  can  be  done  to  save  our  air  transportation  system?  Well,  as 
many  of  you  know,  I  have  frequently  pleaded  before  this  very  body 
for  tripartite  cooperation  between  Government  and  management 
and  labor,  who  could  work  together  to  find  some  better  ways  for 
this  industry  to  pull  itself  up.  I  believe  that  labor  has  done  its  part 
in  this.  Employees  have  made  significant  wage  and  work  rule  con- 
cessions, expenses  have  been  cut  at  airlines  at  every  level,  but  the 
underlying  problem  remains  the  same:  the  airlines  have  not  found 
a  way  to  exercise  discipline  in  their  pricing.  We  have  seen  pilots 
and  many  other  airline  employees  give  concession  after  concession 
in  both  pay  and  work  rules  only  to  have  the  airlines  engage  in  de- 
structive fare  wars  that  simply  squander  all  of  that  money  that 
was  obtained  at  great  personal  cost  and  expense  from  the  employ- 
ees. 

So  when  we  do  look  at  actions  that  the  Federal  Government  can 
take  to  improve  the  financial  condition  of  this  industry,  we  must 
remember  that  without  some  sort  of  a  stabilizing  martial  law  to 
limit  the  fare  wars  engaged  by  these  airlines,  waged  in  search  of 
the  almighty  market  share,  the  tax  benefits  or  other  financial  as- 
sistance that  we  find  will  simply  be  in  vain.  That  money  would 
only  go  the  same  way  as  the  employee  concessions  of  the  past.  I'm 
not  suggesting  that  we  need  to  call  out  the  National  Guard  for  this. 
Congress  has  already  provided  an  ideal  vehicle,  a  national  commis- 
sion to  promote  a  strong  and  competitive  airline  industry. 

If  we  look  back  for  a  moment  into  the  1930s,  the  fledgling  airline 
industry  of  that  time  was  beset  with  problems,  but  realizing  the 
importance  of  the  air  transportation  system  and  its  importance  to 
this  Nation,  the  Civil  Aeronautics  Board  was  charged  with,  and  I'll 
quote  from  1936,  "the  promotion  of  adequate,  economical,  and  ef- 
fective service  by  air  carriers  at  reasonable  charges  without  unjust 
discrimination,  undue  preferences  or  advantages,  or  unfair  or  de- 
structive practices."  Those  last  two  words  bear  repeating — destruc- 
tive practices.  I  think  this  is  a  concept  that  we  need  to  revisit  and 
perhaps  reinstate. 

Once  stability  in  pricing  is  established,  the  Government  should 
look  very  hard  at  the  immense  tax  burden  borne  by  the  airlines 
and  provide  some  form  of  tax  relief.  Excessive  taxes  and  user 
charges  are  driving  these  carriers  further  into  debt,  and  we're  not 
talking  about  income  taxes.  We're  talking  about  all  the  carriers 
that  are  financially  hurting  and  yet  still  have  to  pay  the  alterna- 
tive minimum  tax. 

The  first  thing  that  I  would  suggest  that  Congress  could  do  for 
an  immediate  positive  effect  would  be  to  roll  back  the  2  percent  in- 
crease in  the  aviation  passenger  tax  and  the  1.25  percent  increase 
in  the  aviation  freight  waybill  tax  that  were  imposed  back  in  1990. 
It's  estimated  that  this  alone  would  save  the  airlines  over  $1  bil- 
lion. ' 

I  also  think  that  a  clear  policy  on  foreign  investment  in  U.S.  air- 
lines is  needed.  If  the  industry  were  stable  today  and  credit  ratings 
were  normal,  U.S.  carriers  would  be  attractive  to  U.S.  investors, 
and  the  concern  about  foreign  investment  that  we  have  today  and 
concern  over  control  simply  wouldn't  exist.  Until  that  happens. 
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however,  many  of  the  carriers  can  in  fact  benefit  by  foreign  invest- 
ment, and,  obviously,  foreign  investors  have  a  great  deal  of  interest 
in  our  U.S.  carriers.  So  we  believe  that  guidelines  for  foreign  in- 
vestment must  be  established  and  a  process  must  be  developed  to 
review  potential  investments  as  well  as  to  monitor  continuing  in- 
vestments. 

Congress  should  also  amend  the  Federal  Aviation  Act  so  that  sig- 
nificant foreign  investment  in  U.S.  carriers  would  be  subject  to 
both  prior  and  ongoing  review  and  approval  by  the  DOT  to  ensure 
that  foreign  entities  will  never  actually  have  control  over  a  U.S. 
carrier.  Congress  should  also  establish  a  set  of  factors,  if  you  will, 
to  be  considered  by  the  DOT  in  deciding  whether  or  not  to  approve 
a  proposed  foreign  investment.  I've  defined  many  of  those  factors 
in  my  written  testimony. 

In  its  negotiations,  the  Federal  Government  must  begin  to  strive 
to  obtain  better  international  rights  for  U.S.  carriers.  The  guiding 
principle  is  well-established  as  the  primary  public  interest  factor  in 
the  Federal  Aviation  Act,  and  I  quote  again,  "the  strengthening  of 
the  competitive  position  of  the  United  States  air  carrier  to  assure 
at  least  equality  with  foreign  air  carriers."  Unfortunately,  in 
recent  years  the  DOT  appears  to  have  neglected  this  principle. 

Our  policy  of  offering  to  enter  into  open  skies  agreements  with 
any  country  should  be  abandoned.  These  open  skies  agreements 
will  be  one  way  streets,  with  the  other  countries  receiving  vastly 
expanded  commercial  opportunities  within  U.S.  borders  and  our 
own  carriers  receiving,  at  best,  marginally  increased  rights  and  suf- 
fering from  traffic  diversion.  Before  these  aviation  negotiations 
begin,  U.S.  negotiators  must  calculate  the  approximate  value  of  the 
rights  that  they're  proposing  to  exchange.  Having  these  calcula- 
tions will  make  the  negotiators  more  likely  to  obtain  rights  of  at 
least  equal  value  comparable  to  those  they're  exchanging  and 
granting  to  foreign  carriers. 

We  must  also  ensure  that  U.S.  carriers  are  not  placed  at  an  eco- 
nomic disadvantage  because  they're  subject  to  more  stringent  rules 
than  foreign  carriers  in  the  markets  in  which  they  compete. 

We  believe  that  there  should  be  changes  in  the  way  that  route 
rights  are  transferred.  First,  Congress  should  address  the  striking 
inconsistency  that  exists  between  the  standards  that  the  DOT  ap- 
plies to  the  initial  award  of  an  international  route  and  those  the 
agency  applies  when  deciding  whether  to  approve  the  transfer  of  a 
route  between  carriers.  In  the  first  instance,  the  DOT  attempts  to 
award  the  route  to  the  carrier  that  convinces  the  department  that 
it  will  provide  the  most  valuable  service  to  the  traveling  public.  In 
the  second  instance,  the  department  will  approve  the  transfer  as 
long  as  the  transfer  "does  not  conflict  with  important  international 
aviation  policy  objectives  and  is  not  otherwise  inconsistent  with  the 
public  interest."  This  policy  has  permitted  carriers  to  freely  pur- 
chase routes  when  in  fact  they  wouldn't  have  even  been  considered 
in  the  original  selection  process. 

Next,  Congress  should  amend  section  401(h)  to  attempt  to  ensure 
that  route  sales  promote  the  financial  viability  of  a  carrier.  Be- 
cause these  route  rights  really  belong  to  the  United  States,  not  the 
individual  carrier,  it  is  appropriate  for  the  Government  to  direct 
that  the  proceeds  from  the  sale  of  these  routes  be  used  to  advance 
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public,  rather  than  merely  private,  interests.  Any  carrier  that 
wishes  to  sell  the  rights  that  have  been  entrusted  to  it  should  first 
be  required  to  submit  a  realistic  plan  of  how  it  proposes  to  use  the 
proceeds  of  the  sale  to  enhance  its  own  viability. 

Third,  we  believe  that  Congress  should  further  amend  section 
401(h)  to  encourage  the  carrier  acquiring  these  routes  to  offer  jobs 
to  an  appropriate  number  of  employees  of  the  selling  carrier,  as  de- 
termined by  the  Secretary  of  Transportation.  These  employees 
should  then  be  afforded  fair  and  equitable  integration  into  the  ap- 
propriate classes  or  crafts  of  the  acquiring  carrier.  This  action 
would  be  similar  to  the  practice  followed  consistently  for  more 
than  a  quarter  of  a  century  by  the  Civil  Aeronautics  Board  before 
being  abandoned  by  the  DOT  when  it  assumed  authority.  That 
practice  recognized  the  real  reemployment  difficulties  facing  air- 
line employees  dislocated  by  business  transactions  subject  to  regu- 
latory control.  It  was  an  enlightened,  humane,  workable  practice 
that  I  submit  was  not  and  would  not  be  an  undue  burden  on  the 
airlines  involved  today. 

Finally,  I  would  like  to  voice  our  strong  support  for  Congressman 
Collins'  bill  that  would  establish  a  presumption  that  an  applicant 
for  a  401  certificate  that  is  controlled  by  an  individual  who  has 
controlled  more  than  one  carrier  that  has  gone  bankrupt  is  deemed 
not  fit  to  be  awarded  a  certificate.  This  bill  is  particularly  timely, 
given  recent  news  stories  that  Frank  Lorenzo  is  planning  to  start  a 
new  airline.  Every  major  airline  that  Mr.  Lorenzo  has  controlled 
has  gone  bankrupt,  with  devastating  consequences  not  only  for  the 
tens  of  thousands  of  employees  and  creditors  of  those  airlines,  but 
for  the  entire  aviation  industry  in  general.  Given  the  fragile  condi- 
tion of  the  industry  today,  it  is  imperative  that  the  U.S.  Govern- 
ment give  Mr.  Lorenzo's  efforts  to  reenter  this  industry  a  one-word 
answer:  No. 

That  completes  my  prepared  testimony  for  today,  and  I'd  like  to 
thank  you  for  inviting  us  here  to  present  our  views  to  the  subcom- 
mittee and  I'd  certainly  be  open  for  any  questions  that  you  might 
have. 

Mr.  Oberstar.  Thank  you  very  much,  Capt.  Babbitt,  for  a  splen- 
did statement  and  for  the  more  detailed  written  testimony  you've 
submitted,  which  goes  into  some  very  important  specifics,  and  I 
will  address  those  in  a  moment. 

What  we're  trying  to  do,  of  course,  in  these  hearings,  as  I  stated 
at  the  outset,  is  not  only  to  educate  the  committee  Members,  but 
also  the  public,  the  Administration  as  the  new  team  takes  hold  at 
DOT,  on  the  problems  of  this  industry,  the  complexity  of  those 
problems,  and  to  develop  an  understanding  that  there  is  no  single 
answer,  no  one  handle  you  can  turn  that  will  unleash  the  spigot  of 
solutions.  It  is  a  multifaceted,  complex  industry  with  multifaceted, 
complex  problems  that  do  not  admit  of  easy,  surefire  answer  solu- 
tions, and  you  have  reflected  in  your  testimony  that  very  complex- 
ity. 

We  also  want  to  set  the  stage  for  this  commission  that  will  soon 
be  established  to  take  a  broad  view  of  the  problems  in  the  industry 
and  report  back  to  the  President  and  to  the  Congress.  So  in  that 
vein  of  addressing  the  broad  policy  questions,  both  domestic  and 
international,  finance  and  operational,  of  aviation,  let  me  turn  first 
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to  one  of  the  very  troubling  aspects,  and  that  is  investment  capital 
available  for  a  capital-intensive  industry. 

We  should  have  a  clear  policy  and  a  case-by-case  review,  as  you 
said,  to  determine  whether  to  approve  a  proposed  investment  by 
foreign  interests  in  a  U.S.  airline.  The  sad  reality  of  the  current 
state  of  aviation  is  that  there  are  not  very  many,  if  any,  non-airline 
interests  in  the  U.S.  who  are  interested  in  buying  an  airline.  The 
airlines  have  proven  to  be  very  volatile,  not  big  money  makers,  not 
a  big  return  on  investment,  saddled  with  debt  now  and  huge  cap- 
ital costs.  It  appears  to  be  that  the  only  actively  interested  parties 
are  foreign  carriers,  who,  as  I've  said  so  many  times  in  the  past, 
are  not  interested  in  buying  a  ticket  to  the  game.  They  don't  just 
want  to  buy  a  share  of  stock  to  get  a  return  on  investment.  They 
want  to  be  a  player  on  the  scene,  and  the  way  to  get  into  the  U.S. 
market  is  buy  their  way  in  by  buying  another  carrier. 

Now,  some  of  the  factors  to  be  considered  in  the  review  of  such 
investments  should  be  whether  U.S.  investors  can  make  a  compara- 
ble strings-free  investment  in  a  foreign  carrier,  whether  there  are 
fair  opportunities  for  U.S.  carriers  to  serve  the  host  country  of  that 
foreign  airline  investor,  among  other  considerations.  Let's  just  take 
those  two. 

If  we  could  be  assured  that  there  is  fair  access  for  U.S.  carriers 
to  acquire  more  than  25  percent  interest  in  a  foreign  carrier  or  up 
to  a  controlling  interest  in  a  foreign  carrier,  and  two,  if  the  bilater- 
al or  whatever  other  trade  regime  may  yet  come  to  be  between  our 
country  and  that  host  country  were  totally  open  to  service  both 
ways — that  is,  no  limitation  on  seats,  on  frequencies,  on  airport  ca- 
pacity, time  of  day  service,  all  the  other  obstacles — would  you  see 
those  as  favorable  bases  for  changing  U.S.  law?  And  what  other  re- 
straints or  safeguards  would  you  want  to  see? 

Mr.  Babbitt.  I  think  I  would  start  by  saying  our  underlying  and 
basic  concern  has  been  for  a  long  time  the  actual  control.  Given 
that  you  had  assurances  of  balanced  bilaterals,  of  reciprocity  in  in- 
vestments, I  still  think  we're  talking  about  a  short-term  solution, 
because  I'll  go  all  the  way  back  to  your  original  premise  that  the 
reason  that  we  can't  attract  good  U.S.  investment  dollars  is,  very 
simply  put,  because  the  airlines  are  very  poor  investments  today. 

Given  that  the  airlines  were  more  stable  and  given  that  some 
things  to  bring  about  stability  could  attract  capital — and  there  niay 
have  to  be  some  things  that  I  would  ask  that  commission  to  review 
that  would  provide  capital  incentives,  if  you  will,  for  the  carriers. 
We  have  suggested  in  the  past  that  perhaps  the  Aviation  Trust 
Fund  monies  could  be  used  to  provide  loan  guarantees  for  people 
buying  American-built  aircraft.  That's  a  possibility  that  would 
bring  about  U.S.  investors.  Perhaps  even  sheltering  a  portion  of  the 
interest  paid  by  monies  loaned  to  purchase  U.S.  aircraft.  That's  a 
possibility.  Those  things  should  be  explored. 

As  you  stated  earlier,  the  investment  that  we  see  today  from  for- 
eign entities  is  not  because  they're  seeking  a  good  return  on  their 
dollar.  They're  seeking  an  opportunity  to  take  a  vastly  improved 
control  position  in  some  of  these  carriers,  which  is  troublesome.  It  s 
troublesome  at  the  national  security  level,  and  it  should  be  trouble- 
some to  taxpayers  in  general,  who  have  used  their  tax  dollars  to 
build  the  infrastructure  of  this  country  to  provide  this  wondertul 
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network  of  airports,  airways,  traffic  control,  navigation  facilities, 
terminals,  all  of  that  built  with  U.S.  tax  dollars,  taxpayers'  money, 
with  the  optimistic  hope  and  legitimate  hope  that  that  would  then 
provide  high-paying  U.S.  jobs.  To  then  allow  others  to  come  in  and 
take  advantage  and  export  those  jobs,  take  control  of  our  carriers, 
seems  a  little  shortsighted  and  seems  to  be  perhaps  not  producing 
the  result  that  we  wanted  from  our  taxpayer  investment  of  this 
wonderful  infrastructure  system. 

So,  yes,  in  the  short  term,  I  would  not  be  terribly  uncomfortable 
as  long  as  we  had  a  balanced  approach,  but  I  think  in  the  longer 
term  that  we  should  be  looking  to  make  our  carriers  healthy 
enough  so  that  they  can  return  enough  for  an  investor  so  that  it's 
just  as  attractive  for  a  man  in  New  York  City  or  a  woman  in 
Kansas  to  invest  in  the  U.S.  airline  as  it  is  to  someone  in  Amster- 
dam or  someone  in  Frankfurt. 

Mr.  Oberstar.  That  statement  starts  to  get  blurred  somewhat  as 
it  translates  from  the  general  to  the  specific.  To  wit,  last  year 
during  the  great  BA-U.S.  Air  investment  issue,  your  colleagues  in 
the  pilot  community  from  U.S.  Air  came  in  to  visit  and  advocated 
approval  of  that  proposal,  and  at  a  certain  point  in  the  discussion,  I 
said,  "Does  it  concern  you?  Do  you  have  any  idea  what  color  uni- 
form you'd  be  wearing  the  day  after  this  transaction  is  approved,  if 
it  is?'  Some  of  them  said,  "Well,  no,  I  hadn't  thought  about  that," 
and  they  kind  of  caucused  mentally  and  said,  "You  know,  I  guess  it 
doesn't  make  much  difference  what  color  the  uniform  is  so  long  as 
I've  got  a  job." 

It's  a  pretty  tough  thing  when  it  comes  down  to  the  personal 
level,  and  I  think  that  there  was  more  than  a  bit  of  the  stampede 
mentality  promoted  by  the  two  principals,  U.S.  Air  and  British  Air. 
They  were  toying  with  people's  lives  and  livelihoods  and  expecta- 
tions and  fears,  saying,  "This  is  the  only  way  out  of  this  dilemma. 
You've  got  to  get  this  package  approved  if  you  want  to  continue  to 
fly." 

When  a  person  is  desperate — I  grew  up  in  the  Iron  Range  in 
northern  Minnesota,  and  I  walked  the  picket  line  as  a  little  kid 
with  my  father,  not  knowing  what  it  all  meant  when  I  was  four  or 
five  years  old,  but  I  knew  it  was  important  to  be  there.  I  knew  that 
our  job  depended  on  him  going  out  on  that  strike.  And  I  knew  that 
when  my  mother  bought  pork  chops,  that  it  was  dad  who  got 
them — the  kids  didn't;  we  got  pilenta — because  he  was  working. 
That  job  is  desperate.  When  people  can  toy  with  workers'  lives  and 
livelihoods  and  expectations,  these  broad  policy  considerations  blur. 

Mr.  Babbitt.  We  fully  understand  and  support  the  idea  of  sound 
carriers,  and  we  welcome  investment  in  the  carriers  to  make  them 
sound,  but  I  think  we  have  to  look  at  the  underlying  problem:  How 
did  they  get  unsound?  How  do  we  insure  that  it  won't  happen  in 
the  future?  And  I  would  harken  to  President  Clinton's  words  of  last 
evening  that  we  can  no  longer  always  look  to  foreign  entities  for 
the  capital  to  bail  us  out,  and  I  think  at  some  point  we're  going  to 
have  to  focus  on,  why  do  we  continue  to  demand  these  high  capital 
needs  from  other  nations,  and  is  that  a  worthwhile  long-term 
policy  that  we  should  take  a  good  hard  look  at? 

I  would  suggest  that  that  should  be  on  the  forefront  of  concerns 
for  this  commission.  It's  not  an  easy  question,  and  certainly  I've 
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told  enough  of  my  members  that  what  they  should  want  more  than 
anything  is  a  strong,  sound  carrier.  That's  where  their  future  lies. 
But  a  strong,  sound  carrier  that's  owned  by  a  foreign  country? 
That  doesn't  have  as  much  interest  for  me. 

Mr.  Oberstar.  We  should  not  foreclose  the  possibility  of  foreign 
investment,  but  it  should  be  discussed  in  the  context  of  reciproci- 
ties, equities.  Do  you  have  an  upper  threshold,  or  would  you  open 
up  domestic  carriers  to  ownership  by  foreign  governments  under 
certain  conditions? 

Mr.  Babbitt.  No,  I  wouldn't  go  that  far.  The  current  regulations 
and  the  definitions  that  we  accept  today  of  control,  I  think,  are 
adequate  boundaries.  I'm  not  closeminded  on  the  subject,  but  I 
would  certainly  have  to  hear  some  very,  very  convincing  argu- 
ments to  get  me  to  accept  the  fact  that  we  don't  have  the  where- 
withal to  bring  about  the  changes  to  make  our  own  carriers  finan- 
cially strong  from  U.S.  dollar  investments. 

I  certainly  don't  object  to  foreign  investment  per  se,  but  when  we 
cross  over  that  boundary  line,  again,  into  foreign  control  and  when 
we  begin  to  jeopardize  our  national  security,  it's  especially  a  point 
of  interest  as  we  see  our  defense  budgets  and  the  allocations  of 
monies  traditionally  spent  there  narrowing,  and  we're  going  to  be 
more  and  more  dependent  on  the  infrastructure  system  and  our 
Nation's  airlines  to  transport  our  goods  and  services. 

You  will  recall  that  in  the  Persian  Gulf  there  were  substantial 
amounts — some  60  percent  of  the  troops,  some  80  percent  of  the 
cargo — moved  on  domestic  airline  aircraft  flown  with  U.S.  crews.  If. 
we  didn't  own  those  airlines,  I'm  not  so  certain  that  either  neutral 
nations  or  even  nations  in  opposition  would  have  moved  any  of 
that  cargo,  supplies,  troops,  or  anything  that  we  needed  in  the  lo- 
gistic support  of  an  action  on  a  foreign  soil,  and  I  think  that  has  to 
be  weighed  when  we  make  these  policy  considerations. 

Mr.  Oberstar.  Thank  you.  I'll  have  other  questions  later. 

Mr.  Collins. 

Mr.  Collins  of  Georgia.  Thank  you,  Mr.  Chairman. 

First  of  all,  Mr.  Babbitt,  I  want  to  say  how  much  I  appreciate 
your  opening  support  there  for  H.R.  943  that  we  introduced  here 
just  recently.  That  came  about  after  hearing  the  news  reports  a 
couple  of  weeks  ago,  and  then  after  the  hair  on  the  back  of  my 
neck  kind  of  settled  down,  we  got  our  thoughts  together  on  just 
what  approach  to  take  to  that  situation. 

Back  during  the  previous  few  months  of  campaigning  in  Georgia, 
in  the  3rd  District  of  Georgia,  where  we  have  quite  a  few  former 
Eastern  employees,  listening  to  their  stories  and  problems  that 
they  incurred  and  things  that  happened  to  them  and  their  families 
and  the  personal  tragedies  that  they  experienced,  had  a  lot  to  do 
with  the  actions  that  we  took. 

Also,  being  a  small  businessman  for  30  years,  having  to  learn  a 
lot  of  the  tricks  of  the  trade  of  being  in  business,  how  to  survive  in 
good  times,  bad  times,  or  sometimes  you  didn't  know  what  kind  of 
times  they  were,  I  could  see  things  and  read  about  things  that  were 
happening  that  brought  a  lot  of  questions  to  my  mind  as  to  why 
they  were  occurring. 

You  mentioned  you  had  pushed  and  proposed  and  encouraged 
better  labor-management  procedures.  Would  you  just  elaborate  a 
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little  bit  on  what  you  experienced  with  ALPA  and  what  others  ex- 
perienced with  management  when  you  were  trying  to  negotiate 
with  Mr.  Lorenzo? 

Mr.  Babbitt.  To  describe  dealing  with  Mr.  Lorenzo  as  "negotia- 
tions" is  a  very  broad  acceptance  of  that  word.  When  the  negotia- 
tions at  Eastern — I'll  specifically  go  to  the  point  in  time  where 
there  was  an  offer  by  the  National  Mediation  Board.  The  case  was 
obviously  deadlocked,  and  the  proposal  was  made  to  have  a  Presi- 
dential Emergency  Board,  and  at  that  point  in  time,  this  neutral 
body  composed  of  two  Republicans  and  an  Independent  suggested 
to  the  President  of  the  United  States  that  this  matter  be  turned 
over  to  an  emergency  board,  again,  people  that  the  President  of  the 
United  States  would  select.  He  chose  not  to  do  that,  which  was  a 
dramatic  change.  In  some  40  years  of  history  that  I'm  aware  of,  no 
President  has  ever  not  accepted  a  recommendation  of  the  National 
Mediation  Board. 

That  led  to  a  confrontation  that  was  arguably  over  an  amount  of 
money  something  in  the  range — and  the  machinists  could  probably 
give  you  a  better  definition,  but  my  understanding  was  it  was  less 
than  a  $30  million  discrepancy  on  an  annualized  basis  of  this  con- 
tract that  was  open  for  negotiations.  But,  instead,  a  strike  ensued, 
bankruptcy  went  forward,  and  the  carrier  began  to  lose — instead  of 
arbitrating  with  a  panel  picked  by  a  Republican  Administration, 
quite  bluntly,  this  long  process  went  on,  and  this  carrier  lost  argu- 
ably $3  million  to  $5  million  a  day  for  the  rest  of  its  existence,  and 
some  $2  billion  worth  of  stockholder  and  bondholder  equity  was 
consumed  in  this  fire.  Uncounted  thousands  of  jobs  were  lost,  air 
transportation  lost. 

Those  are  the  kinds  of  things  that  shouldn't  happen.  There 
should  be  solutions.  You  can't  allow  people  to  square  off  in  labor 
confrontations  that  become  that  volatile  that  this  much  of  an  in- 
dustry— at  the  time,  some  10  percent  of  the  Nation's  transportation 
available  seat  miles  went  up  in  smoke  because  no  one  would  inter- 
vene and  come  up  with  a  solution.  That's  simply  wrong.  That's 
something  that  I  don't  think  that  labor  relations  in  this  country 
should  tolerate.  I  think  there's  a  better  way. 

Mr.  Collins  of  Georgia.  You  also  mentioned  in  your  statement 
and  your  comments  about  destructive  practices.  Do  you  have  any 
particular  destructive  practices  that  you've  experienced  or  wit- 
nessed during  this  same  period  of  time? 

Mr.  Babbitt.  With  Eastern  Airlines  or  Continental  Airlines? 

Mr.  Collins  of  Georgia.  Eastern  or  Continental. 

Mr.  Babbitt.  Well,  I  would  start  with,  if  we're  talking  specifical- 
ly about  Mr.  Lorenzo,  we're  talking  about  a  man  who  was  the 
chairman  of  a  corporation,  who  first  went  through  a  white-glove  in- 
spection and  managed  to  escape,  but  later  on,  through  the  good  of- 
fices of  the  Attorney  General  in  New  York  State,  was  charged  with 
and  pleaded  guilty  to  60  counts  of  criminal  fraud  for  maintenance 
violation.  Anyone  who  is  the  CEO  of  a  corporation  like  that  when 
those  types  of  practices  were  going  on,  I  would  submit  if  he  knew 
they  were  going  on,  he  should  be  put  in  jail;  if  he  didn't  know  they 
were  going  on,  he  should  be  put  in  jail. 

Mr.  Collins  of  Georgia.  That's  pretty  forward.  [Laughter.] 
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I  want  to  get  into  some  of  the  other  text  that  you  presented.  You 
were  talking  about  the  foreign  carriers,  and  I  agree  with  you  to  a 
great  extent  on  allowing  foreign  carriers  to  come  into  our  domestic 
market  and  buy  up  some  of  our  domestic  market.  I  view  them  as 
kind  of  circling,  waiting  for  those  who  are  weak  to  get  weaker  and 
down  to  their  knees,  and  then  trying  to  pick  them  up.  I  know  with- 
out some  type  of  reciprocal  agreement  we  could  wind  up  very 
easily,  I  think,  as  the  auto  industry  has  where  we  have  a  lot  of  ve- 
hicles over  here  with  foreign  names,  but  very  few  American  domes- 
tic vehicles  in  their  countries. 

I  think  that  on  the  local  scene  or  the  domestic  scene  that  we 
could  actually  boost  our  carriers  to  whereby  they  would  and  could 
solicit  domestic  input  or  raise  capital  on  the  domestic  side.  You 
mentioned  the  alternative  minimum  tax,  I  believe,  in  your  state- 
ment, which  I  think  has  been  very  devastating  to  the  industry 
itself,  as  well  as  business  itself.  You  also  mentioned  some  of  the  re- 
marks from  last  night.  I  am,  too,  concerned  that  some  of  the  pro- 
posals that  have  been  made  by  the  President.  The  investment  tax 
credit  is  a  good  one,  although  he  didn't  mention  the  alternative 
minimum  tax,  but  he  limited  it  to  small  business. 

There  again,  I  think  we've  got  to  look  back  at  businesses  aside 
from  the  airlines.  I'm  concerned  about  the  contributions  from  the 
middle  class  or  working  people,  because  those  are  the  people  who 
buy  the  food,  the  clothes,  the  automobiles,  and  the  airline  tickets. 
I  appreciate  your  comments  and  also  your  support  for  H.R.  943, 
and,  Mr.  Chairman,  I'll  close  there  and  certainly  would  entertain 
and  appreciate  any  support  the  leadership  could  give  us  on  that 
same  measure.  Thank  you. 
Mr.  Oberstar.  Thank  you. 
Mr.  dinger. 

Mr.  CuNGER.  Thank  you  very  much,  Mr.  Chairman. 
I'm  sorry,  Mr.  Babbitt,  that  I  wasn't  here  for  your  testimony,  but 
I've  had  a  chance  to  review  it,  and  as  always,  we're  grateful  for 
your  contributions  to  the  work  of  the  subcommittee. 

In  your  testimony,  as  I  reviewed  it,  you  support  rolling  back  the 
2  percent  increase  in  the  ticket  tax,  which  we've  had  a  number  of 
witnesses  who  have  said  the  same  thing,  and  also  the  1.25  percent 
increase  in  the  aviation  freight  waybill  tax  imposed  in  1990.  You 
assert  that  this  would  save  the  airlines  more  than  $1  billion  annu- 
ally. 

I  guess  the  question  is,  how  can  we  be  sure  of  that?  How  can  we 
be  sure  that  we're  going  to  save  the  airline  industry  $1  billion? 
Knowing  how  the  carriers  have  often  operated  in  the  past,  in  this 
rapacious  competitive  industry,  they  would  just  cut  the  prices,  and 
would  we  really  be  that  far  ahead?  It  seems  to  me  that  we  don't 
have  the  assurance  that  just  cutting  the  tax  is  going  to  do  much  to 
improve  the  livelihood  or  improve  the  survivability  of  the  airline. 
Mr.  Babbitt.  Yes,  sir,  and  your  point  is  well  made.  I  think  you'll 
note  in  my  testimony,  having  been  down  this  avenue  on  an  individ- 
ual basis,  carrier-by-carrier  basis,  there  is  no  major  carrier— as  a 
matter  of  fact,  there  is  no  carrier  in  this  country  doing  business 
today  that  has  not  at  some  point  in  time  received  substantial  con- 
cessions from  the  employees  of  that  carrier,  and  we  have  always 
looked  at  the  snapshot  and  said,  "My  goodness,  the  carrier  lost 
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$200  million,  so  if  we  all  find  a  way  to  become  more  productive" — 
and  we  are  in  fact  the  most  productive  work  force  in  the  world,  the 
aviation  community  of  employees — "but  if  we  do  find  a  way  and 
perhaps  come  up  with  $300  million  in  savings,  that  means  next 
year  the  carrier  will  make  $100  million."  No,  what  we  have  found 
is  the  following  year  they  lose  another  $100  million  because  they've 
cut  the  fares  $400  million. 

So  that's  why  I've  suggested  that  if  we  do  in  fact  come  up  with  a 
roll-back  or  another  solution  to  provide  some  revenue  enhancement 
or  some  reduction  in  the  burden,  that  there  must  be  ways  to  put 
some  discipline  into  the  pricing  so  that  those  types  of  savings 
aren't  frittered  away  with  just  simply  another  round  of  fare  wars. 
Unfortunately,  we  have  seen  a  terrible  cycle  of  cost  cuts,  and  we 
find  an  economic  method,  a  new  way,  a  better  way  to  market,  and 
we  cost  cut  and  then  we  fare  cut,  and  then  we  cost  cut  and  then  we 
fare  cut.  The  bottom  line  is  the  airline  industry  has  lost,  as  you 
know,  $10  billion  in  three  years.  That  obviously  cannot  go  on. 

Mr.  Clinger.  That's  why  we're  here.  We  all  recognize  that.  I 
think  that's  what  the  whole  point  of  this  exercise. 

This  is  probably  an  unfair  question,  but  I'll  ask  it  anyway.  We 
have  heard  testimony  here  that  everybody  is  failing  except  one  air- 
line, Southwest.  Would  you  care  to  comment  why  you  think  that 
Southwest  is  making  money  and  all  the  rest  of  them  are  losing 
money? 

Mr.  Babbitt.  Sure.  It  is  not  really  an  unfair  question.  I  will  say 
two  things  notable;  one  in  my  favor,  one  to  answer  your  question. 
First  of  all,  it  is  completely  unionized.  So  any  myth  that  a  union- 
ized carrier  is  somehow  at  a  disadvantage  is  simply  that,  a  myth. 
One  thing  that  that  carrier  does  that  is  unique  and  different,  it  op- 
erates what  is  called  in  the  airline  business  a  "linear"  operation.  It 
does  not  hub  and  spoke.  That  affords  it  a  tremendous  advantage  in 
utilization  of  their  aircraft.  If  you  will  look,  the  last  numbers  that  I 
looked  at.  Southwest  Airlines  enjoyed  a  daily  aircraft  utilization  in 
excess  of  11  hours;  whereas  the  traditional  hub  and  spoke,  because 
the  aircraft  comes  into  the  hub,  sits  there  an  hour  and  a  half,  flies 
an  hour,  sits  somewhere  an  hour  and  a  half,  it  is  a  terribly  expen- 
sive and  inefficient  way  of  doing  business.  So  if  I  were  to  pattern  a 
solution  based  on  that,  I  would  want  to  entice  people  to  do  more 
linear  operations  and  depend  less  on  the  hub  and  spoke.  That 
would  be  an  incentive  that  I  would  look  at. 

Mr.  Clinger.  One  of  the  advantages  supposedly  of  the  hub  and 
spoke  is  that  you  have  a  lot  more  options  for  getting  from  point  A 
to  point  B  by  virtue  of  the  fact  that  you  have  hub  and  spoke. 
Wouldn't  this  be  counterproductive  in  terms  of  giving  the  con- 
sumer, the  travelling  passenger  options? 

Mr.  Babbitt.  I  don't  know  that  I  would  necessarily  agree  with 
the  conclusion.  Yes,  you  have  more  options,  but  at  what  expense? 
You  are  paying  a  terribly  expensive  price.  Two  landings  instead  of 
one,  two  sets  of  ground  agents  instead  of  one,  two  sets  of  approach 
controls,  two  sets  of  runways  as  opposed  to  one  everywhere  you  go. 
If  you  have  to  do  something  twice  as  opposed  to  once,  you  are 
paying  a  price  for  it.  I  don't  know,  and  off  the  cuff  I  would  be  re- 
luctant to  say  absolutely  this  would  be  more  efficient,  but  I  think 
overall  that  you  would  enjoy  some  better  efficiencies.  Not  to  say 


323 


that  the  hub  and  spoke  should  be  abandoned,  it  plays  a  role,  but  I 
think  there  is  a  lot  of  traffic  going  through  the  hub  that  could  be 
transported  more  efficiently  and  less  expensively  around  the  hub, 
as  I  think  Southwest  proves  from  time  to  time. 

Mr.  CuNGER.  Thank  you  very  much. 

Mr.  Oberstar.  I  would  like  to  turn  to  international  route  sales,  a 
practice  which  I  find  reprehensible.  Airlines  receive  route  author- 
ity from  the  common  heritage  of  all  Americans  free  and  then  are 
given  the  authority  to  sell  what  they  were  given  freely  in  the 
public  interest  and  make  huge  windfalls  from  those  sales,  as  we 
have  seen  recently. 

One  aspect  of  route  sales,  before  turning  to  whether  we  can  re- 
verse that  policy,  is  the  jobs  of  the  airline  employees.  Your  sugges- 
tion is  that  the  acquiring  carrier  be  required  to  offer  jobs  to  some 
appropriate  number  of  employees  of  the  selling  carrier.  The  CAB 
did  impose  such  conditions  but  DOT  has  not. 

Tell  us  a  little  something  about  the  experience  your  members 
have  had  under  those  circumstances  of  route  sales  where  jobs  are 
not  protected  in  the  transfer. 

Mr.  Babbitt.  In  a  phrase,  the  jobs  are  lost.  Looking  a  little  fur- 
ther back,  there  has  been  a  time  actually  under  the  Department  of 
Transportation's  realm  of  operations  that  the  DOT  administrative 
law  judges  anyway  did  propose  that  either  LPPs  or  employees  be 
involved.  In  both  cases  that  I  am  thinking  of  they  were  struck 
down  later  by  the  Secretary  of  Transportation. 

But  when  you  look  at  the  contemporary  problem,  a  carrier  that 
sells  a  lucrative  international  route  is  a  carrier  that  is  an  extrem- 
ist. More  often  than  not,  we  are  dealing  with  carriers  who  have 
turned  to  employees  for  concessions  to  keep  the  airline  alive.  I 
guess  from  a  personal  point  of  view  and  a  humane  treatment  of 
employee  point  of  view,  that  is  what  is  most  troubling. 

Take  the  route  sale  case  recently  that  went  on  at  Trans  World 
Airlines.  I  can  think  of  no  gi'oup  of  airline  employees  that  has  bent 
over  backwards  and  then  doubled  those  efforts  backwards  again  to 
keep  the  carrier  flying.  They've  made  concessions,  they've  gone 
without,  they've  taken  pay  cuts,  they've  increased  their  work  rules, 
all  of  those  things  to  keep  the  carrier  alive.  And  when  the  carriers 
condition  became  so  extreme  that  in  a  desperate  need  for  cash  it 
sold  a  lucrative  route.  Again,  like  a  carpenter  selling  a  tool,  we're 
now  cutting  into  the  bone  when  we  sell  an  international  route.  And 
when  that  was  done,  who  benefitted?  Certainly  not  the  employees, 
the  people  who  had  kept  it  all  going.  They  were  the  ultimate 
losers.  In  this  case,  the  taxpayer  continued  to  be  served  and  the 
bondholders  and  so  forth. 

Now  in  order  to  operate  the  new  route,  where  did  the  acquiring 
carrier  get  the  personnel?  Hired  them  off  the  street.  So  it  seems  to 
us  to  be  a  perfectly  legitimate  opportunity  to  say  there  is  X 
amount  of  work  being  done  by  these  people,  they  have  made  a  con- 
tribution to  keep  this  machine  alive,  this  airline,  and  therefore 
when  you  make  these  component  sales — and  I  view  this  as  literally 
selling  gears  in  the  transmission  when  you  take  them  out  and  sell 
them  because  it  is  a  part  of  an  integral  system — when  you  do  that, 
people  who  have  been  responsible  for  anywhere  from  ten  to  thirty 
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years  of  loyal  employment  they  ought  to  have  the  opportunity  to 
transfer  with  the  work  that  they  did. 

Mr.  Oberstar.  What  happened  in  the  sale  of  Pan  Am's  Pacific 
routes  to  United?  Were  Pan  Am  pilots,  flight  attendants,  and  ma- 
chinists kept  on? 

Mr.  Babbitt.  Yes,  they  were.  That  was  a  condition  of  the  selling 
carrier.  That  was  not  anything  that  came  about  by  any  govern- 
ment action.  It  was  a  condition  of  sale. 

Mr.  Oberstar.  And  then  six  or  seven  years  later,  maybe  six 
years  later  it  was.  Pan  Am  sold  its  London  routes. 

Mr.  Babbitt.  Right.  And  through  the  sale  of  the  London  routes 
and  only  through  internal  union  proceedings  did  a  small  number  of 
pilots  transfer  with  those  routes.  But  that  was  due  only  to  an  inter- 
nal union  agreement  between  the  two  pilot  groups  and  the  coopera- 
tion of  those  managements. 

Mr.  Oberstar.  How  many  of  those  Pan  Am  employees  were  held 
over  to  Delta  that  bought  that  route? 

Mr.  Babbitt.  Around  700  transferred.  Again,  that  was  a  condi- 
tion of  the  sale  by  the  estate.  The  carrier,  as  you  know,  was  in 
bankruptcy  and  it  was  a  condition  of  the  estate.  Obviously,  you 
move  some  of  the  liability  of  an  employee  when  you  move  them 
over  and  their  retirement  liabilities  and  associated  retirement  ben- 
efit liabilities  transfer  with  them.  So  about  700  went  with  that  op- 
eration. 

Mr.  Oberstar.  But  if  I  recall  rightly,  and  I  didn't  research  this 
before  the  hearing,  the  British  citizens  who  were  employees  of  Pan 
Am  were,  in  fact,  kept  on  under  British  law. 

Mr.  Babbitt.  That's  correct. 

Mr.  Oberstar.  I  think  the  number  that  sticks  in  my  mind  is  in 
the  range  of  2,000  or  so  employees. 

Mr.  Babbitt.  That's  a  number  consistent  with  my  information. 

Mr.  Oberstar.  So  while  the  British  have  this  very  restrictive  bi- 
lateral with  the  United  States,  they  are  certainly  very  protective  of 
their  employees. 

Mr.  Babbitt.  You  are  absolutely  correct.  It  is  a  condition  of  the 
bilateral  that  employees — you'll  find  much  the  same  in  South 
America  and  in  most  of  the  other  countries  in  the  world  in  which 
we  operate  into  with  bilateral  agreements. 

Mr.  Oberstar.  If  we  on  the  one  hand  were  to  take  the  extreme  of 
terminating,  if  we  could,  we'll  speculate  for  the  moment  regardless 
of  whether  or  not  it  is  legislatively  possible  to  do  so,  but  if  it  were 
possible  to  terminate  authority  to  sell  routes,  there  might  be  some 
serious  consequences  for  the  marketplace,  for  carriers  that  are  de- 
pending upon  the  value  of  international  routes  to  win  capital  for 
their  operations.  Have  you  looked  at  that  aspect  of  the  issue? 

Mr.  Babbitt.  Yes,  sir.  That  would  have  dramatic  ramifications. 
Unfortunately,  in  the  LBO  wave  of  the  1980s  these  route  values 
were  quite  often  calculated,  capitalized,  and  even  collateralized  in 
some  cases.  So  you  would  dramatically  change  the  financial  land- 
scape to  do  something  that  dramatic  to  say  that  they  no  longer 
could  be  sold  because,  obviously,  something  that  can't  be  sold  has 
no  value. 

Mr.  Oberstar.  A  next  step  back  from  that  would  be  to  modify 
the  terms  of  a  sale.  Give  the  Secretary  of  DOT  the  authority  to 


325. 


modify  the  conditions  of  the  sale.  Find  another  buyer,  for  example, 
determine,  as  in  route  proceedings  of  initial  instance,  make  the  de- 
termination who  can  best  serve  the  market  and  exercise  some  con- 
trol in  the  public  interest.  Would  you  favor  that  approach? 

Mr.  Babbitt.  Yes,  we  do  indeed.  We  go  on  to  say  even  further- 
more, recalling  that  the  carrier  as  we  have  identified  would  be  an 
extremist  when  they  are  selling  these  routes,  that  the  proceeds 
again  be  considered  in  the  public  interest  and  the  carrier  that  is 
selling  the  routes  should  set  forth  what  they  propose  to  do  with 
this  new  infusion  of  cash.  It  should  go  to  continue  the  carrier's  op- 
eration, to  continue  the  public  interest.  That  is  how  they  got  the 
route  in  the  first  place. 

We  acknowledge,  as  I  think  everyone  acknowledges,  that  they 
have  made  investments  in  marketing  and  built  up  the  value  of  that 
and  therefore  should  enjoy  some  of  it.  But  those  proceeds  should  go 
to  the  public  interest  for  that  carrier.  They  should  set  forth  what 
they  intend  to  do  to  make  their  carrier  more  viable  as  opposed  to 
just  using  the  money  for  private  interest  and  extracting  it  from  the 
corporation,  if  you  will. 

Mr.  Oberstar.  Right.  Taking  it  a  next  step,  should  the  same 
practice  be  followed  for  slots  in  high  density  airports,  slot  con- 
trolled airports? 

Mr.  Babbitt.  They  don't  command  anywhere  near  the  value,  so  I 
have  not  given  a  lot  of  thought  to  that.  I  would  certainly  suppose 
that  if  you  accepted  the  principle  of  one  that  you  would  have  to 
accept  it  for  the  other. 

Mr.  Oberstar.  Thank  you. 

Mr.  Inhofe. 

Mr.  Inhofe.  Thank  you,  Mr.  Chairman.  I  am  glad  I  did  get  back 
in  time. 

Mr.  Babbitt,  I  will  read  your  testimony  and  I  hope  I  don't  ask 
any  questions  you  have  already  covered.  If  so,  just  say  so  and  I  will 
find  out  on  my  own.  Mr.  Babbitt,  how  long  ago  was  it  you  were  ac- 
tively a  captain,  I  believe  it  was  with  Eastern,  is  that  correct? 

Mr.  Babbitt.  That's  correct. 

Mr.  Inhofe.  And  how  long  ago  was  that? 

Mr.  Babbitt.  Up  to  March  4,  1989,  to  be  specific  of  the  date. 

Mr.  Inhofe.  But  since  then  you  are  in  constant  communication 
with  your  counterparts  who  are  active  up  there  and  so  you  are 
pretty  well  versed  in  what  is  going  on  in  our  changing  skies? 

Mr.  Babbitt.  Yes.  Correct. 

Mr.  Inhofe.  You  were  here  and  probably  heard  the  testimony  of 
the  presidents  of  three  of  the  airlines  that  testified  yesterday — tJ.S. 
Air,  Delta,  and  United.  All  three  of  them  seemed  to  find  agreement 
in  three  of  the  major  needs  that  they  have  to  survive  or  to  become 
healthy  again.  One  being  opening  up  the  Trust  Fund  to  streamline 
our  skies.  I  want  to  come  back  to  that  in  just  a  minute  because  I 
know  that  you  are  very  supportive  of  that,  at  least  I  assume  your 
are. 

Second,  the  foreign  takeover  of  some  of  our  airlines  when  we're 
not  really  getting  in  return  the  open  markets  that  they  are  getting 
when  they  make  the  deals.  In  fact,  I  glean  from  this,  and  it  might 
be  that  my  interpretation  is  not  the  same  as  everyone  else's,  that 
the  interest  was  not  for  the  infusion  of  capital  or  because  they 
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thought  the  investment  was  good  as  much  as  they  wanted  access  to 
the  markets  here  in  the  United  States.  On  that  issue,  I  would  like 
to  ask  your  brief  opinion  on  that. 

Mr.  Babbitt.  I  think  the  interest  you  see  in  foreign  governments 
at  this  time  is  symptomatic.  Clearly,  they  would  like  to  have  the 
access  here  in  our  markets.  It  is  40  percent  of  the  transportation 
market  of  the  world.  Who  wouldn't  want  access  to  it?  Unfortunate- 
ly, many  of  the  things  that  are  proposed  in  the  interest  of  more 
competition  fly  in  the  face  of  what  is  going  on  here.  Surely,  this 
industry — and  I  don't  think  anyone  in  here  suspects  that  the  indus- 
try is  suffering  from  too  little  competition.  We  have  adequate  com- 
petition. The  problem  is  how  to  keep  it  from  being  so  destructive  so 
that  we  can  have  our  own  investment  and  then  I  think  that  symp- 
tom goes  away.  Then  you  can  really  begin  to  negotiate  on  a  bilater- 
al basis  true  equality  from  a  position  of  strength. 

We  have  seen  the  erosion  over  time  in  the  last  few  years.  The 
domestic  marketplace  has  basically  been  flat.  I  very  much  applaud 
some  of  the  actions  taken,  the  things  that  President  Clinton  would 
like  to  do  to  promote  a  strong  economy.  Everyone  knows  what  a 
little  healthier  economy  would  do  to  the  airline  industry.  We  have 
seen  a  dead,  flat  line  of  growth  in  the  domestic  markets,  markets 
that  traditionally  grow  4  or  5  percent  a  year. 

On  the  other  hand,  the  international  marketplace  has  been  grow- 
ing at  an  astounding  clip.  They  have  enjoyed  15  and  occasionally 
18  percent  increases  in  the  international  marketplace.  We  are  not 
getting  our  share  of  that  because  of  the  unbalance  and  the  restric- 
tions in  and  out  of  the  bilateral  negotiations.  We  are  not  seeing  18 
and  20  percent  increases  for  our  carriers  that  have  foreign  routes. 
So  we  are  suffering  both  sides  of  that  dull-edged  sword;  a  flat  do- 
mestic and  not  enjoying  where  the  growth  is. 

Mr.  Inhofe.  I  appreciate  that.  I  want  to  go  to  the  third  point,  but 
before  we  do  one  of  the  things  we  learned  on  our  trip  that  the 
Chairman  and  several  of  us  took  was  we  felt  that  it  verified  what 
we  had  been  told  before  as  far  as  the  efficiency  of  the  domestic  air- 
lines relative  to  foreign  airlines.  In  other  words,  the  ten  cents  a 
passenger  mile  versus  fifteen  cents  a  passenger  mile.  Yet,  their  fi- 
nancial statements  look  very  good  and  ours  in  this  country  don't. 
We  are  trying  to  come  to  a  determination  as  to  how  great  a  row  is 
their  market  advantage  in  their  bottom  line  profit.  Do  you  have 
any  thoughts  on  that? 

Mr.  Babbitt.  I  guess  the  bottom  line  is  that  market  that  costs 
them  fifteen,  they  charge  sixteen;  and  the  one  where  it  costs  us 
ten,  we  charge  nine.  That  adds  up  over  time. 

Mr.  Inhofe.  Yet,  in  spite  of  the  disparity  in  the  rates,  people  are 
still  using  the  foreign  airlines  for  some  reason.  It  may  be  conven- 
ience as  a  result  of  the  markets  that  are  open  to  them. 

Mr.  Babbitt.  And  they  have  their  inner-European  operations. 
Our  carriers  fly  truly  very  little  within  the  EC.  The  inter-country 
or  fifth  freedom  rights  that  we  enjoy  are  not  exercised  to  any  great 
degree.  So  we  don't  truly  get  the  feed  from  those  countries.  And 
yet  you  have  a  very  imbalanced  fare  structure.  I  met  a  colleague  at 
a  conference  recently  who  told  me  that  the  fare  from  Belgium  to 
London  was  double  what  he  paid  to  come  across  the  Atlantic  on 
Delta  Airlines.  Double. 
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Mr.  Inhofe.  All  right,  sir.  The  third  factor  that  they  talked 
about  was,  of  course,  the  competition  with  bankrupt  airlines.  Did 
you  cover  this  in  your  testimony? 

Mr.  Babbitt.  No,  I  did  not. 

Mr.  Inhofe.  Would  you  like  to? 

Mr.  Babbitt.  Sure.  The  difficult  part  there,  again,  is  the  bank- 
ruptcy laws  we  know  were  designed  to  do  certain  things  and  to 
allow  recoveries.  I  think  what  was  probably  raised  by  my  counter- 
parts was  that  is  not,  in  fact,  what  they  are  being  utilized  for.  They 
are  being  utilized  instead  as  some  long-term  safe  harbor  to  stay  in 
the  marketplace. 

I  think  that  perhaps  the  Commission  itself  should  take  a  look  at 
some  restrictions  on  the  flexibility  of  pricing  that  a  carrier  in 
bankruptcy  has.  They  are  very  much  desperate  for  market  share. 
They  will  go  to  extreme  lengths  to  protect  market  share,  including 
lengths  that  are  beyond  financial  good  reason.  They  are  not  using 
prudent  business  judgments  but  instead  are  using  ruthless  tactics 
to  stay  in  a  marketplace.  It  is  very  detrimental  to  the  industry  and 
I  think  the  Commission  should  probably  take  a  good  look  at  how 
flexible  you  should  be  allowed  to  be  while  in  bankruptcy.  Maybe  it 
shouldn't  be  quite  as  attractive  a  place  to  tuck  into  for  safe  harbor 
if  you've  put  up  your  Chapter  XI  flag. 

Mr.  Inhofe.  Closely  related  to  that 

Mr.  Oberstar.  The  gentleman's  time  is  expiring. 

Mr.  Inhofe.  Expiring  or  expired? 

Mr.  Oberstar.  One  question. 

Mr.  Inhofe.  Could  I  have  just  another  minute,  Mr.  Chairman.  I 
wanted  to  ask  him  first  of  all — I  am  one  of  the  original  co-authors 
on  Mr.  Collins'  bill  concerning  the  two  bankruptcy  maximum  on 
individuals.  Do  you  support  that? 

Mr.  Babbitt.  Very  much  so. 

Mr.  Inhofe.  Lastly,  the  first  issue  that  was  used  by  the  presi- 
dents of  the  airlines  was  to  use  the  money  in  the  Trust  Fund  to 
open  up  the  skies.  Are  you  satisfied  with  the  responsiveness  of  the 
FAA  in  utilizing  fully  the  moving  technology  to  open  up  the 
skyways  to  reduce  our  holding  pattern  time  and  all  of  this?  Do  you 
feel  we  are  moving  fast  enough  there? 

Mr.  Babbitt.  No,  I  don't  think  we're  moving  fast  enough.  I  am 
pleased  to  see  there  is  progress  and  I'm  pleased  to  see  that  there  is 
increased  attention.  But  the  progress  hasn't  accelerated  to  the 
point  that  we  say  you  are  on  track  now.  We  are  considerably 
behind  in  a  program  of  re-equipping.  We  are  also  seeing  projects 
bled,  projects  that  I  think  would  add  a  great  deal  in  the  future, 
R&D  type  projects,  they  are  taking  that  R&D  money  and  using  it 
to  fix  contemporary  problems  when  we  have  vast  sums  of  money  in 
the  Trust  Fund  that  could  certainly  adequately  fund  both. 

Mr.  Inhofe.  I  think  a  lot  of  these  presidents  of  airlines  were  re- 
ferring to  the  time  that  is  spent  up  there  unnecessarily  with  what 
you  and  I  know  how  much  it  costs  to  stick  an  airplane  in  a  holding 
pattern  for  three  or  four  minutes  and  how  that  effects  the  overall 
profit  picture.  I  would  assume  that  you  folks  are  as  anxious  as 
anyone  else  to  get  that  sped  up  up  there. 
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Mr.  Babbitt.  Oh,  absolutely.  One  of  the  suggestions  we  talked 
about  earlier,  perhaps  before  you  were  in,  incentives  for  flying 
around  hubs  helps  that  just  as  a  by-product. 

Mr.  Inhofe.  Good.  Because  I  wanted  to  quote  you  later  on. 
Thank  you. 

Mr.  Babbitt.  Thank  you. 

Mr.  Oberstar.  Thank  you  very  much.  Captain  Babbitt,  for  your 
presentation,  for  the  substance  of  your  remarks,  and  your  contribu- 
tion to  the  purpose  of  this  subcommittee.  Again,  thanks  to  Mr. 
Baker  and  Mr.  Hallisay  and  Mr.  Kenny  for  their  constant  efforts 
on  behalf  of  pilots. 

Mr.  Babbitt.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
the  opportunity.  I  really  appreciate  and  applaud  the  concern  that 
you  have  for  what  we  consider  a  very  important  part  of  our  Na- 
tion's infrastructure. 

Mr.  Oberstar.  Thank  you. 

In  the  interest  of  fairness  to  all  our  other  witnesses  today  to 
whom  we  want  to  give  a  full  and  complete  hearing,  I  want  to  move 
this  process  along. 

Our  next  witness  is  Mr.  John  Peterpaul,  Vice  President  for 
Transportation  for  the  International  Association  of  Machinists  and 
Aerospace  Workers,  otherwise  known  as  the  lAM.  We're  glad  to 
have  you,  John.  Thank  you  very  much  for  being  with  us.  Your 
leadership  in  this  union  over  the  years  from  president  to  president 
have  taken  a  strong  and  vigorous  and  forceful  interest  in  aviation, 
among  the  many  other  economic  sectors  that  your  members  repre- 
sent and  work  in.  We  are  always  grateful  to  have  your  thoughts 
and  your  poignant  observations  on  issues  of  the  day. 

TESTIMONY  OF  JOHN  F.  PETERPAUL,  VICE  PRESIDENT  FOR 
TRANSPORTATION,  INTERNATIONAL  ASSOCIATION  OF  MACHIN- 
ISTS AND  AEROSPACE  WORKERS 

Mr.  Peterpaul.  Thank  you  very  much,  Mr.  Chairman.  With  me 
today,  I  have  my  usual  attorney  with  me  whom  you  have  seen 
many  times,  Joe  Guerrieri.  We  appreciate  the  opportunity  also  to 
appear  before  your  committee. 

You  have  got  a  written  text,  Mr.  Chairman,  a  pretty  comprehen- 
sive one.  I  am  going  to  attempt  to  summarize  that  in  the  ten  min- 
utes that  has  been  allotted. 

I  am  the  Vice  President  of  Transportation  for  the  lAM  where  we 
have  currently  about  800,000  members.  We  are  the  largest  union  in 
the  air  transport  industry  representing  approximately  105,000  em- 
ployees, including  mechanics,  dispatchers,  flight  attendants,  office 
clerical,  fleet  and  passenger  service  employees. 

We  appreciate  this  opportunity  to  once  again  express  our  views 
on  the  dire  financial  condition  of  the  airline  industry.  We  wish  to 
give  particular  thanks  to  you,  Mr.  Chairman,  for  your  efforts  and 
vigilance  in  attempting  to  ensure  competition  in  the  airline  indus- 
try and  the  preservation  of  jobs  that  pay  more  importantly  than 
ever  a  living  wage. 

However,  I  would  be  less  than  candid  if  I  did  not  take  this  oppor- 
tunity today  to  also  express  our  collective  frustration  at  having  re- 
peatedly come  before  various  committees  of  Congress  for  a  decade 
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and  a  half  sounding  the  alarm  against  the  devastating  impact  of 
deregulation  while  we  all  watched  in  horror  as  the  industry  went 
into  a  tailspin.  Be  assured,  we  take  no  pleasure  in  the  fact  that  our 
prophecies  have  been  fulfilled  to  the  letter.  Let's  face  it,  most  of 
our  Government  was  seduced  by  Alfred  Kahn  and  other  refugees 
from  academia  as  well  as  the  leveraged  buy-out  vultures. 

The  American  people  are  now  left  with  less  competition,  higher 
fares,  a  reduction  in  a  margin  of  safety  due  to  cost-cutting  and  de- 
ferral of  maintenance,  as  well  as  the  loss  of  60,000  jobs  in  the  air- 
line industry  which  paid  living  wages.  Frankly,  Mr.  Chairman,  for 
approximately  15  years  now,  labor  has  felt  that  it  has  been  a  lone 
wolf  howling  at  the  moon.  We  frankly  sometimes  get  sick  and  tired 
of  alerting  one  administration  after  another  to  the  fact  that  the 
airline  industry  is  in  a  financial  tailspin  largely  due  to  deregula- 
tion only  to  be  told  that  we  must  stay  the  course.  I  am  not  the  first 
to  state  that  deregulation  is  the  most  republican  thing  the  demo- 
crats have  ever  done.  We  fervently  hope  that  this  democratic  ad- 
ministration will  take  the  controls,  change  course,  and  reject  the 
bankrupt  policies  of  the  past. 

However,  quite  candidly,  this  is  not  a  partisan  issue.  Our  Nation 
is  experiencing  the  final  and  irrevocable  collapse  of  a  once  proud 
industry.  The  American  Transport  Association,  an  industry  trade 
group,  has  demonstrated  that  over  the  past  three  years  U.S.  air 
carriers  have  lost  collectively  about  $8  billion  wiping  out  all  the 
profits  made  since  the  Wright  Brothers  flew  at  Kitty  Hawk.  More- 
over, since  1990  alone,  three  major  carriers,  Eastern,  Pan  Am,  and 
Midway  have  ceased  operations.  Three  more — Continental,  TWA, 
and  American  West — are  operating  under  protection  of  bankruptcy 
court  and  hanging  on  for  dear  life.  Northwest  and  USAir,  without 
the  infusion  of  foreign  capital,  may  meet  a  similar  fate.  A  labor  or- 
ganizations such  as  ours,  Mr.  Chairman,  are  faced  with  the  horns 
of  a  dilemma — accept  foreign  investment  in  those  companies  with 
possible  control,  or  participate  in  bankruptcy  proceedings.  I  can 
recall  too,  Mr.  Chairman,  that  the  last  time  I  appeared  before  this 
committee  you  and  I  had  quite  a  lengthy  discussion  about  cabotage. 
There  is  no  need  for  it  now,  Mr.  Chairman,  because  all  these  for- 
eign carriers'  investments  and  what  they  are  talking  about  now 
with  these  seamless  operations  have  made  the  term  "cabotage"  ob- 
solete. 

We  feel  the  causes  of  the  industry's  financial  difficulties  are  not 
a  mystery.  Deregulation  ushered  in  the  era  of  leveraged  buy-outs 
and  towering  debt  loads  that  caused  carriers  to  service  that  debt  by 
selling  valuable  assets  thus  throwing  the  furniture  on  the  fire. 
With  a  weakened  economy  demand  decreased  and  airline  revenues 
shrunk  while  increased  fuel  costs  made  a  bad  situation  worse.  Pre- 
dictably, carriers  turned  to  their  employees  to  shoulder  the  debt 
burden  that  they  created  to  satisfy  corporate  greed.  Mr.  Chairman, 
we  used  to  talk  about  investing  a  few  million  dollars  in  these  carri- 
ers from  the  employees  when  they  reached  some  type  of  financial 
crisis,  as  you  are  well  aware,  like  Northwest  Airlines.  We  don't 
talk  in  those  terms  any  more.  In  that  particular  carrier,  we  are 
talking  about  $900  million  in  employee  investment  over  the  next 
three  years.  When  you  net  that  out,  that  is  $970  rnillion,  almost  $1 
billion  from  employees  in  three  years.  For  these  kinds  of  sacrifices 
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Mr.  Peterpaul.  Until  recently,  airlines  had  an  unlimited  appe- 
tite to  grow  and  become  dominant.  American,  Delta,  and  United 
added  approximately  500  new  aircraft  in  the  past  three  years.  It 
was  great  while  it  was  happening.  Employment  increased  rapidly. 
But  we  always  told  our  people  in  the  machinist  union  that  this  was 
sheer  madness.  These  carriers  built  false  employment  hopes.  The 
employees  who  remain  employed  will  be  there  at  the  expense  of 
others. 

However,  we  now  see  a  total  retrenchment.  American,  United, 
and  Delta,  the  Big  Three,  have  recently  announced  more  than  $15 
billion  in  capital  spending  cuts  through  1995.  Northwest  has  re- 
cently postponed  or  cancelled  its  orders  for  more  than  $6.2  billion 
in  new  aircraft  and  has  laid  off  more  than  3,000  workers  in  the 
past  four  or  five  months.  United  will  lay  off  2,800  employees  and 
has  cancelled  plans  to  hire  another  1,900  in  1993.  And  I  just  read 
in  the  paper  yesterday  where  they  are  meeting  with  their  invest- 
ment bankers  and  talking  about  the  possibility  of  selling  off  their 
flight  kitchen.  Those  flight  kitchens  employ  over  5,000  machinists 
and  that  means  that  here  is  another  labor  conflict  that  is  going  to 
generate  between  us  and  United  Airlines  if  they  attempt  to  create 
any  type  of  atmosphere  like  that.  Delta  plans  to  cut  wages  and 
slash  its  dividends  by  83  percent.  This  greatly  impacts  our  organi- 
zations because  we  represent  many  of  the  employees  laid  off  in  the 
airline  as  well  as  thousands — and  I'm  talking  about  thousands — of 
workers  in  aircraft  manufacturing  at  McDonnell  Douglas,  Boeing, 
and  Lockheed  who  have  lost  their  jobs  as  a  result  of  these  massive 
cuts  in  aircraft  orders. 

I  just  read  in  the  paper  this  morning,  and  the  press  here  in  this 
room  brought  it  to  my  attention,  that  Boeing  this  morning  an- 
nounced 23,000  people  will  be  laid  off  during  the  calendar  year 
1993.  These  are  my  people;  people  we  represent  mainly  up  in  the 
Seattle  area.  Why?  Mainly  because  of  aircraft  cancellations  in  the 
commercial  section,  which  is  the  airline  industry.  So  we're  not  only 
talking  about  this  industry.  It  is  a  ripple  effect.  What  we're  doing 
here  in  this  room  is  so  important,  everything  we've  been  talking 
about,  not  only  for  the  travelling  public  but  for  those  communities 
and  employees.  It  is  getting  bad.  Irrespective  of  what  we  read  in 
the  newspaper,  because  a  lot  of  times  I  pick  it  up  and  I  see  all  this 
recovery  happening.  I'll  be  a  son  of  a  gun  but  I  can't  find  it  among 
the  couple  hundred  thousand  people  of  our  union  that  I  represent 
in  transportation.  It  is  bad.  I  can't  over  stress  that.  It  is  bad.  Once 
we  solve  this  problem  in  air  transport,  we  can  solve  those  manufac- 
turing problems  because  one  flows  with  the  other.  When  we  solve 
these  problems,  we  talk  about  growth.  Growth  is  new  airplanes. 

I  think  even  the  airline  industry  itself  is  now  looking  to  the  Fed- 
eral Government  for  help  for  a  change.  However,  I  think  the  key  to 
recovery  is  to  fill  those  empty  seats  with  passengers  paying  higher 
fares.  There  is  just  no  question  about  that.  The  unvarnished  truth 
is  that  in  the  long  run  passengers  must  pay  for  the  full  cost  of  serv- 
ice or  more  carriers  are  going  out  of  business.  If  not,  far  less  serv- 
ice will  be  offered  and  prices  will  go  even  higher.  Again,  we  strenu- 
ously urge  a  degree  of  regulation  to  impose  some  type  of  "zone  of 
reasonableness"  to  stabilize  the  widely  unpredictable  and  destruc- 
tive chaotic  pricing  that  now  exists.  The  same  thing  we  asked  the 
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we  are  now  forced  to  talk  about  things  we  never  dreamed  of  in  the 
past.  We  talk  about  ownership  equity  and  restructuring  and  gov- 
ernance. The  way  things  are  going,  by  the  year  2000  the  employees 
could  be  the  major  equity  holder  in  half  of  the  major  carriers  in 
the  United  States. 

We're  concerned.  We  are  concerned  about  everything  that  hap- 
pens here.  We  are  concerned  about  everything  we  talk  about. 
We're  forced  to  play  a  difference  role  as  a  labor  organization  in 
this  industry  than  we  ever  have  in  the  past. 

Despite  predictions  of  free  market  profits,  deregulation  produced 
an  unprecedented  period  of  ruinous  short-term  competition,  result- 
ing in  those  150  bankruptcies  and  50  mergers.  It  is  no  surprise  that 
we  now  have  a  highly  concentrated  shared  monopoly.  Economic 
law  of  the  jungle  unleashed  by  deregulation  has  placed  more  than 
90  percent  of  the  domestic  passenger  market  in  the  hands  of  eight 
airlines  with  three  or  four  of  them  in  serious  jeopardy. 

Today,  at  seventeen  major  airport  hubs,  a  single  carrier  domi- 
nates more  than  60  percent  of  the  gates,  take-offs  and  landings. 
When  push  comes  to  shove,  the  larger  airlines  have  the  resources 
to  control  the  major  airports  and  keep  the  weaker  carriers  out,  and 
they  have.  Monopoly  has  become  the  name  of  the  game  with  fare 
wars  and  predatory  pricing  part  of  the  new  rules.  Is  it  any  wonder 
that  airlines  have  gone  haywire.  These  major  hubs  are  also  expen- 
sive to  maintain.  To  be  successful  requires  a  lot  of  aircraft,  gates, 
take-off  and  landing  slots,  and  employees.  Arrival  of  flights,  ex- 
change of  passengers  and  departures  all  take  place  within  an  hour 
or  an  hour  and  a  half. 

We  heard  in  the  previous  testimony  about  delays  up  in  the  skies, 
what  is  happening  over  the  airports.  When  you  have  got  hundreds 
of  flights  coming  into  a  hub,  all  within  this  short  period  of  time  by 
numerous  carriers  trying  to  move  passengers  in  and  out,  there  is 
where  the  delays  come  from.  It  not  only  comes  from  the  air  traffic 
control  system,  but  the  carriers  with  the  spoke  and  hub  system 
have  contributed  to  creating  the  situation  themselves. 

The  airline  industry  will  never  recover  as  a  result  of  growth  in 
the  economy  alone.  Airlines  must  end  their  fierce  fare  wars.  In 
1977,  slightly  more  than  one-third  of  all  passengers  travelled  on 
discounted  fares.  By  1991,  nearly  95  percent  were  flying  at  reduced 
rates.  The  trend  that  we  have  seen  since  deregulation  is  that  unre- 
stricted fares  for  business  travellers  has  spiraled  upwards  where 
there  have  been  deep  discount  fare  wars  for  leisure  travellers. 
With  the  current  chaos  in  the  pricing  structure  at  least  in  the  do- 
mestic markets,  the  more  airlines  fly  the  more  they  lose.  And 
almost  every  CEO  predicts  that  1993  will  not  be  a  moneymaker  in 
the  domestic  market.  That  foreign  markets,  for  those  that  are 
there,  is  their  major  hope. 

To  make  matters  worse,  the  industry  has  tremendous  excess  ca- 
pacity that  I  have  been  listening  to  now  for  two  days.  Airline  seats 
are  a  perishable  commodity.  Once  an  empty  seat  leaves  the  gate,  it 
is  as  spoiled  as  the  rotten  tomato  and  has  about  the  same  value. 
Actually,  when  I  think  about  it,  rotten  tomatoes  have  greater 
value;  at  least  they  can  be  thrown  at  people  like  Alfred  Kahn  and 
other  deregulators  who  have  nearly  ruined  the  industry.  [Laugh- 
ter.] 
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Congress  and  the  Administration  to  impose  15  years  ago  to  main- 
tain stability  in  the  industry,  to  not  let  deregulation  happen  com- 
pletely. Don't  let  them  try  to  regulate  their  own  fares.  We  said 
then  and  we  say  now  the  airlines  themselves  are  incapable  of  doing 
that. 

As  U.S.  airline  fleet  became  the  oldest  in  the  world,  airlines 
should  have  spent  more  on  maintenance  each  year,  but  instead 
they  spend  less.  The  number  of  mechanics  per  aircraft  has  declined 
more  than  10  percent  for  the  major  airlines  in  the  past  five  years. 
Indeed,  surveys  show  that  most  commercial  pilots  now  believe  that 
their  companies  defer  maintenance  for  excessive  periods  of  time.  In 
order  to  cut  costs,  at  least  one  carrier  reduced  its  margin  of  safety 
through  illegal  practices  that  we  heard  about  earlier.  Largely  as  a 
result  of  evidence  produced  by  our  organization.  Eastern  Airlines 
and  nine  managers  were  charged  in  a  60  count  indictment  with 
Federal  safety  violations.  Eastern  agreed  to  pled  guilty  to  seven  of 
those  charges,  including  falsification  of  maintenance  records. 

While  these  practices  were  shocking  and  carried  to  a  criminal  ex- 
treme prior  to  intervention  by  any  Government  agency,  the  greater 
tragedy  is  that  the  architect  of  these  cost-cutting  practices  and  de- 
struction of  airlines  and  workers'  lives  is  back.  Mr.  Lorenzo,  the 
airline  equivalent  of  a  Saddam  Hussein,  has  announced  that  he  in- 
tends to  start  a  new  airline  to  fly  out  of  either  Baltimore- Washing- 
ton International  Airport  or  Washington-Dulles  to  east  coast  cities. 
He  may  be  permitted  to  do  so  because  of  a  loophole  in  the  law  to 
cheaply  acquire  and  operate  a  number  of  old  DC-930  aircraft  that 
don't  meet  the  Federal  noise  standards  because  he  will  be  consid- 
ered a  "startup  venture".  The  other  airlines  can't  use  these  planes 
because  they  are  there.  The  startups  can  get  a  five  year  exemption 
which  puts  them  in  business.  There  are  a  lot  of  luxury  automobiles 
out  there  that  cost  more  than  what  he  is  paying  for  these  air- 
planes. At  BWI,  Lorenzo  will  initially  undercut  USAir  prices  sub- 
stantially, attempting  to  drive  his  competitors  out  of  business.  To 
allow  a  three-time  loser  to  cause  further  disruption  and  tragedy  in 
an  already  troubled  industry  is  unconscionable  and  cries  out  for 
congressional  action.  And  let  me  assure  you,  Mr.  Chairman,  that 
we  are  using  every  resource  we  have  available  in  the  State  of 
Maryland  through  our  congressional  representatives  on  this  side 
and  over  in  the  Senate,  through  every  State  representative,  any- 
body we  can  get  our  hands  on  to  talk  to,  any  resolution  we  can  get 
before  that  assembly  or  senate  is  being  done  to  stop  this  madness 
from  occurring. 

We  are  also  deeply  concerned  about  the  decline  in  safety  in  jobs 
because  of  the  increase  in  foreign  repair  stations.  I  would  be 
remiss,  Mr.  Chairman,  if  I  didn't  bring  this  before  you;  I  have  been 
doing  it  now  for  the  last  few  years.  Three  hundred  and  forty-eight 
foreign  repair  stations  have  been  certified  since  1988.  Prior  to  De- 
cember of  1988,  foreign  repair  of  U.S.  aircraft  was  permitted  only 
in  emergency  situations.  It  is  critical  that  the  original  intent  of 
that  FAR  145  has  to  be  restored,  especially  getting  into  the  future 
with  the  problems  we  have  now  in  the  airlines  because  they  are 
going  to  want  to  defer  more  and  more  maintenance  with  the  criti- 
cal financial  situation.  So  it  has  to  come  back. 
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Overall  safety  has  been  severely  affected  by  the  increase  in  air- 
line operations.  A  severe  strain  is  placed  on  our  air  traffic  control 
system.  I  am  glad  to  see  that  this  Administration  coming  into  the 
White  House  is  reconsidering  that  1981  capital  punishment  docu- 
ment that  was  put  in  place  by  then  President  Reagan  firing  those 
11,000  experienced  controllers.  I  think  if  that  ever  comes  back  and 
they  get  the  opportunity  to  come  back,  we  will  see  a  lot  of  these 
things  that  these  carriers  that  were  sitting  before  this  table  yester- 
day were  crying  about,  the  delays  and  so  forth,  I  think  we  will  see 
a  lot  of  that  corrected.  They  have  to  come  back.  That  12  year  sen- 
tence for  an  alleged  crime  of  going  on  strike  I  think  is  more  than 
"cruel  and  unusual". 

In  conclusion,  Mr.  Chairman,  we  feel  that  deregulation  has  been 
a  stunning  disaster.  If  we  learned  anything  in  the  decade  following 
deregulation  it  is  that  we  are  desperate  for  forceful  corrective  legis- 
lation action.  The  airline  transportation  industry  is  akin  to  a 
public  utility  which  is  granted  for  the  privilege  of  operating  in  air- 
space owned  by  the  American  people.  This  is  the  people's  airspace 
that  was  given  away  or  sold  for  almost  nothing  to  the  airlines  by 
our  Government  over  the  years  that  the  airlines  now  value  and  sell 
for  billions  of  dollars.  Thus,  there  is  a  well-justified  public  interest 
in  regulating  this  essential  service.  We  do  not  expect  nor  do  we 
demand  a  return  to  full  regulation  of  the  past.  That  is  impossible. 
However,  we  feel  that  limited  regulation  is  necessary  and  it  is  im- 
mediate. 

In  addition  to  the  other  measures  we  have  mentioned,  there  is  a 
critical  need  we  feel  for  a  permanent  independent — I  say  "perma- 
nent independent" — Federal  Transportation  Commission  to  be  cre- 
ated such  as  an  oversight  committee,  let's  call  it,  not  a  commission 
with  chief  executive  officers  on  it  like  a  Bob  Crandell  or  an  aca- 
demic like  an  Alfred  Kahn,  I  think  both  of  whom  share  responsibil- 
ity for  creating  this  mess  that  we're  talking  about  today.  These  are 
the  people  that  created  a  very  serious  illness  in  industry  that  now 
has  got  to  be  cut  away  and  put  aside,  cut  out  like  a  cancer.  Such  an 
independent  agency  would  be  empowered  to  coordinate  and  review 
airline  pricing  policies  within  that  zone  of  reasonableness  that  we 
talked  about  that  we  proposed  15  years  ago.  Thus,  both  pricing  ceil- 
ings and  floors  could  be  established  and  such  regulation  would  pro- 
mote competition  by  stabilizing  prices  and  profits  and  would  pro- 
tect smaller  carriers  from  predatory  pricing.  We  strenuously  main- 
tain that  such  an  agency  is  needed  to  protect  consumers  and  em- 
ployees who  are  the  victim  of  an  economic  warfare  within  the  in- 
dustry unleashed  by  deregulation. 

This  past  Monday  evening  the  President  of  the  United  States 
stated  that  for  the  past  12  years  his  predecessors  were  trying  to  dis- 
mantle Government  and  put  Government  out  of  business  especially 
through  deregulation.  Whatever  deregulation  touched  during  this 
period  of  time — the  airlines,  banks,  or  other  industries — it  has 
made  them  a  nightmare  and  now  the  people  are  paying.  Mr.  Chair- 
man, the  people  of  America  elected  President  Clinton  because  they 
now  understand  that  Government  is  important,  that  Government 
is  needed  to  protect  the  American  people  and  maintain  stability  in 
the  economy  and  the  workplace.  I  think  Congress  has  to  deliver 
that  same  message.  We  have  got  to  admit  our  mistakes  of  the  past 
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and  correct  this  catastrophe  that  has  happened  within  a  once 
proud  and  great  air  transport  system.  Some  form  of  control  has  to 
be  reinstated. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Peterpaul.  That's  a 
very  powerful  statement  and  very  forcefully  delivered. 

Mr.  Peterpaul.  We've  got  a  lot  at  stake,  Mr.  Chairman,  as  you 
know.  We've  had  a  lot  of  dialogue  these  past  four,  five,  six  years.  It 
has  been  a  nightmare.  Unions  have  changed  their  role  in  this  in- 
dustry. We  have  had  to  do  things  that  we're  not  accustomed  to.  We 
have  had  to  get  educated  real  fast.  A  lot  of  lawyers  have  made  a  lot 
of  money  as  a  result  of  all  this  activity,  but  that  is  beside  the  point. 
There  are  a  lot  of  Hves  at  stake,  a  great  transportation  system  has 
been  dismantled,  and  we  are  sitting  and  watching  it.  It  almost 
brings  you  to  tears  to  watch  what  has  happened  in  America.  We 
have  been  around  a  long  time.  I  came  to  Washington  in  1964  and 
started  working  with  the  unions  in  this  air  transportation  system. 
To  see  what  has  happened  between  then  and  now,  some  good,  but 
the  majority  of  it  has  been  disastrous.  Really,  I  am  ashamed  of 
what  has  happened  because  I  feel  sometimes  that  I  haven't  been 
able  to  do  my  part.  I  feel  almost  helpless  because  more  should  have 
been  done  not  to  let  all  of  this  happen.  More  should  have  been 
done,  Mr.  Chairman. 

Mr.  Oberstar.  I  certainly  agree  that  more  should  have  been 
done.  I  think  more  in  antitrust  actions  in  the  years  immediately 
following  deregulation.  I  recalled  yesterday  how  that  issue  was  de- 
bated. I  was  sitting  just  about  down  there  in  the  middle  of  that 
bottom  row  at  the  time  and  pondering  the  momentous  bill  before 
us  proposed  by  the  Carter  Administration,  very  reluctant  to  sup- 
port it  but  I  thought  well,  maybe  it  is  the  time  to  try  something 
new  and  try  something  different  and  let  these  market  forces  go. 
There  was  this  guarantee  that  the  Department  of  Transportation 
will  vigorously  look  over  the  antitrust  issues  and  Justice  Depart- 
ment will  do  its  role.  I  was  really  troubled  by  that  bifurcation,  but 
I  said,  no,  Carter's  Justice  Department  is  being  very  vigorous,  they 
will  be  very  tough  on  it.  In  two  years  Carter  was  gone  and  a  whole 
new  crop  came  in  over  at  Justice  Department  and  at  DOT,  specifi- 
cally at  DOT.  Even  the  Reagan  Justice  Department,  not  noted  for 
its  vigor  in  that  area,  recommended  against  a  number  of  mergers, 
recommended  modification  of  mergers,  but  the  DOT  just  went 
along  and  approved  everyone  that  came  up.  I  think  that  was  the 
first  failure  of  deregulation.  There  just  wasn't  a  vigorous  role 
played  as  it  should  have  been. 

The  second  shortcoming  was  in  the  matter  of  international  route 
sales  and  slot  sales,  as  you  have  already  testified  to.  Allowing  those 
prizes,  those  crown  jewels  of  aviation  to  be  sold  instead  of  re-en- 
tered into  the  common  pool  and  redistributed  on  the  same  basis 
which  those  original  routes  were  awarded,  the  Department  of 
Transportation  under  then  Secretary  Dole  allowed  the  market  to 
determine  the  value  of  those  routes,  allowed  them  to  be  sold,  and 
then  those  routes  later  became  assets  in  leveraged  buyouts  and 
became  at  least  a  part  of  the  means  by  which  for  less  than  the 
price  of  a  747  you  could  buy  a  whole  fleet  of  aircraft.  And  now  the 
airlines  are  visited  with  all  this  debt,  enormous  amounts  of  debt. 
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A  question  before  I  go  on  to  Mr.  dinger  is  the  question  of  safety. 
We  are  all  aware  that  when  a  carrier  begins  to  have  financial  diffi- 
culties the  FAA  steps  up  its  surveillance  of  carriers'  maintenance 
and  other  operations  that  involve  safety.  Are  you  concerned  about 
a  possible  deterioration  of  the  margin  of  safety  in  this  period  of 
severe  airline  financial  difficulties?  Do  you  notice  a  cutback  in 
company  spending  on  safety  or  holding  the  line  which  could  simply 
amount  to  an  inflationary  cut? 

Mr.  Peterpaul.  Let  me  say  this,  Mr.  Chairman,  it  would  stand 
the  logic  that  when  an  airline  gets  financially  strapped,  what  do 
they  turn  to?  Lay-offs,  reduction  in  employees,  that  type  of  thing. 
And  when  that  happens,  generally  speaking  it  happens  in  the 
ground  staff  is  the  first  place  they  go.  When  it  comes  to  flight 
crews,  they  can  only  fly  so  many  hours.  You  can  take  out  a  pencil 
and  paper  and  you  can  say,  well,  we  know  how  many  pilots,  how 
many  flight  attendants.  We  have  to  meet  certain  standards  and  we 
know  what  that  should  be  tomorrow  for  X  number  of  aircraft  for  X 
number  of  hours  of  utilization.  The  first  place  they  come  is  to  the 
ground  staff  that  are  not  mandated  by  requirements  of  the  FAA. 
They  come  to  them  because  it  is  easier  to  do  it. 

You  can  take  here  at  National  Airport,  Carrier  A  has  X  number 
of  airplanes,  X  number  of  mechanics  to  turn  out  the  work,  to  turn 
them  around.  We  know  as  we  sit  here  when  an  airplane  comes  in 
overnight,  it  could  be  an  A320,  a  727,  it  could  be  747,  we  know  to 
turn  that  airplane  around  how  many  mechanics,  how  many  hours, 
it  is  down  to  a  science.  When  you  start  taking  one  and  two  and 
three  mechanics  away  from  that  piece  of  equipment  to  turn  it 
around  overnight,  we  know  we  have  got  trouble  because  they  can't 
cover  all  the  situations.  You  get  an  aircraft  with  a  heavy  log  book 
of  maintenance  items  that  are  routinely  done,  you  will  only  see  the 
major  airworthy  items  done  and  the  others  are  put  off  till  when? 
The  next  evening  stop  it  has  where  mechanics  can  get  at  it.  This  is 
constantly  happening. 

We  see  the  number  of  mechanics  diminishing  per  aircraft.  We 
keep  a  survey  of  this  on  a  monthly  basis  and  on  each  carrier,  we 
can  tell  you  how  many  mechanics  they  have  got  for  each  type  of 
equipment.  And  maintenance,  generally  speaking  depending  on  the 
age  of  aircraft,  runs  about  the  same.  When  we  look  at  those  and 
say  why  did  that  decrease  in  the  past  six  months  by  X  number  of 
members  per  aircraft.  We  know  there  has  been  a  layoff.  An  air- 
plane is  a  special  piece  of  equipment  because  don't  forget  it  is  total- 
ly redundant.  What  margin  safety?  An  aircraft  throughout  it  has 
got  two  pieces  of  everything,  there  is  two  of  everything.  You  name 
a  part  in  the  airplane — a  piece  of  radio  equipment,  navigation 
equipment — there  is  two  of  them.  If  one  fails,  they  have  got  an- 
other one  to  keep  it  going. 

The  question  is,  how  safe  are  you  going  to  make  that  airplane? 
What  do  you  push  over  to  next  time  because  you  have  got  to  get  it 
out?  And  if  something  else  fails,  what  goes  wrong?  It  can  be  a  very, 
very  critical  situation.  So  we  monitor  that  safety  I  can  assure  you. 
And  thank  God  it  has  got  those  redundancies  in  it  because  the  in- 
dustry maintains  the  safety  that  it  does  have.  But  to  us,  we  feel 
like  it  is  always  critical,  it  is  always  on  the  edge  ready  to  fall  off, 
and  something  real  serious  can  happen  because  we  are  operating 
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How  many  jobs  in  your  union  have  been  lost  in  the  last  three 
years  in  these  huge  airlines  losses? 

Mr.  Peterpaul.  We  have  lost  probably  as  of  now — this  has  been 
offset,  there  is  a  good  and  bad,  Mr.  Chairman,  because  the  simple 
fact  of  United,  one  of  our  major  carriers  we  represent,  has  grown 
like  the  dickens.  They  have  grown  probably  20  percent  with  em- 
ployees during  this  period  of  time.  So  the  overall  loss,  when  you 
take  Eastern  into  consideration  and  everything  else,  we  have  prob- 
ably lost  about  15,000  people. 

Mr.  Oberstar.  So  15,000.  And  the  growth  in,  say.  United  or 
American  or  Delta,  how  much  of  that  has  been  absorption  of  ma- 
chinists jobs  from  failed  carriers? 

Mr.  Peterpaul.  I  would  estimate  about  half  of  that,  Mr.  Chair- 
man. So  far  we  have  got  a  net  loss  over  the  past,  let's  say  since  the 
Eastern  Airlines  initial  labor  dispute  down  there,  we  have  a  net 
loss  of  about  8,000  or  9,000,  even  though  we've  picked  up  12,000  to 
15,000,  for  example,  in  United  Airlines,  or  an  extra  15,000  on 
Northwest.  Even  though  we've  had  these  growths,  we  have  come 
out  with  a  net  loss  because  of  what  has  happened. 

Mr.  Oberstar.  Coming  back  then  to  the  route  sale  issue  and  a 
little  variation  on  the  question  I  asked  Captain  Babbitt,  should 
there  be  a  Government  policy  in  place  requiring  that  a  carrier 
which  purchases  an  international  route  must  at  that  time  offer  a 
right  of  first  refusal  for  new  jobs  to  employees  of  the  airline  selling 
the  route? 

Mr.  Peterpaul.  We  have  always  felt  that  way.  Earlier,  Mr. 
Chairman,  you  were  talking  about  those  routes  and  about  usage  of 
them.  Going  back  to  the  old  CAB  days,  I  am  not  sitting  here  boost- 
ing the  Civil  Aeronautics  Board,  I  was  not  a  great  admirer  of  that 
agency,  but  they  had  some  good  things  in  place  such  as  use  it  or 
lose  it.  If  a  carrier  didn't  use  a  route  within  certain  time  param- 
eters, then  they  lost  it  or  it  went  on  the  block  or  they  accepted 
other  applications  for  that  route  for  usage.  I  think  that  is  very  im- 
portant that  something  like  that  occur  today,  that  it  be  in  place. 

You  mention  earlier,  Mr.  Chairman,  like  deregulation.  There  are 
a  lot  of  parts  of  deregulation,  the  original  act  had  a  lot  of  policing 
concepts  in  it  which  could  take  care  of  some  of  these  situations. 
But  DOT  never  elected  to  use  that  authority  that  they  had,  espe- 
cially when  it  came  to  mergers  or  fitness.  The  old  saying  on  the 
street  that  DOT  never  saw  a  merger  it  didn't  like  or  an  acquisition 
it  didn't  like.  It  was  crazy  about  that  type  of  activity.  There  were 
some  safeguards  there,  not  enough  as  far  as  we're  concerned,  but 
there  were  some  to  control  some  of  the  things  that  are  going  on 
today  but  nobody  ever  elected  to  utilize  those  things. 

Mr.  Oberstar.  I  think  you  are  quite  right  about  what  the  De- 
partment calls  "dormant  authority",  authority  given  to  a  carrier, 
not  used.  The  last  time  there  was  a  substantial  cancellation  of  dor- 
mant authority  was  when  Matt  Scorcosa  was  Assistant  Secretary 
for  Policy  and  he  terminated  130  of  such  dormant  authorities, 
mostly  for  small  operators,  charters  and  others  that  never  used 
their  authority.  Since  that  time,  I  haven't  heard  of  a  single  cancel- 
lation. Nothing  has  happened  in  that  area.  It  isn't  an  area  that  the 
Department  has  visited  or  acted  upon. 
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within  that  margin.  So  it  does  scare  us  very  much  so.  We  see  that 
safety  really  diminishing. 

Mr.  Oberstar.  Thank  you,  Mr.  Peterpaul. 

Mr.  dinger. 

Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

Mr.  Peterpaul,  thank  you  for  your  testimony.  Just  following  up 
on  the  Chairman's  question,  in  your  testimony  I  think  you  indicat- 
ed that  there  needed  to  be  an  increase  in  safety  staffing  at  the 
FAA,  that  there  were  gaps  and  vacancies  there.  Can  you  be  a  little 
more  specific? 

Mr.  Peterpaul.  I  can  almost  get  somebody  in  trouble  there,  Mr. 
Clinger.  I  was  just  talking  to  the  Chairman  earlier  today  that  a  lot 
of  times  because  of  the  FAA  playing  their  traditional  role,  which  I 
am  glad  they  do,  as  a  policing  agency,  our  conflict  with  them  is  we 
always  accuse  them  of  not  policing  the  industry  tough  enough.  But 
lately  we  have  been  having  meetings  with  the  FAA  and  they  are 
telling  us  of  their  concerns.  We  usually  complain  to  them  about 
our  concerns,  but  they  are  telling  us  about  their  concerns  and  some 
of  the  things  going  on  in  their  agency  into  the  future  about  the 
jobs  that  are  there,  what  they  see.  I  don't  know  how  to  go  about 
explaining  that  to  you. 

Mr.  Clinger.  Well,  safety  covers  a  whole  range  of  activities.  Is  it 
the  inspector  force  that  you  are  concerned  about,  that  there  are 
not  enough  inspectors? 

Mr.  Peterpaul.  Yes,  the  inspector  force  is  one  of  the  major 
things  we're  worried  about;  the  inspector  force  especially  with  the 
Air  Carrier  Division. 

Mr.  Clinger.  Okay.  That  would  be  the  area  that  you  would 
single  out  as  being  short.  Okay.  You're  not  a  great  big  fan  of  de- 
regulation, I  can  get  that,  I  got  that  hint  that  you  didn't  really  like 
it  a  whole  lot. 

Mr.  Peterpaul.  To  the  contrary,  Mr.  Clinger.  Let  me  say  that 
initially  when  we  appeared  here  15  years  ago  we  knew  it  was 
coming,  we  knew  we  couldn't  stop  it.  We  were  insisting  that  at 
least  don't  just  open  up  this  umbrella  and  let  it  fly  into  the  wind 
all  at  once.  Do  it  gradually,  do  it  over  a  three  year  period  or  some- 
thing like  that,  experiment  with  different  parts  of  it  until  you  get 
into  that  free  market.  Basically  that  was  our  proposal.  We  said  if 
you  do  this  all  at  once  there  would  be  five  or  six  airlines  left  within 
a  ten  year  period.  We  missed  it.  We  talked  about  the  bankruptcies, 
the  dislocations,  the  communities  losing  service,  all  of  it.  And,  God 
forbid,  here 

Mr.  Clinger.  So  you  were  really  talking  about  a  Phase-in? 

Mr.  Peterpaul.  Yes,  we  said  let's  do  it  gradually  so  you  could 
experiment  and  see  what  did  work.  When  we  talk  about  fares  and 
"zones  of  reasonableness",  it  was  no  brilliant  thing.  At  that  par- 
ticular time,  that  was  the  procedure  we  were  using  in  the  trucking 
industry.  It  was  pretty  successful  there. 

Mr.  Clinger.  Right.  But  we've  gone  away  from  that  as  well. 

Mr.  Peterpaul.  There  too,  yes. 

Mr.  Clinger.  Just  a  couple  of  things  on  that  issue.  You  have 
stated  that  deregulation  has  created  less,  not  more,  competition. 
The  DOT,  and  maybe  you  don't  consider  their  study  of  this  accu- 
rate, but  their  study  would  claim  that  there  is  actually  more  com- 
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petition  today  than  prior  to  deregulation,  and  that,  in  fact,  the 
overall  price  of  tickets  due  to  competition  has  declined  since  de- 
regulation. It  seems  to  me  we  have  an  inconsistency  here. 

Mr.  Peterpaul.  And  I  would  say  I  am  right  and  they  are  wrong. 
Let  me  just  say  this,  if  you  are  a  member  of  the  business  communi- 
ty, which  Congress  is,  listening  to  everybody  that  I  see  out  there 
now,  and  I'm  telling  my  staff,  economics  have  set  in,  you  start  driv- 
ing your  cars  now  for  anjrthing  underneath  a  couple  hundred 
miles.  And  almost  every  major  corporation  in  America  is  express- 
ing that  view.  You  alarm  a  lot  of  people  taking  them  out  of  the 
airplane,  especially  that  business  traveller.  But  the  business  travel- 
ler is  being  whacked  right  between  the  eyes.  My  God,  I  just  went 
down  to  Federation  meeting  last  week  down  in  Florida  and  for  a 
round  trip  ticket  I'm  talking  about  $1,000  to  fly  two  hours  in  an 
airplane  round  trip.  It's  crazy.  It  is  out  of  whack. 

The  idea  is,  yes,  initially  through  the  process  of  deregulation 
that — I  won't  disagree  with  their  report.  Through  the  process,  sure, 
here  come  a  lot  of  carriers.  We  talked  about  them  here  in  the  testi- 
mony. They  came  but,  as  we  said,  ultimately  they  would  all  go  be- 
cause they  couldn't  compete  with  the  big  boys.  There  is  a  lot  of  tes- 
timony and  a  lot  of  dialogue  about  foreign  carriers  vis  a  vis  these 
domestic  carriers.  Mr.  Clinger,  let  me  say  this,  our  major  U.S.  car- 
riers on  a  level  playing  field  can  be  competitive  with  everybody  in 
the  world.  They  are  scared  to  death  of  them. 

Mr.  Clinger.  I  think  that  is  the  reason  we're  having  trouble 
opening  foreign  markets,  because  they  are  really  worried. 

Mr.  Peterpaul.  I  could  tell  you  some  horror  stories.  We  sit  on 
the  ITF,  an  international  transportation  group  representing  6.5 
million  workers  worldwide.  We  spend  a  lot  of  time  in  Europe  par- 
ticipating in  some  of  those  activities,  especially  that  Common 
Market  over  there.  And,  Mr.  Clinger,  there  is  a  war  over  there 
now.  What  gets  us  a  little  angry  when  we  talk  about — one  of  the 
things  we're  after  is  for  the  State  Department  to  get  over  there  and 
get  into  this  talk  about  the  bilateral  agreements.  We  feel  like  this 
is  the  opportune  time  while  they  are  fighting  over  there,  because 
they  are.  A  lot  of  those  government  controlled  airlines  or  semi-gov- 
ernment controlled,  they  are  in  no  way  near  resolving  that  air 
transport  system  in  Europe.  Everybody  is  protecting  turf.  Now  is 
the  time  during  this  period  to  get  over  there.  This  is  when  we  talk 
about  bilaterals.  This  is  when  we  have  got  to  get  those  markets 
opened  up. 

Mr.  Clinger.  I  would  agree.  I  feel  that  we  ought  to  be  negotiat- 
ing a  bilateral  with  the  European  Community  itself  rather  than 
the  individual  nations. 

Mr.  Peterpaul.  I  agree,  Mr.  Clinger.  This  is  the  muscle  right 
now. 

Mr.  Clinger.  But  let  me  just  conclude  with  this.  In  your  testimo- 
ny you  recommend  establishing,  continuing  on  the  theme  you 
talked  about  15  years  ago  setting  margins  for  rates  and  so  forth, 
but  you  would  recommend  now  establishing  an  Independent  Feder- 
al Transportation  Commission  to  set  ceilings  and  floors.  The  ques- 
tion I  would  ask  is  that,  as  we've  hpard  over  and  over  again  in  the 
last  two  days,  the  only  major  air  carrier  that  has  made  any  money 
in  the  last  few  years  is  Southwest.  If  we  had  had  a  Federal  Com- 
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mission  when  they  were  getting  into  the  business  to  set  price  floors 
it  is  very  likely  that  Southwest  might  not  have  succeeded.  We've 
created  8,000  jobs  at  Southwest  which  might  never  have  come  on 
line  had  there  been  this  controlling  of  the  price  floors. 

Mr.  Peterpaul.  If  I  may,  Mr.  Clinger.  I  don't  think  Southwest 
accomplished — I  mean,  Kellerher  didn't  accomplish  what  he  did 
down  there  just  because  of  fares.  He  has  had  some  competition. 
Some  people  have  come  in  and  tried  to  go  head-to-head  and  he  still 
won.  So  it  is  not  totally  just  fares.  He  created  quite  a  system.  And 
there  is  a  lot  of  merit  to  what  Captain  Duffy  was  talking  about  ear- 
lier when  you  talk  about  a  linear  system.  A  linear  system  is  not 
that  expensive  to  run  because  you  don't  have  a  whole  lot  of  people 
or  a  whole  lot  of  aircraft  come  into  one  spot  and  then  dispersing 
and  travelling  out  of  their  way.  When  he  dispatches  an  airplane, 
he  is  dispatching  it  from  point  A  to  point  B  because  he  has  people 
and  goods  going  from  point  A  to  point  B.  He  is  not  going  to  go  from 
A  to  Al,  A2,  to  some  hub  or  something  to  get  over  there.  He  has 
got  it  fully  loaded  and  he  is  ready  to  go.  He  does  some  other  things 
too  that  are  very  creative  that  maybe  the  big  fellows  couldn't  do. 
But  it  is  not  all  just  fares  when  you  come  to  Southwest.  When  you 
get  involved  in  depth  into  how  Southwest  Airlines  operates,  you 
can  see  why.  We  represent  quite  a  few  people  down  there  and  we 
know  the  way  he  does  it. 

Mr.  CuNGER.  Okay.  Thank  you  very  much. 

Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  I'm  very  interested  in  your  testimony  and,  like  my 
two  previous  colleagues,  I  am  interested  in  pursing  slightly  the 
safety  issue.  I  think  anyone  that  as  a  passenger,  and  we  all  are  in 
this  room,  is  concerned  about  that.  I  heard  you  give  some  examples 
and  I  note  from  what  staff  has  said  that  the  Department  of  Trans- 
portation has  claimed  that  the  airlines  are  safer  since  deregulation. 
You  mentioned  the  concern  of  pilots  in  various  surveys  that  they 
are  worried  about  the  quality  of  mechanic  work  and  part  of  that  is 
related  to  the  decline  in  numbers  compared  to  what  they  were  at  a 
previous  time. 

What  I  wonder,  Mr.  Chairman,  is  there  a  way  the  Department  of 
Transportation  could  give  us  an  estimate  on,  say,  analysis  of  claims 
which  they've  probably  done  regularly  in  terms  of  violations  by 
their  inspectors,  say,  in  a  recent  year,  pick  a  year  under  the  last 
year  of  regulation,  whatever,  and  just  see  if  the  inspectors — and  I 
know  you  have  a  concern  about  them  too — are  catching  more  or 
less  major  safety  violations  of  just  incompetent  work,  whatever  it 
is.  How  do  you  think  that  question  ought  to  be  framed  to  the  De- 
partment of  Transportation  so  we  could  settle  this  dispute? 

Mr.  Peterpaul.  Let  me  just  say  that  when  you  talk  about  the  op- 
eration and  as  it  comes  from  the  FAA — I'll  tell  you  the  one  way. 
FAA  should  be  like  the  NTSB.  I'll  tell  you  how  you  settle  the  prob- 
lem once  and  for  all.  Create  an  independent  agency.  Take  it  out 
from  DOT  so  there  is  nothing  for  them  to  hide,  depoliticize  the  Fed- 
eral Aviation  Administration  and  you  will  cure  90  percent  of  the 
problems  we  have.  Want  to  talk  about  safety,  talk  about  mainte- 
nance, especially  with  the  Air  Carrier  Division.  NTSB  has  turned 
out  to  be  one  of  the  best  functioning  departments  that  there  is  and 
I  think  it  is  because  of  their  independence. 
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Mr.  Horn.  Do  you  feel  the  Department  of  Transportation,  from 
your  standpoint,  is  a  captive  of  management,  let's  say,  or  a  captive 
of  a  particular  Administration?  Most  of  the  people  there  are  civil 
service  that  stay  there  and  watch  Presidents  and  Members  of  Con- 
gress come  and  go. 

Mr.  Peterpaul.  All  of  the  above.  All  of  the  above.  I  think  it  is  a 
little  bit  of  everything. 

Mr.  Horn.  And  you  feel  an  independent  agency  such  as  the  Na- 
tional Safety  Transportation  Board  would  solve  that? 

Mr.  Peterpaul.  I  don't  think  that  there  is  anybody  that  knows 
the  operation  of  the  FAA  associated  with  the  industry  other  than 
maybe  some  carriers  would  not  prefer  an  independent  FAA  outside 
of  Government  control  so  they  can  act  accordingly.  When  they  see 
something  wrong  they  can  say  it  is  wrong  without  fear  of  reprisals, 
without  fear  of  job  loss,  without  fear  of  nothing. 

If  you  ever  get  a  chance,  Mr.  Horn,  and  you  want  the  greatest 
experience  of  your  life,  if  you  can  get  there,  usually  you  have  got  to 
be  some  kind  of  FAA  certified  licensed  person  to  ride  in  the  cock- 
pit, but  some  night  at  5:00  or  6:00,  especially  in  the  winter  time 
when  it  is  dark  out,  if  you  could  only  get  in  that  cockpit  and  see 
the  radio  activity  and  everything  that  is  happening  when  you're 
landing  at  National  Airport,  you  will  have  the  experience  of  your 
life. 

Mr.  Horn.  I'll  go  by  train  probably.  [Laughter.] 

Mr.  Oberstar.  If  the  gentleman  would  yield  on  the  question  of 
an  independent  FAA  which  Mr.  Peterpaul  has  advocated.  I  have 
introduced  such  legislation  and  advocated  vigorously  an  independ- 
ent FAA,  as  has  Senator  Ford,  the  Chairman  of  the  Senate  Avia- 
tion Subcommittee.  The  great  advantage  of  having  an  independent 
FAA  is  that  we  would  be  able  to  give  the  Administrator  a  fixed 
term  of  five  to  seven  years,  whatever  we  would  decide  upon,  and 
have  some  stability  in  the  leadership  of  that  agency  and  also  conti- 
nuity in  policies  and  programs  instead  of  the  stop  and  go  that  we 
have  had  over  the  last  decade  and  a  half.  I  have  more  tenure  as 
Chairman  of  the  Aviation  Subcommittee  than  any  Administrator 
in  the  last  15  years.  That  agency  is  just  too  critical  not  to  have  con- 
tinuity at  the  top,  for  one  thing. 

For  another  thing,  there  was  for  a  long  time  this  practice  of  Sec- 
retaries of  Transportation,  regardless  of  political  party,  interven- 
ing. When  there  was  some  good  news  to  be  announced,  the  Secre- 
tary came  in  and  announced  it;  when  there  was  bad  news,  the  Ad- 
ministrator was  left  twisting  in  the  wind.  And  when  there  were 
troubling  policies  to  be  decided  upon,  they  languished  at  the  secre- 
tarial level. 

So  there  are^a  number  of  such  administrative  things  that  argue 
vigorously  for  an  independent  FAA.  We'll  see.  We  have  got  another 
Administration  coming  to  town  saying  we're  going  to  pick  some- 
body, we're  going  to  put  him  in  there,  we're  going  to  keep  him 
there,  and  we're  going  to  get  this  agency  on  track.  We'll  give  them 
six  months  and  we'll  see  what  happens. 

Mr.  Peterpaul.  If  I  may,  Mr.  Chairman,  Mr.  Horn,  the  best  ex- 
ample was  talked  about  today  when  we  talked  about  the  problems 
Eastern  had.  We  went  to  the  FAA  and  we  went  to  DOT  and  said, 
listen,  we  have  seen  the  logbooks,  they  are  all  pencil  whipped,  no 
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work  has  been  performed.  Airworthiness  items  and  things  are 
being  signed  off  and  no  work  has  been  performed.  FAA  and  DOT 
would  not  take  any  action  whatsoever.  It  took  a  grand  jury  in  the 
State  of  New  York  to  step  in  and  bring  those  indictments. 

Mr.  Horn.  Right.  I'm  familiar  with  that  case. 

Well,  the  point,  Mr.  Chairman,  and  I'll  leave  it  to  you  and  staff, 
is  if  we  could  figure  out  some  sort  of  an  exhibit  with  data  from  the 
Department  of  Transportation  that  would  cover  pre-deregulation, 
deregulation  and  see  if  we  can  get  some  data  they  might  collect 
that  would  give  us  an  insight  into  the  adequacy  of  safety  inspec- 
tions and  have  we  got  a  trend  line  one  way  or  the  other. 

Mr.  Oberstar.  We  have  a  long  history  of  hearings  and  inquiry 
investigations  in  the  Investigations  and  Oversight  Subcommittee 
and  actions  by  the  Subcommittee  on  Aviation  on  this  subject  and  I 
will  be  glad  to  have  staff  give  the  gentleman  a  briefing.  But  to  com- 
pare pre-1978  and  post-1978  would  be  difficult  without  some  impor- 
tant caveats  because  the  nature  of  inspection  and  the  requirements 
for  inspection  have  changed  in  that  period  of  time.  But  the  gentle- 
man is  raising  an  important  point  and  we  would  be  glad  to  provide 
him  some  specific  information  on  this  subject.  It  is  a  critical 
matter. 

Mr.  Horn.  The  airplane  mile  travelled  per  violations  or  what- 
ever. It  seems  to  me  there  ought  to  be  some  comparable  database 
we  can  talk  about. 

One  last  question.  We  read  in  the  newspapers  about  the  United 
Airlines  situation  where  machinists  and  others  were  asked  to  take 
wage  cuts.  I  can  understand  concern  about  executive  salaries  in 
many  businesses  in  our  country.  I  am  just  curious  if  you  could  give 
me  an  insight  into  what  were  the  factors  that  led  to  the  rejection 
of  the  offer  given  the  fact  that  if  America  is  to  be  competitive, 
there  is  going  to  have  to  be  give  in  a  lot  of  places  is  what  some 
argue.  I  would  really  like  to  get  your  feeling  on  the  record  about 
that. 

Mr.  Peterpaul.  Let  me  just  say  this,  Mr.  Horn,  the  best  way  to 
explain  it  is  I  think  labor  is  sick  and  tired  of  having  its  members, 
the  employees,  being  treated  like  second  class  citizens.  When  these 
air  carriers  deal  with  banks  and  vendors  and  everybody  else  and 
give  them  such  priority,  they  make  our  labor  look  like  it  is  worth 
nothing.  We  will  not  tolerate  any  more  in  this  day  and  age  an  air 
carrier  coming  to  the  table  and  telling  us  they  want  concessions 
from  us.  The  first  reaction  from  us  will  always  be,  first  of  all,  how 
much,  what  for,  the  reasons  why,  and  what  are  we  getting  in 
return.  When  we  hear  them  say,  "Your  jobs",  we  just  tell  them  one 
thing  now,  "You  are  not  an  employment  agency;  you  do  what  you 
have  to  do." 

If  you  want  an  investment  after  we  negotiate  collective  bargain- 
ing agreements  in  good  faith  that  contain  wages,  hours,  and  work- 
ing conditions,  and  you  sign  on  with  those  and  we  go  through  all 
this  democracy  that  we  have  with  the  ratifications  and  everything 
else,  which  is  very  complex — I  wish  sometimes  somebody  would 
look  at  labor  organizations.  Everybody  makes  everything  so  diffi- 
cult for  us  to  do  but  for  other  segments  of  our  society  things 
become  so  easy.  But  here  nor  there,  debate  for  another  day.  But  we 
go  through  all  this  democracy  and  all  this  difficulty  and  then  they 
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come  back  and  say  we  want  some  back.  They  have  got  to  justify  it 
and  then  we  have  got  to  negotiate  it  and  we  better  get  a  piece  of 
the  action  just  like  a  bank  does. 

I  am  involved  right  now  with  three  different  carriers  about  this 
subject  matter  we're  talking  about.  I  look  at  the  banks  who  almost 
refused  to  come  to  the  dance.  Banks  in  the  United  States  today,  to 
me,  when  you  talk  about  the  commercial  level,  they  are  almost  in- 
human. You  are  talking  to  machines.  No  sympathy  for  the  work- 
force; none  of  that.  And  every  one  of  them  is  over-collateralized,  es- 
pecially in  the  airlines.  They  are  over-collateralized  115-125  per- 
cent. They  don't  care  about  nothing.  Don't  want  to  come  to  the 
dance;  just  protect  their  investment.  Oh,  sure,  we  may  push  some 
amortization  rates  into  the  future  down  along  the  road,  but,  my 
God,  what  they  charge  us  for  that  is  sinister.  They  make  personal 
credit  card  interest  look  like  nothing. 

But  everybody  is  going  to  understand  one  thing,  employees  have 
to  be  treated  different  in  this  day  and  age.  The  carriers  taught  us 
this.  The  carriers  took  us  to  the  dance  too  often.  We  went  to  that 
table  and  we  gave  up  concessions  over  the  years  on  I  don't  know 
how  many  different  occasions  only  to  have  them  come  back  the 
next  year  and  get  more,  get  more  or  close  the  door.  Nothing  in 
return  for  this.  So  now  we  want  to  be  equal  partners.  We  want  to 
talk  to  them  like  a  bank  or  anybody  else  talks  to  them.  And  some 
day,  we  aren't  there  yet,  some  day  in  some  form  we  are  going  to 
get  there  where  they  will  understand  what  we  are  and  what  we 
represent. 

Mr.  Horn.  Well,  one  obvious  form  that  has  been  tried  in  Europe, 
it  has  been  tried  in  the  United  States,  the  Chrysler  example  to 
some  degree,  and  that  is  participation  on  the  board  of  directors  by 
organized  labor.  What  is  your  reaction  to  that? 

Mr.  Peterpaul.  That's  only  part  of  it. 

Mr.  Horn.  I  know  it  is  only  part  but  what  is  your  reaction  to 
that? 

Mr.  Peterpaul.  Different  labor  organizations  have  different  phi- 
losophies on  that.  We  have  no  objections  to  that.  Every  place  we 
are  talking  about  now  is  part  of  governance,  is  part  of  governance 
of  any  new  structure  we're  talking  about.  We  talk  about  placing 
somebody  on  the  board  to  participate  as  a  full  board  member  in  all 
activity  except  maybe  on  the  labor  committee.  I  wouldn't  want  the 
guy  that  put  him  there  voting  in  case  there  could  be  a  strike  or 
something  along  the  road.  You  know,  we  understand  his  responsi- 
bility so  we  wouldn't  put  that  type  of  burden  on  him.  But  there  is 
nothing  wrong.  Governance  goes  along  with  equity  and  restructure 
because  every  time  we  get  into  one  of  these  transactions  the 
muscle  and  where  you  accomplish  it  all  is  through  restructuring. 
We  can  talk  about  governance.  Governance  really  don't  mean  noth- 
ing. We  can  talk  about  equity.  But  equity  in  a  sense  don't  mean 
nothing  either.  We  can  get  20,  30,  40  percent  of  a  company  or  you 
could  be  getting  20,  30,  40  percent  of  nothing. 

The  key  to  all  of  these  transactions  if  you  broke  them  down  in 
three  parts  would  be  the  restructuring,  because  the  restructuring  is 
where  you  go  to  the  dance  and  where  you  realign  the  financial  ar- 
rangements of  that  carrier  for  the  future  to  make  sure  that  your 
investment  is  protected.  And  they  all  go  together  because  you've 
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got  to  get  that  ownership  m  return  for  your  investment,  you  have 
got  to  get  that  governance  to  protect  it,  whether  it  is  a  seat  on  the 
board  or  some  other  mechanics.  But  none  of  that  is  worth  nothing 
unless  you  are  there  during  the  restructuring  part  to  deal  with  all 
the  creditors,  the  vendors,  everybody  else  to  say,  all  right,  here  is 
the  structure  for  the  future  to  protect  that  equity,  to  protect  that 
governance,  to  protect  all  of  this  and  for  the  future  of  the  employ- 
ees and  the  carrier.  Probably  that  middle  ingredient  is  more  impor- 
tant than  all  of  them. 

Mr.  Horn.  Have  there  been  cases,  I  simply  haven't  followed  it, 
where  you  have  participation  not  only  on  the  board  but  it  is,  say, 
your  pension  funds  that  are  making  a  heavy  investment  in  that 
company?  You  sure  have  vested  interest  in  preserving  those  pen- 
sion funds. 

Mr.  Peterpaul.  No.  We  can't  invest  pension  funds.  Philosophi- 
cally, we  wouldn't.  We  hope  that  the  pension  funds  are  fully 
funded.  When  a  carrier  gets  in  that  type  of  trouble,  especially 
when  jobs  are  in  jeopardy,  my  God,  if  it  does  close  down  and  those 
employees  go  out  the  door,  the  only  thing  they  have  got  left  is  a 
pension  fund.  To  take  that  money  especially  for  someone  who  may 
have  been  there  10,  20,  30  years,  to  take  that  money  out  of  that 
pension  fund  and  use  it  for  this  kind  of  investment  that  could  go 
sour — and  I'm  glad  the  law  prohibits  us  from  doing  this — that  poor 
employee  that  is  going  out  the  door  doesn't  have  anj^hing.  If  he 
goes  out  the  door,  in  the  first  instance  he  doesn't  have  a  job,  in  the 
second  instance  if  we  use  his  pension  funds,  he  not  only  doesn't 
have  a  job,  he  doesn't  have  a  pension.  That's  sinister.  I  don't  even 
want  to  think  about  that.  I  just  refuse  to  talk  about  pension  funds, 
and  the  law  restricts  me  to  a  great  degree,  in  any  type  of  employee 
investment  situation.  Whatever  laws  there  are,  I'm  glad  they  are 
there. 

Mr.  Horn.  All  I  am  doing  is  saying  there  has  got  to  be  some  cre- 
ative ways  to  get  over  the  gap  that  obviously  exists  in  some  firms 
between  management  and  labor  given  the  era  we're  in.  You  ^ee 
jobs  going  overseas.  You  can't  keep  American  business  captive  in 
this  country  when  they  can't  break  even.  So  the  question  is  what 
creatively  can  be  done.  And  I  agree  with  you  on  the  governance 
point.  I  also  know  that  there  are  tremendous  assets  out  there  and 
obviously  when  people  feel  they  have  a  stake  in  the  company  and 
its  future  their  behavior  is  often  a  little  different  than  if  they  feel 
they  have  no  st£ike  or  nobody  gives  a  hoot  about  them. 

Mr.  Peterpaul.  I  don't  disagree  with  you,  Mr.  Horn.  In  this 
global  economy  especially  in  the  air  transport  industry,  there  are  a 
lot  of  difficulties  and  we  have  got  to  talk  about  some  cooperation  in 
some  fashion  or  form  down  the  road.  But  I  remind  you  that  these 
situations  were  not  created  by  labor,  number  one;  and  number  two, 
we  always  find  in  this  industry,  especially  with  the  newcomers  that 
have  come  in  the  past  several  years — Earlier  I  heard  a  question 
how  is  it  to  negotiate  with  Frank  Lorenzo.  I  can  tell  you  my  first 
negotiation  with  him  lasted  about  a  minute  and  a  half  because  he 
just  asked  one  question.  He  said,  "Listen,  I  need  $250  million  from 
your  people  during  the  life  of  this  contract."  I  said,  "Wait  a 
minute,  let's  talk  about  that."  He  said,  "There  isn't  very  much  to 
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talk  about  because  if  you  don't  give  it  to  me  I  am  going  to  take  it." 
Like  no  negotiations,  no  nothing.  That's  the  mental  attitude. 

I  heard  the  new  President  of  the  United  States  talk  the  other 
night  about  cooperation.  It  sounds  good.  We  would  like  to  go  to 
that  dance  too.  I  would  like  to  feel  what  cooperation  means  once  in 
a  while.  It  would  be  a  rest  from  the  war  zone  and  I  would  really 
like  that  type  of  experience.  But  what  we  find  when  we  do  try  to 
get  into  that  cooperation,  the  first  thing  the  people  do  on  the  other 
side  is  they  are  not  seeking  cooperation  for  the  success  of  the  com- 
pany or  something  like  that,  the  first  thing  they  do  is  attack  labor 
laws,  attack  your  contract,  attack  everything.  So  you  don't  want  to 
cooperate.  You  won't  give  me  this,  this,  this,  and  that.  It's  crazy. 
When  we  cooperate  we  talk  about  a  spirit  of  cooperation,  we  talk 
about  the  salvation  of  the  employer,  the  salvation  of  the  company, 
jobs  for  the  people.  But  it  doesn't  happen  that  way  usually  when 
you  sit  down  with  these  carriers.  They  look  at  something  different, 
just  like  the  experience  with  Lorenzo. 

But  with  a  global  economy,  more  and  more  is  going  to  have  to 
come  and  we  get  put  in  a  dilemma.  Talk  about  the  USAir-British 
Air,  we  represent  both  airlines.  We're  in  a  dilemma.  Let  me  tell 
you,  Mr.  Horn,  if  it  doesn't  materialize  for  USAir,  if  the  transac- 
tion doesn't  go  through,  if  you  saw  what  they  had  to  do,  what  their 
new  airline  would  look  like  with  the  retrenchment,  it  would  scare 
you.  I  have  got  10,000  people  on  USAir  and  I  have  got  a  bunch  of 
people  on  British  Air.  And  it  would  scare  you  what  this  new  airline 
would  be  in  this  deregulated  environment  where  the  smaller  you 
are  the  sooner  you  go.  That  seems  to  be  the  mentality  and  that 
seems  to  be  an  actual  fact  of  what  happens.  If  you  saw  that,  you 
would  be  scared  to  death.  You  can't  let  it  happen. 

We  don't  like  foreign  investment,  foreign  control  is  the  key, 
always  opposed  to  that.  But  right  now  with  what  is  transpiring 
with  United  Airlines,  if  you  want  to  come  to  my  office,  I've  got 
hundreds  of  letters  from  the  people  I  represent — I  represent  30,000- 
plus  people  on  United  Airlines  and  I  got  a  whole  bunch  of  letters 
because  Wolf  did  a  good  job  of  soliciting  the  employees  saying  write 
your  leaders  and  tell  them  they  have  got  to  oppose  the  USAir 
thing.  That's  on  one  side  of  my  desk.  On  the  other  side  of  my  desk, 
I  have  a  whole  bunch  of  letters  from  the  people  I  represent  on 
USAir  saying  you  have  got  to  fight  to  close  this  deal  or  we're  going 
to  lose  one-third  of  the  workforce,  we'll  lose  2,000  or  3,000  mechan- 
ics in  that  situation.  Scofield  has  done  a  good  job  on  his  side  too, 
telling  his  people  to  write  your  congressman,  write  everybody,  we 
need  this  to  protect  your  job.  Now  we've  got  two  workforces  and 
we're  caught  right  in  the  middle. 

We  don't  like  foreign  investment  but  there  is  one  thing  we  do 
like,  we  like  to  save  jobs.  That  is  what  we're  here  for  is  to  save 
jobs.  We're  a  labor  organization  and  number  one  is  jobs.  That  even 
comes  before  a  contract.  You  have  to  have  a  job  before  you  have  a 
contract.  Secondarily  is  a  good  contract  with  living  wages.  But  first 
and  foremost,  you  have  got  to  have  that  job.  The  question  is,  is  it 
jeopardizing  those  other  people  on  United  Airlines?  We  have  a 
large  barrier  to  cross  here. 

Mr.  Chairman,  this  commission  we  keep  talking  about  and  I  keep 
hearing  about  proposed,  it  is  a  good  idea  to  get  to  something  and 
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really  lay  out  what  the  problems  are.  I  am  talking  about  you 
people  that  make  the  decisions  in  Congress,  you  need  that,  you 
need  that  now.  There  is  a  step  beyond  that — and  you  can't  believe 
everybody  that  comes  here  before  you,  you  know  that,  they  tell  fish 
stories.  Let's  face  it,  most  of  the  airlines  out  there,  if  you  listen  to 
the  talk  in  the  street,  there  is  supposed  to  be  two  less  carriers  out 
there  this  year.  That's  why  all  this  capacity  increase  is  because 
there  was  supposed  to  be  two  less  guys  out  there  and  they  could 
move  right  in  and  absorb  this.  There  is  only  one  thing,  these  two 
guys  didn't  leave,  whoever  they  were  supposed  to  be  didn't  leave 
the  marketplace.  So  now  we  have  got  this  capacity  and  everybody 
is  scared  to  death  that  1993  is  going  to  be  a  bad  year  domestically. 
Why?  Those  two  guys  didn't  leave  the  marketplace.  What  does  that 
tell  you?  They  were  supposed  to  be  driven  out  by  this  capacity. 
That  is  what  is  was  supposed  to  have  done  but  it  didn't  happen. 
Now  you  are  getting  involved  how  you  treat  airlines  in  bankrupt- 
cies, what  fares,  it  is  getting  so  complex  because  we're  letting  all  of 
this  happen.  So  you  have  got  to  identify  it  and  put  it  on  the  table 
and  the  independent  commission,  Mr.  Chairman,  will  do  that. 

But  there  is  a  tomorrow  too  and  this  is  why  we  are  saying  you 
have  got  to  go  beyond.  I'm  not  saying  go  back  to  re-regulation  and 
please  don't  create  another  Civil  Aeronautics  Board,  I  would  never 
ask  you  to  do  that.  But  you  have  got  to  have  something  like  an 
oversight  something  to  police  these  types  of  things.  Understand  the 
industry  and  not  the  people  of  the  past.  We  don't  need  no  Mr.  Yes- 
terday, we  need  Mr.  Tomorrow  and  Mrs.  Tomorrow,  people  that 
understand  what  is  going  on  not  associated  with  the  industry.  We 
need  that  permanency,  someone  to  every  once  in  a  while  sit  down 
and  look  at  it  and  say,  hey,  wait  a  minute,  let's  stop  this  before  it 
gets  haywire  again.  We're  going  to  do  A,  B,  C,  D. 

It  has  taken  so  long  to  get  to  where  we  are  right  now  before  your 
committee  that  I  don't  want  to  blow  the  chance.  So  study  it,  let's 
beat  it  to  death,  let's  put  some  short  term  solution  in  there,  but 
let's  talk  about  long  term.  Let's  have  somebody  to  look  over  it.  You 
have  oversight  committees  all  over  the  place.  There  is  no  reason 
why  there  shouldn't  be  one  for  an  industry  like  this  that  is  so  criti- 
cal to  America.  We  have  got  to  have  one  there  on  a  permanent 
basis  to  watch  what  these  rascals  are  doing.  I  think  they  are  in- 
competent of  handling  their  own  affairs  into  the  future  with  the 
economy  the  way  it  is  today,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Peterpaul.  Mr.  Horn, 
you  solicited  enormous  eloquence  on  the  part  of  Mr.  Peterpaul. 
[Laughter.] 

And  passion  that  poured  forth.  It  is  the  first  time  I've  seen  a 
speech  drive  a  member  from  the  committee.  [Laughter.] 

Mr.  Peterpaul.  Are  you  saying  we  know  how  to  get  rid  of  Re- 
publicans now,  Mr.  Chairman? 

Mr.  Oberstar.  No.  No.  He's  a  thoughtful  member  of  this  commit- 
tee. He  made  notes  on  what  you  said. 

You  answered  three  of  the  questions  I  was  going  to  ask  in  the 
course  of  your  soliloquy.  I  do  want  to  just  respond  and  perhaps,  to 
a  degree,  reassure  on  the  issue  of  foreign  repair  stations.  There  are 
three  hundred,  forty-eight  foreign  repair  stations  but  only  eighty- 
seven  new  certifications  since  1988.  There  are  actually  far  tewer 
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than  that  number  since  we  began  four  years  ago  pressuring  the 
FAA  and  holding  hearings  on  the  issue  of  foreign  repair  stations. 
Actually,  what  has  been  approved  has  been  authority  for  those  for- 
eign repair  stations  to  fix  turbine  blades  or  generators,  and  auxilia- 
ry power  units.  There  haven't  been  new  certifications  in  the  last 
two  years  for  a  D-check  station. 

Six  years  ago  I  was  at  United's  maintenance  base  in  San  Francis- 
co and  there  were  aircraft  from  eight  foreign  carriers  being  main- 
tained by  United  and  they  were  in  for  D-checks.  The  last  time  I 
was  there  three  years  ago  there  were  no  foreign  aircraft.  Last 
week,  no  foreign  aircraft;  all  filled  up  with  United's  aircraft.  Not 
that  we're  losing  business,  it  is  just  that  they  are  at  capacity.  They 
have  increased  their  fleet  so  much  so  did  American,  so  did  North- 
west, so  did  Delta,  all  those  who  were  taking  in  aircraft.  You  can 
be  sure  that  this  committee  is  watching  that  situation  very  closely. 
Mr.  Peterpaul.  Thank  you,  Mr.  Chairman.  United  used  to  be  the 
biggest  maintenance  facility  in  the  world  for  foreign  carriers.  We 
can't  control  those  foreign  carriers  and  where  they  do  their  main- 
tenance. If  they  want  to  come  to  one  of  our  shops,  God  bless  them. 
I  think  the  thing  we're  scared  of,  especially  as  the  economic  crunch 
gets  more  and  more,  is  the  U.S.  carriers  making  a  big  exit  for  for- 
eign countries. 

Mr.  Oberstar.  That's  why  we  have  required  the  FAA  to  supply 
the  committee  with  quarterly  reports  on  the  status  of  foreign 
repair  stations  and  the  work  performed  on  U.S.  aircraft  at  those 
stations.  And  I'll  quote  from  the  January  report  from  Administra- 
tor Richards.  "There  has  been  no  significant  change  in  the  way 
'  U.S.  airlines  are  having  maintenance  performed  by  foreign  repair 
stations  under  the  existing  rule."  There  is  no  exodus,  there  is  no 
flight  to  foreign  repair  stations.  We're  watching  them  very,  very 
closely. 

Now  I  think  there  is  a  little  yellow  warning  light  in  the  Pacific. 
We  have  had  a  pretty  heavy  hand  on  the  European  situation.  Just 
last  week,  I  might  say,  the  Director  of  French  Civil  Aviation  was  in 
Washington  for  a  series  of  meetings.  We  had  a  session  with  him 
and  he  expressed  his  complaint  and  concern  that  we  have  been  too 
heavy  handed  on  approval  of  repair  stations  in  the  European  Com- 
munity, that  the  United  States  has  simply  not  been  approving  cer- 
tificates for  these  foreign  repair  stations,  and  asked  us  to  loosen  up 
on  that.  I  said,  Mr.  Director,  out  of  the  question. 

Mr.  Peterpaul.  I  think,  Mr.  Chairman,  one  of  the  reasons  is 
your  flag.  You  hit  it  right  on  the  button.  If  the  committee  wasn't 
having  that  watchdog  type  of  approach,  I  think  that  is  the  thing 
that  has  curtailed  our  suspicions.  But  we're  watching  that  Thai  fa- 
cility so  close.  It  is  so  big.  Another  one  we're  scared  of,  and  I  lose 
the  facts  now,  Mr.  Chairman,  I  think  I've  mentioned  to  you  in  the 
past  that  big  Russian  military  facility  that  they  just  sold  to  I  think 
two  European  airlines.  My  God,  that  one  facility  you  can  put  about 
five  Chicago  O'Hare  Airports  in  there  and  the  hangars  are  im- 
mense. Every  time  we  hear  the  Europeans  talking  about  it,  that  is 
what  scares  us.  I  think  it  is  in  Bulgaria  and  that  facility  is  so  mon- 
strous. The  Soviets  used  to  use  that  for  a  military  installation  and 
they  have  abandoned  it.  This  is  fully  equipped  and  it  is  gorgeous.  I 
have  seen  pictures  of  it  and  it  is  gorgeous.  But  places  like  that 
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scare  me,  that  and  Thai.  So  I  appreciate  your  efforts  and  we'll  be 
watching  them  with  you. 

Mr.  Oberstar.  Thank  you. 

Mr.  Peterpaul.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  There  may  be  other  questions  that  we  would  like 
to  submit  for  your  response  in  writing.  We  don't  want  to  detain 
you  longer.  Thank  you  very  much  for  being  with  us. 

Mr.  Peterpaul.  Thank  you  very  much. 

Mr.  Oberstar.  Our  next  panel  includes  Mr.  Conrad  Bowers, 
president.  National  Organization  to  Insure  a  Sound-  Controlled  En- 
vironment; Mr.  Richard  Kassel,  counsel  to  the  Natural  Resources 
Defense  Council;  Mr.  Loren  Simer,  president.  National  Airport 
Watch  Group  and  Barbara  Lichman,  counsel  for  National  Airport 
Watch  Group.  Welcome.  We're  very  glad  to  have  you.  We  appreci- 
ate the  citizen  input  on  this  very  complex  and  troubling  issue  of 
the  financial  condition  of  the  airline  industry  and  policies  to  guide 
the  industry  in  the  future.  So  I  welcome  your  testimony.  Have  you 
decided  amongst  the  group  who  will  start? 

TESTIMONY  OF  CONRAD  W.  BOWERS,  PRESIDENT,  NATIONAL  OR- 
GANIZATION TO  INSURE  A  SOUND-CONTROLLED  ENVIRON- 
MENT, ACCOMPANIED  BY  CHARLES  F.  PRICE,  EXECUTIVE  DI- 
RECTOR, NATIONAL  ORGANIZATION  TO  INSURE  A  SOUND-CON- 
TROLLED ENVIRONMENT;  RICHARD  A.  KASSEL,  COUNSEL,  NAT- 
URAL RESOURCES  DEFENSE  COUNCIL;  AND  LOREN  SIMER, 
PRESIDENT,  NATIONAL  AIRPORT  WATCH  GROUP,  ACCOMPA- 
NIED BY  BARBARA  LICHMAN,  COUNSEL,  NATIONAL  AIRPORT 
WATCH  GROUP 

Mr.  Bowers.  Yes.  Thank  you,  Mr.  Chairman.  My  name  is  Conrad 
Bowers  and  I  am  president  of  the  National  Organization  to  Insure 
a  Sound-Controlled  Environment,  our  acronym  is  N.O.I.S.E.,  and 
our  group  consists  of  local  elected  officials  and  others  who  are  con- 
cerned about  the  impact  of  aircraft  noise  on  communities  near  our 
Nation's  airports. 

I  very  much  appreciate  this  opportunity  to  appear  before  you 
today  to  share  our  views  on  the  implications  of  the  financial  diffi- 
culties that  now  afflict  the  airline  industry.  We  all  have  a  stake  in 
helping  make  sure  the  Nation's  air  transport  industry  remains 
sound. 

In  addition  to  being  president  of  N.O.I.S.E.,  I  am  the  mayor  of 
the  city  of  Bridgeton,  Missouri,  a  suburban  community  adjacent  to 
Lambert  International  Airport  near  St.  Louis.  The  airline  industry 
is  very  important  to  the  economy  of  our  area.  Trans  World  Airlines 
and  the  McDonnell  Douglas  Corporation  are  significant  employers 
and  contributors  to  the  welfare  of  the  entire  St.  Louis  metropolitan 
complex,  and  both  have  suffered  from  the  economic  downturn  of 
recent  years.  Clearly  the  failure  of  these  or  any  other  major  play- 
ers in  the  air  transport  industry  would  be  a  severe  blow  to  both  the 
regional  and  national  economies. 

Consequently,  I  want  to  commend  this  subcommittee  for  holding 
these  hearings  to  examine  the  problem  and  hear  ideas  about  how 
we  might  undertake  to  solve  them.  N.O.I.S.E.  appears  here  today 
as  part  of  a  coalition  with  the  National  Airport  Watch  Group  and 
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the  Natural  Resources  Defense  Council  to  present  a  proposal  for  a 
Federal  investment  tax  credit  which  we  believe  will  help  restore 
the  financial  viability  of  the  airlines. 

But  in  putting  forward  this  proposal,  we  are  very  mindful  of  the 
fact  that,  while  Federal  tax  policy  does  not  fall  within  the  jurisdic- 
tion of  this  subcommittee,  oversight  of  the  implementation  of  the 
Airport  Noise  and  Capacity  Act  of  1990  does.  My  main  purpose 
here  today  is  to  place  our  tax  proposal  in  the  context  of  your  re- 
sponsibility to  ensure  the  intent  of  the  Act. 

We  want  to  give  tax  relief  to  the  airlines  to  help  make  sure  that 
the  phaseout  of  Stage  2  aircraft  mandated  by  the  Airport  Noise 
and  Capacity  Act  does  not  become  a  casualty  of  the  economic  hard 
times  the  air  carriers  are  now  suffering.  Also,  as  mayor  of  an  area 
that  depends  on  the  aircraft  industry,  I  want  to  support  legislation 
that  will  preserve  jobs. 

I  admit  it  is  somewhat  ironic  that  we  are  here  today  to  urge  you 
to  preserve  the  Act.  Anyone  who  has  followed  the  debate  over  air- 
craft noise  in  the  last  couple  of  years  knows  how  displeased  local 
communities  were  with  the  hasty  way  the  Act  was  passed,  and  how 
unhappy  we  are  with  the  way  the  Act  has  been  interpreted  by  the 
Federal  Aviation  Administration.  Communities  virtually  lost  the 
right  to  impose  noise  restrictions  on  Stage  3  aircraft,  and  the  FAA 
contends  we  also  lost  the  right  to  phase  out  Stage  2  aircraft  at  a 
more  accelerated  rate  than  the  Act  called  for.  In  the  final  imple- 
menting rules  FAA  re-wrote  under  pressure  from  the  Bush  Admin- 
istration, the  mandated  Stage  2  phaseout  became  riddled  with  loop- 
holes and  escape  clauses.  The  N.O.I.S.E.  organization  has  duly  pro- 
tested and  lamented  all  of  these  defects  that  appear  in  the  Act. 

But  we  are  also  acutely  aware  that  when  all  is  said  and  done,  the 
Stage  2  phaseout  required  by  the  Act  is  a  very  significant  benefit 
for  the  noise-impacted  citizens  of  this  country.  We  had  hoped  there 
would  be  other  benefits  but,  in  the  end,  there  were  not.  The  phase- 
out  is  all  we  have,  imperfect  though  it  may  be. 

And  we  are  most  concerned  that  the  current  financial  plight  of 
the  air  transport  industry  will  be  used  by  some  as  an  argument  to 
do  away  with  the  phase  out,  to  relieve  the  airlines  of  the  costs  asso- 
ciated with  buying  Stage  3  planes  or  re-engining  or  hushkitting 
Stage  2  equipment  to  meet  Stage  3  requirements. 

There  may  be  legitimate  regulatory  relief  the  Government  can 
grant  to  the  industry  to  ease  its  financial  woes.  But  abolishing  or 
further  slowing  down  the  Stage  3  conversion  schedule  is  not  one  of 
them.  I  urge  this  subcommittee  to  hold  fast  to  the  phaseout  and 
look  for  other  ways,  including  the  proposal  we  are  putting  forward 
today,  to  relieve  the  industry.  Millions  of  noise-impacted  citizens 
around  this  country  are  relying  on  the  phaseout  to  improve  the 
quality  of  their  lives.  This  means  they  are  also  relying  on  you  to 
protect  it. 

I  thank  you  for  your  attention.  At  this  time  I  would  like  to  intro- 
duce Mr.  Charlie  Price  who  is  the  executive  director  of  N.O.I.S.E. 
And  on  behalf  of  N.O.I.S.E.,  he  is  going  to  share  some  thoughts  on 
the  National  Commission  to  Insure  a  Strong  Competitive  Environ- 
ment for  the  airline  industry. 

Mr.  Price.  Mr.  Chairman,  with  your  permission,  I  want  to  depart 
just  for  a  minute  or  two  from  our  prepared  remarks  to  raise  an 
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issue  that  we  became  aware  of  late  yesterday  that  we're  somewhat 
concerned  about.  We  are  aware  of  the  legislation  that  you,  Mr. 
Oberstar,  offered  I  believe  a  couple  of  days  ago  and  Mr.  Exon  of- 
fered in  the  other  body  that  would  reconstitute  the  commission  to 
take  a  look  at  the  competitiveness  of  the  airline  industry.  We  un- 
derstand because  of  the  crisis  atmosphere  that  we  do  face  with 
regard  to  the  financial  condition  of  the  industry  that  this  legisla- 
tion is  being  fast-tracked  and  I  believe  it  is  going  to  be  marked  up 
probably  early  next  week. 

As  I  am  sure  you  know,  in  the  FAA  reauthorization  legislation 
that  was  enacted  at  the  end  of  last  session  a  commission  was  also 
called  for.  In  that  legislation  a  seat  on  the  commission  was  re- 
served for  local  elected  officials  or  citizens.  We  notice  in  the  legisla- 
tion that  you  have  offered  and  Mr.  Exon  has  offered  that  that  seat 
has  been  eliminated.  In  conversations  with  staff  during  the  break,  I 
learned  that  one  reason  for  that  was  you  were  trying  to  limit  the 
size  of  the  commission  and  also  were  trying  to  limit  it  to  experts. 
We  would  submit  that  local  elected  officials  are  experts  in  the 
impact  of  the  condition  of  the  airline  industry  on  local  economies 
and  that  local  citizens  are  experts  in  paying  the  cost  of  keeping  our 
air  transport  system  going.  So  we  feel  it  is  really  important  to  re- 
store that  seat  that  was  identified  in  the  legislation  at  the  end  of 
last  year  for  local  elected  officials  and  citizens  in  the  new  commis- 
sion that  your  legislation  would  set  up. 

We  are  very  grateful  to  you  for  the  way  you  represented  citizen 
and  local  government  interest  in  1990  during  the  consideration  of 
the  Airport  Noise  and  Capacity  Act.  And  as  I  am  sure  you  also 
know,  communities  have  felt  that  in  the  implementation  of  that 
Act,  they  have  tended  to  be  somewhat  frozen  out  of  the  definition 
of  the  National  Noise  policy.  I  have  worked  hard  as  the  executive 
director  of  N.O.I.S.E.  to  try  to  make  a  difference  in  that  regard  in 
the  last  couple  of  years.  I  hope  we  have  been  somewhat  successful. 
But  I  do  regard  the  omission  of  local  elected  officials  and  citizens 
from  this  commission  as  something  of  a  setback,  and  I  hope  that 
we  can  have  your  help  in  restoring  that  seat.  Thank  you,  sir. 

Mr.  SiMER.  Mr.  Chairman,  my  name  is  Loren  Simer.  I  live  in 
Minneapolis.  I  am  president  of  the  National  Airport  Watch  Group, 
a  coalition  of  163  citizen  groups  across  the  United  States  who  are 
deeply  concerned  about  aircraft  noise  pollution.  I  am  here  along 
with  my  colleagues  at  the  table  to  alert  this  subcommittee  to  the 
unforeseen  effects  of  the  airlines  industry's  financial  crisis  on  noise 
pollution  control  efforts. 

Our  citizens  were  not  happy  with  the  Airport  Noise  and  Capacity 
Act  of  1990  because  it  ignored  most  noise  problems.  The  one  really 
hopeful  part  of  the  Act  was  the  legislated  phaseout  of  Stage  2  air- 
craft by  the  year  2000.  That  was  progress  toward  noise  control.  Yet 
it  now  appears  this  phaseout  is  in  question  because  of  the  airlines 
financial  condition. 

We  all  know  that  the  airlines  have  lost  billions  of  dollars  during 
the  past  three  years.  Now  there  are  rumblings  from  the  mdustry 
that  they  cannot  meet  the  phaseout  schedule  and  that  they  should 
get  some  relief  from  them.  Our  communities  are  deeply  disturoea 
by  this  concept.  We  feel  that  deferring  the  phaseout  ot  ttie  oia 
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noisy  jets  not  only  undermines  the  best  provisions  of  the  1990  Act, 
but  will  not  really  address  the  problems  of  the  airlines. 

We,  therefore,  recommend  an  approach  which  we  believe  is  con- 
structive for  both  the  airlines  and  the  noise-impacted  citizens.  We 
have,  in  line  with  President  Clinton's  appeal  to  get  America  invest- 
ing in  America,  proposed  legislation  granting  investment  tax  cred- 
its to  aircraft  owners,  including  airlines  and  lessors,  for  modifica- 
tion of  their  aircraft.  Noise  modification  includes  both  re-engining 
and  hushkitting.  This  proposal  was  developed  through  consultation 
with  many  concerned  communities  and  many  industry  sources. 
This  legislation  will  help  the  airlines'  balance  sheets  and  address 
our  noise  concern. 

At  this  point,  our  legal  counsel,  Ms.  Barbara  Lichman,  will  dis- 
cuss the  key  components  of  this  legislation. 

Ms.  Lichman.  Thank  you,  Loren.  Mr.  Chairman,  Congressman 
dinger,  counsel  and  staff,  my  name  is  Barbara  Lichman  and  I  am 
counsel  to  the  National  Airport  Watch  Group.  I  am  here  today  be- 
cause the  National  Airport  Watch  Group  believes  that  the  legisla- 
tion that  we  have  formulated  is  a  balanced  proposal  which  meets 
the  needs  of  the  airlines  and  the  aircraft  owners  for  financial  relief 
in  meeting  their  obligations  under  the  Airport  Noise  and  Capacity 
Act,  and  of  noise-impacted  citizens  for  conversion  of  the  Stage  2 
fleet  which  you  have  just  heard  so  much  about.  And  we  believe 
that  it  can  do  both  without  placing  a  burden  on  the  already  con- 
strained national  budget. 

The  legislation's  key  points  are  as  follows: 

1.  A  10  percent  investment  tax  credit  for  aircraft  owners,  includ- 
ing airlines  and  leasing  companies,  for  the  noise  modification  of 
their  aircraft  from  Stage  2  to  Stage  3  noise  levels  as  defined  by 
Federal  Aviation  regulations  Part  36; 

2.  Modification  includes  both  hushkitting  and  engine  replace- 
ment. 

3.  The  investment  tax  credit  would  apply  to  costs  incurred  by 
taxpayers  for  noise  modifications  which  return  aircraft  to  service 
between  January  1,  1992  and  December  31,  1996;  and 

4.  The  investment  tax  credit  will  apply  against  the  alternative 
minimum  tax  as  well  as  against  the  regular  corporate  tax. 

It  is  not  the  goal  of  this  legislation  to  solve  all  the  financial  prob- 
lems of  the  airlines  because  we  don't  believe  that  Government  can 
do  that.  Rather,  this  legislation  is  tightly  focused  on  helping  to 
achieve  compliance  with  the  already  mandated  conversion  require- 
ments of  the  Airport  Noise  and  Capacity  Act  on  a  timely  basis  with 
the  least  possible  impact  on  aircraft  owners  or  on  the  Treasury. 
And  by  relieving  the  already  strapped  airline  industry,  it  will  in 
turn  ensure  that  noise-impacted  citizens  will  have  the  benefits  of 
fleet  conversion  which  are  the  only  real  noise  benefits  left  to  them 
under  the  law. 

Moreover,  and  this  is  important  in  light  of  what  President  Clin- 
ton said  last  night,  insofar  as  the  investment  tax  credit  stimulates 
accelerated  investment  in  noise  modification  industry  and  technolo- 
gy, there  will  be  a  concomitant  increase  in  income  and  employment 
in  the  noise  modification  industry  sector.  It  is  the  stated  purpose  of 
this  Administration  and  of  this  Congress  to  create  jobs  and  encour- 
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age  the  development  of  incipient  industries  and  this  is  exactly 
what  the  legislation  we  propose  will  do. 

Finally,  we,  like  all  other  citizens,  are  painfully  aware  of  the 
budgetary,  trade,  and  deficit  constraints  under  which  our  Govern- 
ment must  now  operate.  Our  cost  estimates  indicate  that  the  gross 
cost  of  this  legislation,  the  legislation  we  propose,  to  the  Treasury 
is  approximately  $120  million  per  year  which  we  also  have  esti- 
mates to  show  can  be  offset  by  the  job  creation,  industrial  stimulus, 
and  multiplier  effects  of  the  growth  in  the  noise  modification  in- 
dustry as  well  as  the  increased  economic  well-being  of  the  airlines 
to  which  all  of  this  is  targeted. 

Congress  has  already  expressed  its  support  for  noise  relief  for  im- 
pacted citizens  through  the  passage  of  the  Airport  Noise  and  Ca- 
pacity Act.  In  view  of  that  support,  it  is  appropriate  for  Congress  to 
take  the  steps  necessary  to  ensure  the  fair  and  expeditious  imple- 
mentation of  that  Act.  Given  the  current  economic  crisis  in  the  air- 
line industry,  we  strongly  urge  as  a  critical  step  congressional  sup- 
port for  the  carefully  tailored,  long-term  revenue  enhancing  invest- 
ment tax  credit  for  aircraft  noise  modification  which  we  now  pro- 
pose. 

I  thank  you  very  much  for  your  time  and  attention.  I  now  give 
the  podium  to  Mr.  Rich  Kassel  from  the  Natural  Resources  Defense 
Council. 

Mr.  Kassel.  Mr.  Chairman,  members  of  the  subcommittee,  coun- 
sel and  staff,  my  name  is  Richard  Kassel  and  I  am  a  senior  project 
attorney  with  the  Natural  Resources  Defense  Council  and  I  sup- 
pose the  last  person  in  this  tag  team.  NRDC  is  a  national  non- 
profit environmental  organization  with  over  170,000  members  na- 
tionwide. For  over  20  years,  NRDC  has  worked  to  improve  our  Na- 
tion's public  health  and  the  environment.  We  greatly  appreciate 
the  opportunity  to  appear  before  you  today. 

While  financial  difficulties  have  created  great  hurdles  for  many 
of  our  Nation's  air  carriers,  as  we've  heard  all  day  today,  NRDC 
believes  that  the  current  financial  crisis  facing  the  air  carriers  and 
being  considered  by  this  subcommittee  has  created  an  opportunity 
to  rectify  certain  environmental  shortcomings  of  past  noise  and 
aviation  legislation  for  those  of  us  on  the  ground  below.  I  will  brief- 
ly discuss  three  suggestions  for  this  subcommittee's  consideration. 

First,  the  schedule  for  the  timely  phaseout  of  Stage  2  aircraft 
mandated  by  the  Airport  Noise  and  Capacity  Act  of  1990  must  be 
maintained  at  all  costs.  Perhaps  the  greatest  achievement  of  the 
Noise  Act  was  to  mandate  by  the  end  of  this  decade  the  phaseout 
of  thousands  of  noisy  Stage  2  aircraft  and  the  phase-in  of  the  quiet- 
er Stage  3  aircraft.  With  little  or  no  recourse  against  airport  or  air- 
craft operators,  what  little  solace  noise-impacted  citizens  have 
stems  from  the  assurances  of  the  Noise  Act  that  permanent  relief 
from  Stage  2  aircraft  noise  would  be  in  place  by  the  turn  of  the 
century. 

We  recognize  that  the  Noise  Act  may  provide  waivers  for  tinan- 
cially  troubled  airlines  until  2003,  and  that  perhaps  the  easiest  way 
to  ease  the  financial  burdens  of  the  airlines  with  respect  to  the 
Noise  Act  might  be  to  extend  or  delay  implementation  ot  tne 
phaseout  schedule.  In  fact,  the  staff  report  of  the  subcommittee 
noted  on  page  26  that  there  may  be  calls  for  such  extensions.  JNot- 
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withstanding  the  foregoing,  NRDC  feels  strongly  that  under  no  cir- 
cumstances can  the  airlines  pleas  for  financial  relief  be  met  by 
waivers,  extensions,  or  other  delays  in  the  timely  phaseout  of  Stage 
2  aircraft  by  the  year  2000. 

Second,  Congress  should  include  tough  Noise  Act  sanctions  and  a 
citizen  suit  provision  in  any  legislation  providing  financial  relief  to 
the  airlines  and  governing  the  regulation  of  aircraft  noise.  Noise, 
like  many  environmental  problems,  affects  millions  of  people  every 
day  in  a  myriad  of  ways,  both  short-term  and  long-term,  in  ways 
that  are  both  obvious  as  well  as  difficult  to  gauge.  However,  unlike 
many  other  statutes  protecting  our  Nation  against  harmful  envi- 
ronmental impacts,  the  Noise  Act  of  1990  contained  no  citizen  suit 
provision  to  provide  recourse  to  harmed  citizens  in  the  absence  of 
Government  enforcement.  In  addition,  no  specific  supplemental  en- 
forcement regulations  or  sanctions  were  issued  with  respect  to  the 
Nose  Act  phaseout  schedule.  In  effect,  citizens  have  been  asked  to 
wait  until  the  end  of  the  decade  for  noise  relief,  and  then  have 
been  provided  with  no  recourse  in  the  event  that  the  promised 
noise  relief  never  appears. 

Legislation  and  regulation  can  only  be  effective  when  accompa- 
nied by  vigorous  enforcement  of  the  duties  and  schedules  set  forth 
in  those  laws  and  rules.  An  environmental  statue  without  the 
means  for  such  enforcement  is  a  statute  bound  to  be  violated  when 
the  costs  of  compliance  rise  above  the  costs  of  noncompliance,  espe- 
cially when  the  risk  of  sanctions  are  minimal. 

Citizens  should  have  the  same  rights  to  vigorous  enforcement  of 
the  Noise  Act  as  they  have  with  respect  to  violations  of  the  Clean 
Air  Act,  the  Clean  Water  Act,  and  many  other  environmental  stat- 
utes that  contain  citizen  suit  provisions.  In  fact,  such  a  citizen  suit 
provision  is  not  unprecedented  in  this  area.  The  Noise  Control  Act 
of  1972  contains  such  a  citizen  suit  provision. 

NRDC  strongly  urges  this  subcommittee,  in  connection  with  any 
financial  relief  package,  to  amend  the  Noise  Act  to  include  tough 
sanctions  and  a  citizens  suit  provision  to  strengthen  the  incentives 
for  compliance  and  to  give  citizens  the  right  to  sue  in  the  absence 
of  Government  enforcement  to  enforce  the  provisions  of  the  Noise 
Act. 

Finally,  any  financial  package  approved  by  this  subcommittee 
should  include  incentives  for  reducing  aircraft  emissions.  Hundreds 
of  thousands  of  pounds  of  carbon  monoxide,  ozone  precursors,  and 
other  pollutants  are  pumped  into  the  atmosphere  by  aircraft  every 
day,  endangering  human  health  and  hampering  regional  efforts  to 
comply  with  the  Clean  Air  Act  Amendments  of  1990.  Certain  noise- 
reducing  engine  technologies  have  the  effect  of  reducing  these 
harmful  emissions  while  others  may  result  in  increases  in  such 
emissions.  We  feel  strongly  that  any  incentive  package  recommend- 
ed by  this  subcommittee  should  consider  the  emissions  impacts  and 
should  include  incentives  to  steer  airlines  toward  purchasing  air- 
craft and  engines  using  those  technologies  which  will  result  in  re- 
duced emissions. 

Thank  you  again  for  the  opportunity  to  speak  to  you  today.  I  am 
happy  to  answer  any  questions  you  might  have. 

Mr.  Oberstar.  Thank  you  very  much  for  your  comments.  We 
greatly  appreciate  your  participation  in  our  hearings  and  the  citi- 
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zen  perspective  on  these  issues  which  are  so  very,  very  important. 
And  you  are  right  to  be  concerned  about  the  effect  of  airline  finan- 
cial troubles  upon  the  issues  that  are  of  concern  to  the  people  you 
represent,  specifically  noise. 

Mr.  Price,  with  respect  to  the  citizen  participation  on  the  com- 
mission. When  we  originally  wrote  the  legislation  for  a  commission 
in  the  House  bill,  which  was  not  in  a  Senate  version,  we  did  not 
have  representation  assigned  to  any  particular  group.  We  wanted 
it  to  be  all  inclusive  and  let  those  come  forward  who  are  interested 
and  have  a  broad-based  representation.  That  language  was  added 
in  the  Senate.  Had  we  had  a  conference  on  the  bill,  I  think  we 
would  have  insisted  on  keeping  it  neutral.  As  it  was,  in  the  parlia- 
mentary situation  that  was  obtained  at  the  end  of  the  session,  we 
did  not  have  a  conference. 

So  when  we  wrote  the  new  version  amending  the  existing  law, 
we  again  went  back  to  neutrality.  Certainly  your  group,  individual- 
ly, collectively,  however  you  choose  to  pursue  it,  has  a  viewpoint 
that  ought  to  be  represented  in  my  judgment  on  that  commission.  I 
would  be  happy  to  support  any  such  application  to  the  Executive 
Branch  and  any  candidate  whom  you  may  choose  and  will  vigor- 
ously support,  with  Secretary  Pefia,  with  the  White  House,  inclu- 
sion of  such  representation  on  the  commission. 

Mr.  Price.  We're  very  grateful  for  that,  Mr.  Chairman.  Thank 
you  very  much. 

Mr.  Oberstar.  On  the  matter  of  the  phaseout  of  Stage  2,  I  think 
all  of  you  in  one  way  or  another  have  insisted  that  the  law  be  com- 
plied with.  I  have  got  so  much  of  myself  committed  to  what  we  put 
in  that  1990  Act  that  I  want  to  assure  you  that  it  is  going  to  be 
over  my  dead  body  that  they  evade  the  Act.  We  are  going  to  stick 
with  it.  You  remember  those  long  evenings  toward  the  end  of  the 
session  when  noise  groups  had  no  home.  They  set  up  camp  in  my 
office,  as  a  matter  of  fact.  [Laughter.] 

Even  enlisted  Henry  Hyde.  If  you've  got  big  Henry  lumbering 
down  the  hallways  on  your  behalf,  you  have  got  a  powerful  advo- 
cate. But  that  language  was  hard  fought  and  we  intend  to  insist  on 
it. 

Now  I  totally,  without  knowing  your  interest  in  it  earlier  this 
year,  advocated  an  investment  tax  credit.  I  started  out  thinking 
that  might  be  a  good  idea  to  revive  the  industry  and  help  the  air- 
lines with  their  financial  problems  because  they  do  have  to  acquire 
Stage  3  aircraft,  they  are  committed  over  a  long  period  of  time  to 
billions  of  dollars  of  investment.  Then  they  started  cancelling  air- 
craft orders  and  the  finance  analysts  with  whom  I  consulted  said 
that  could  be  very  dangerous  to  this  industry.  You  have  a  number 
of  carriers  who  might  be  tempted  to  buy  aircraft  for  whom  they 
have  no  passengers  and  add  thereby  to  the  over  capacity  in  the  in- 
dustry. And  secondly,  it  just  doesn't  seem  to  make  good  sense  for 
an  industry  that  isn't  making  profits  to  offer  them  a  tax  benefit  for 
which  they  have  to  have  a  profit  in  order  to  receive  the  tax  benefit. 

I  thought  about  it  further  and  I  thought,  well,  but  we  have  these 
airlines  that  do  have  to  comply  with  noise.  And  I  proposed  in  three 
different  venues  the  idea  of  an  investment  tax  credit  targeted  to 
the  quieter  engines.  Boeing  was  not  too  keen  about  that  idea  be- 
cause that  just  deals  with  engines.  GE  liked  the  idea  because  it 
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would  help  them  sell  quieter  engines.  I  think,  depending  on  which 
airline  you  talked  to,  it  is  a  good  idea.  Those  who  have  more  of  the 
Stage  3  aircraft  aren't  too  interested  in  helping  their  brethren  who 
have  more  of  the  older,  noisier  aircraft.  So  you  will  not  find  much 
of  a  consensus  within  this  industry  on  it. 

But  I  do  think  that  it  makes  sense.  I  think  it  is  an  approach  that 
we  ought  to  advocate.  And  I  think  we  ought  to  have  some  sort  of 
investment  tax  credit  or  tax  relief  for  modification  of  aging  air- 
craft. If  you  do  the  whole  package,  intensifying  the  maintenance  of 
high  time  aircraft  and  converting  those  engines  to  quieter  engines, 
you  prolong  the  life  of  the  aircraft,  you  give  them  a  tax  benefit  to 
do  so,  and  you  benefit  smaller  cities  that  are  served  by  older,  noi- 
sier aircraft,  and  you  benefit  the  hubs  by  providing  that  noise 
relief.  So  I  think  there  is  a  great  deal  to  be  benefitted  by  such  a 
proposal.  I'm  glad  you  have  included  it  and  I  hope  you  will,  at  the 
appropriate  time  make  those  views  known  to  the  House  Ways  and 
Means  Committee. 

Mr.  Price.  Thank  you,  and  we  are  gratified  to  hear  that,  Mr. 
Chairman.  I  might  say  on  the  issue  of  consensus,  and  I  will  let  Ms. 
Lichman  expatiate  on  it  a  bit,  but  we  have  been  working  hard  to 
try  to  put  together  a  coalition  on  this  very  legislation.  Obviously 
over  the  last  couple  three  years,  people  sitting  at  this  table  have 
not  always  been  in  agreement  with  the  representatives  of  the  air- 
line industry  on  a  number  of  issues.  But  in  this  particular  one,  we 
have  tried  to  put  together  a  coalition.  We're  still  working  on  that 
because  we  think  it  is  important  we  find  some  common  ground  be- 
cause of  the  crisis  situation  that  does  exist. 

Ms.  Lichman.  I  wanted  to  add  to  what  Mr.  Price  had  to  say  in 
that  the  situation  that  was  applicable  last  year  is  a  little  changed 
this  year  because  last  year  our  most  successful  airlines,  like  Ameri- 
can Airlines,  hadn't  yet  lost  $200-some  billion.  Things  have  gotten 
worse.  You  are  completely  correct,  Mr.  Chairman,  that  there  isn't  a 
real  consensus  within  the  airline  industry  itself,  but  there  is  a 
growing  consensus  in  the  aviation  industries  in  general — that  in- 
cludes the  freight  carriers,  the  suppliers,  the  re-enginers,  the  man- 
ufacturers— that  something  has  to  be  done. 

I  think  we  are  moving  toward  a  consensus  in  the  airline  industry 
itself,  at  least  among  those  airlines  that  have  not  yet  converted  a 
substantial  proportion  of  their  fleet,  which  means  almost  all  of 
them  except  for  American  Airlines  really.  So  we  are  building  that 
consensus  and  it  is  growing  in  and  of  itself. 

Mr.  Oberstar.  Keep  working  at  that.  It  is  a  very  important 
effort  on  your  part. 

Mr.  dinger. 

Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

Panelists,  thank  you  all  for  your  appearance  here  today.  Sorry  to 
keep  you  waiting  but  we're  trying  to  get  as  much  information  out 
of  these  hearings  as  we  can,  and  you  have  contributed  a  great  deal 
to  it. 

Ms.  Lichman,  one  thing  I  would  ask  you  about  the  investment 
tax  credit  you  propose,  you  limit  it,  as  I  understand  the  proposal,  to 
only  cover  Stage  2  to  Stage  3.  In  other  words,  why  would  you 
prefer  to  have  the  airlines  invest  in  hushkitting  or  new  engines 


355 


and  not  in  new  airplanes?  Is  there  a  reason  why  you  would  exclude 
their  purchase  of  new  airplanes  from  the  provision? 

Ms.  LiCHMAN.  Yes.  The  treasury  impact.  The  treasury  impact  is 
vastly,  vastly  greater  and  I  think  we  have  to  be  highly  cognizant  of 
that. 

Mr.  CuNGER.  Okay.  So  your  $120  million  loss  to  the  treasury 
would  be  based  on  the  fact  that  it  would  be  limited  only  to  the 
hushkitting. 

Ms.  LiCHMAN.  Yes.  And  if  I  may  add,  Congressman  dinger,  it 
also  has  to  do  secondarily  with  the  fact  that  adding  new  planes  to 
the  fleet  at  this  time  wouldn't  be  particularly  practical  but  using 
the  planes  we  do  have  would  be. 

Mr.  CuNGER.  No,  it  wouldn't  be  practical  unless  you  are  phasing 
out,  getting  rid  of  some  planes  and  replacing  them  with  newer 
planes. 

Ms.  LiCHMAN.  Exactly. 

Mr.  Clinger.  You  indicate  that  the  loss  to  the  treasury  would  be 
offset  by  job  creation  as  a  result  of  the  efforts  that  would  go  for- 
ward in  retrofitting.  Do  you  have  any  concept  of  how  many  jobs  we 
might  be  talking  about? 

Ms.  LiCHMAN.  As  a  matter  of  fact,  I  do,  Congressman,  and  I  have 
that  information  with  me  but  I  can  submit  it  in  writing  to  you.  It 
is  for  four  States  only  at  this  time.  We  are  in  the  process  of  compil- 
ing data  for  the  remainder  of  the  States  which  are  affected,  which 
is  about  16  that  we  have  at  this  time.  But  for  four  States  only,  we 
have  found  in  our  analysis  that  the  job  and  income  impact  over  the 
period  January  1,  1992  to  December  31,  1996  for  four  States  only 
would  be  in  excess  of  $3.5  billion,  positive  impact. 

Mr.  Cunger.  That's  very  significant. 

Ms.  LiCHMAN.  It  is. 

Mr.  Clinger.  Mr.  Bowers,  in  your  testimony  you  mentioned  your 
concern  about  both  maintaining  the  noise  requirements — and  I 
would  agree;  I  think  everybody  on  this  panel  would  agree  we  can't 
back  off  from  that.  Nobody  wants  to  get  back  into  that  quagmire 
again.  We  need  to  stick  with  what  we  were  able  to  accomplish.  But 
there  is  a  dichotomy  here  between  maintaining  the  noise  require- 
ments and  maintaining  transport  jobs.  And  you,  in  your  position, 
have  to  be  acutely  sensitive  to  that  question.  TWA  hovering  there 
in  difficulty,  lost  over  $200  million  in  1992,  and  replacing  Stage  2 
may  be  a  real  burden  on  TWA.  How  should  we  come  down  where 
you  have  a  situation  where  you  are  really  talking  about  if  you 
impose  the  new  standards  on  an  airline  that  is  about  to  go  over  the 
brink,  it  is  going  to  push  them  over  the  brink.  How  would  you,  as 
the  mayor,  look  at  that? 

Mr.  Bowers.  It  is  a  question  because  in  our  community  the 
major  employers  are  TWA  and  McDonnell  Douglas.  But  when  you 
look  at  TWA,  TWA  has  the  oldest  fleet  in  the  industry  in  the 
United  States,  I  don't  know,  17  years  or  whatever.  It  is  a  situation 
that  is  not  only  noise,  it  is  the  fleet  itself.  I  do  understand  and  read 
recently,  I  guess  it  was  in  today's  paper,  where  TWA  in  their  reor- 
ganization is  looking  at  this  in  terms  of  the  age  of  the  fleet  and 
they  want  to  change  that  to  something  like  a  ten  year  average  with 
new  equipment. 
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We  are  very  concerned  in  that  immediate  area  where  they  are  a 
major  player  and  we're  very  concerned  about  TWA.  But  I  think 
there  is  a  need  to  update  anyway,  and  they  recognize  this  as  dem- 
onstrated with  this  move  in  the  reorganization  to  improve  their 
fleet.  I  think  they  need  to  address  the  age  of  the  fleet  and  I  think 
they  are.  I  don't  think  just  Stage  2,  they  just  have  the  oldest  fleet 
and  they  have  to  address  that. 

Mr.  Clinger.  Okay.  Thank  you. 

Mr.  Oberstar.  Chairman  Mineta. 

Mr.  Mineta.  Thank  you  very  much,  Mr.  Chairman.  I  am  just 
really  pleased  to  be  here.  I'm  sorry  I  haven't  heard  all  the  testimo- 
ny but  I  have  had  a  chance  to  go  through  it.  It  sort  of  reminds  me 
of  deja  vu  because  I  think  it  was  1986  I  testified  in  opposition  to 
doing  away  with  the  investment  tax  credit  as  Chair  of  the  Aviation 
Subcommittee.  Of  course,  I  can  go  back  to  my  time  of  service  on 
the  board  of  directors  of  the  National  League  of  Cities  when  Tom 
Duffy  and  all  of  us  were  putting  together  a  noise  abatement  group. 

So  I  am  really  pleased  to  see  you  still  persisting.  We  want  you  to 
continue  your  work.  It  is  important  in  terms  of  what  you  are  doing. 
And  you  have  got  a  very  fine  Chair  and  ranking  Republican  on  this 
subcommittee  who  are  also  very  interested  in  the  very  things  you 
are  talking  about.  So  I  am  just  pleased  to  be  able  to  be  here  and 
see  this  action  on  your  part.  So,  again,  keep  up  the  good  work. 

Mr.  Price.  Thank  you,  Chairman  Mineta.  I  will  pass  on  your  re- 
gards to  Tom  Duffy.  He  has  no  fixed  address  at  this  moment;  he  is 
travelling  around  the  country  in  an  RV  with  his  wife.  [Laughter.] 

Ms.  LiCHMAN.  Noise  drove  him  to  it. 

Mr.  Oberstar.  Certainly  let  me  say  that  while  the  committee  fi- 
nally worked  out  this  language  in  the  1990  Act,  it  was  Chairman 
Mineta,  in  his  capacity  as  Chairman  of  this  subcommittee  years 
ago,  that  led  the  way  with  extensive  hearings  in  building  an  infor- 
mation base  and  a  citizen  support  initiative  in  that  direction  that 
really  has  provided  the  impetus. 

Thank  you  very  much  for  your  testimony.  We  greatly  appreciate 
your  contribution  today. 

Mr.  Price.  Thank  you. 

Ms.  LiCHMAN.  Thank  you  for  having  us. 

Mr.  Oberstar.  Very  glad  to  have  you. 

Our  next  witness,  representing  the  Association  of  Flight  Attend- 
ants, Dee  Maki.  Welcome  to  the  committee.  We're  glad  to  have  you 
here  today.  Thank  you  for  being  with  us. 

TESTIMONY  OF  DEE  MAKI,  PRESIDENT,  ASSOCIATION  OF  FLIGHT 

ATTENDANTS 

Ms.  Maki.  Thank  you.  Chairman  Oberstar,  members  of  the  sub- 
committee, thank  you  for  this  opportunity  to  testify  at  this  impor- 
tant hearing  on  the  financial  condition  of  the  airline  industry.  My 
name  is  Dee  Maki  and  I  am  the  national  president  of  the  Associa- 
tion of  Flight  Attendants.  I  am  here  today  to  discuss  the  financial 
condition  of  the  industry  from  the  perspective  of  the  33,000  flight 
attendants  at  the  20  U.S.  carriers  AFA  represents. 

Two  years  ago  this  month,  you  held  hearings  before  this  commit- 
tee to  examine  the  financial  condition  of  the  airline  industry.  Un- 
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fortunately,  in  those  two  years  we  have  seen  a  further  weakening 
of  the  industry  and  more  job  losses.  Chairman  Oberstar,  you 
opened  your  testimony  at  that  hearing  by  stating  that  "of  the 
twenty-two  major  new  entrants  since  deregulation,  only  four  have 
survived.  The  others  either  failed,  or  were  acquired  by  other  carri- 
ers, or  changed  to  commuter  service."  Mr.  Chairman,  in  two  years 
we  have  lost  three  more  of  those  four  surviving  carriers.  Only 
America  West  Airlines  survives  today  and  it  is  operating  under 
Chapter  XI  bankruptcy.  At  each  closing,  jobs  and  markets  are  lost. 
The  airline  industry  is  in  a  critical  and  unstable  condition. 

As  you  consider  what  steps  we  should  take  to  improve  the  health 
of  the  aviation  industry,  I  ask  that  you  keep  in  mind  that  aviation 
workers  are  the  victims,  not  the  cause,  of  the  industry's  woes.  To 
be  sure,  flight  attendants  and  other  workers  have  had  numerous 
contract  concessions  to  assist  their  companies  in  making  it  through 
difficult  financial  periods.  Thousands  of  aviation  workers  have  lost 
their  jobs  as  a  result  of  bankruptcies  and  layoffs. 

You  have  heard  from  a  number  of  experts  from  the  airline  indus- 
try who  have  long  lists  of  causes  for  the  state  of  the  airline  indus- 
try. These  include  deregulation,  price  wars,  the  recession,  high  fuel 
prices,  increased  taxation,  and  new  regulations.  Some  airline  ex- 
ecutives have  even  blamed  labor  for  some  of  their  financial  difficul- 
ties during  the  1980s  and  1990s.  This,  despite  the  fact  that  flight 
attendant  costs,  for  example,  represent  only  4  to  6  percent  of  U.S. 
airlines'  total  operating  costs.  Domestic  flight  attendants'  starting 
pay  averages  only  about  $12,850  per  year,  comparable  to  only  $6.17 
per  hour  for  anyone  working  a  standard  40  hour  week.  It  takes  12 
to  14  years  before  flight  attendants  can  expect  to  reach  the  top  of 
the  longevity  scale  and  double  their  earnings. 

In  addition,  the  highest  paid  employees  are  those  at  the  finan- 
cially strongest  U.S.  carriers.  Carriers  that  are  struggling  financial- 
ly often  come  to  AFA  and  other  unions  demanding  concessions  to 
help  cover  their  financial  problems.  During  the  last  two  years 
alone,  many  carriers  have  asked  flight  attendants  for  concessions. 
These  include: 

Hawaiian.  In  January  1993  the  company  was  looking  for  addi- 
tional equity  investors  to  stave  off  bankruptcy.  In  October  1992 
flight  attendants  agreed  to  pay  up  to  $50  per  month  for  health  in- 
surance that  had  previously  been  non-contributory.  Other  union 
groups  at  Hawaiian  gave  similar  concessions  to  assist  the  company 
in  attracting  new  investors  and  refinancing  its  debt  to  avoid  bank- 
ruptcy. 

United.  In  January  1993,  United  asked  its  flight  attendants  and 
unions  to  reopen  their  labor  contracts.  From  the  AFA  contract  that 
was  signed  at  the  end  of  1991,  the  company  asked  AFA  to  waive  a 
4  percent  wage  increase  scheduled  for  March,  to  accept  a  freeze  on 
longevity  increases,  and  to  assume  a  larger  share  of  medical  insur- 
ance costs.  AFA  refused  the  request,  as  did  other  unions. 

This  does  not  begin  to  measure  the  impact  on  flight  attendants 
who  have  suffered  through  furloughs,  transfers,  and  outright  job 
losses.  According  to  the  Future  Aviation  Professionals  of  America, 
FAPA,  in  February  of  1992,  2,137  flight  attendants  were  fur- 
loughed.  This  includes  the  1,100  Pan  Am  flight  attendants  who  lost 
their  jobs  when  the  company  ceased  operations  in  December  of 
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1991.  This  month  FAPA  listed  1,325  furloughed  flight  attendants. 
And  yet,  even  these  immense  sacrifices  by  flight  attendants  have 
done  little  to  stop  bankruptcies  and  mergers.  Moving  into  1993,  the 
potential  for  further  furloughs  and  job  losses  is  tremendous, 

A  perfect  example  of  the  sorry  state  of  today's  airline  industry  is 
the  recently  announced  break  up  and  sale  of  Air  Wisconsin.  United 
bought  Air  Wisconsin  in  order  to  acquire  their  very  valuable  slots 
at  Chicago's  O'Hare  Airport.  After  operating  Air  Wisconsin  for 
only  ten  months.  United  announced  it  is  now  dismantling  the  carri- 
er— selling  it  piecemeal  and  keeping  only  the  O'Hare  slots. 

In  answer  to  my  union's  concerns  about  the  flight  attendants, 
many  of  whom  have  worked  for  Air  Wisconsin  for  decades.  United 
answered  that  this  sale  is  "assets  only".  "Assets  only"  is  the  root  of 
the  problem  with  today's  airline  industry.  This  transaction  belies 
an  industry  that  functions  on  an  assets-only  basis  without  concern 
for  dedicated  employees  or  the  public  it  serves. 

Even  before  the  break  up  and  sale.  United  refused  to  recognize 
the  rights  of  the  Air  Wisconsin  flight  attendants,  preferring  exten- 
sive litigation  to  simply  honoring  the  legally  won  contract. 

Only  two  weeks  ago  Air  Wisconsin  announced  sixty  furloughs  in 
conjunction  with  Atlantic  Coast  Airline's  acquisition  of  Air  Wiscon- 
sin's East  Coast  Division.  The  number  of  furloughs  may  be  reduced 
by  Atlantic  Coast's  offer  to  hire  up  to  48  Air  Wisconsin  flight  at- 
tendants to  crew  the  new  operations  at  a  significant  loss  of  flight 
attendant  pay  and  benefits. 

Another  example  is  Hawaiian  Airlines.  The  carrier's  financial 
condition  remains  shaky,  and  the  company  has  said  it  would  cease 
operations  rather  than  operate  in  bankruptcy.  There  are  600  flight 
attendants  at  Hawaiian. 

In  addition  to  reducing  competition,  mergers  and  acquisitions 
have  loaded  many  of  the  surviving  carriers  with  so  much  debt  that 
their  continuing  viability  is  threatened.  Continental,  USAir,  TWA, 
and  Northwest,  among  others,  have  levels  of  debt  that  severely 
limit  their  ability  to  weather  a  downturn  in  the  market  or  a  con- 
tinued recession  in  the  general  economy.  Further  consolidation  in 
the  U.S.  airline  industry  will  have  adverse  economic  effects  on 
cities  that  had  once  enjoyed  the  benefits  of  the  industry  growth. 
We  hope  the  new  Administration  will  not  be  so  willing  to  transfer 
routes  and  slots,  approve  mergers,  and  neglect  the  effect  each 
transaction  has  on  the  workers. 

Wages  and  benefits  are  not  the  only  things  affected  by  the  finan- 
cial state  of  the  airline  industry.  The  carriers  and  the  previous  Ad- 
ministration have  also  used  the  financial  state  of  the  industry  as 
an  excuse  not  to  implement  basic  safety  measures.  Among  the  im- 
portant safety  steps  the  carriers  and  FAA  have  avoided  are  maxi- 
mum duty  time  and  minimum  rest  requirements  for  flight  attend- 
ants, better  standards  on  flammability  of  materials  used  inside  air- 
craft, improved  access  to  window  exits,  more  crash  resistant  seats, 
and  installation  of  crash  resistant  fuel  tanks. 

Steps  should  be  taken  to  ensure  that  safety  measures  that  apply 
to  U.S.  carriers  also  apply  to  foreign  carriers  flying  in  the  U.S.  It  is 
appalling  that  despite  the  1988  NPRM  requiring  carriers  to  retrofit 
aircraft  seats  to  sustain  16G  force  in  the  existing  fleet  in  seven 
years,  there  is  still  not  final  rule.  Lives  may  be  lost  purely  for  fi- 
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nancial  reasons.  In  addition,  flight  attendants  are  fighting  to  con- 
tinue full-scale  evacuation  testing  because  we  believe  these  full- 
scale  tests  are  essential  for  crash  survivability.  Ignoring  these  cru- 
cial safety  issues  threatens  both  flight  attendants  and  passenger 
safety. 

Can  it  get  worse?  Yes.  And  things  will  continue  to  worsen  with 
the  future  including  a  global  market,  increased  foreign  control,  and 
possibly  cabotage.  As  global  competition  increases  and  the  shake 
down  in  the  domestic  aviation  sector  continues,  pressures  will 
mount  to  increase  foreign  control  of  U.S.-flag  carriers  and  to 
permit  cabotage.  We  cannot  allow  foreign  flag  carriers  to  have  an 
improved  competitive  advantage  by  liberalizing  landing  rights,  per- 
mitting cabotage,  or  taking  other  steps  unless  there  is  absolute 
equality  in  the  market  access.  To  do  so  would  be  to  give  away  U.S. 
jobs. 

Similarly,  efforts  to  increase  foreign  control  of  U.S.  flag  carriers 
should  be  examined  to  ensure  that  U.S.  retains  a  vital  aviation 
sector.  Each  transaction  involving  foreign  investment  in  U.S.  carri- 
ers must  be  carefully  reviewed  to  ensure  that  U.S.  consumers  and 
workers  receive  sufficient  benefit  in  relation  to  the  investment.  We 
strongly  believe  that  the  Federal  Government  should  take  legisla- 
tive and  administrative  action  to  help  the  airline  industry.  But  in- 
creasing foreign  control  and  cabotage  are  not  the  answers. 

At  the  same  time,  aviation  workers  need  to  be  on  a  level  playing 
field  with  their  employers.  We  urge  you  to  start  by  protecting  the 
workers.  It  is  vitally  important  that  labor  protective  provisions  be 
granted  during  mergers.  This  will  protect  workers  from  being  laid 
off  without  some  type  of  compensation  and  provide  for  a  fair  proc- 
ess for  combining  workforces. 

In  addition,  we  implore  Congress  not  to  accept  the  argument  that 
further  aviation  regulations  will  further  injure  the  industry.  In 
particular,  on  behalf  of  the  Coalition  of  Flight  Attendant  Unions, 
we  urge  you  to  pass  H.R.  14,  the  Flight  Attendant  Duty  Time  Act. 
It  is  time  to  protect  the  last  unprotected  transportation  workforce 
by  regulating  the  number  of  hours  a  flight  attendant  can  be  on 
duty  as  well  as  requiring  adequate  rest  provisions.  It  is  deplorable 
that  flight  attendants,  the  only  predominately  female  workforce  in 
the  aviation  industry,  have  no  Federal  regulations  governing  their 
duty  and  rest  times. 

It  is  also  essential  that  H.R.  5,  the  Workplace  Fairness  bill,  be 
passed.  This  bill  assures  workers  the  right  to  strike  and  to  return 
to  their  jobs  at  the  conclusion  of  the  dispute.  As  more  and  more 
companies  force  their  workers  out  on  strike  and  then  permanently 
replace  them,  the  collective  bargaining  system  established  by  Con- 
gress is  being  turned  on  its  head.  A  decade-long  series  of  court  deci- 
sions have  undermined  the  balance  between  employers  and  em- 
ployees in  strike  situations.  This  has  upset  the  delicate  balance  of 
economic  power  that  for  many  years  made  the  collective  bargain- 
ing system  work  efficiently.  We  ask  that  Congress  restore  a  proper 
balance  between  employers  and  employees. 

AFA  also  believes  that  there  should  be  more  vigilance  on  the 
part  of  the  Government  in  enforcing  antitrust  laws  to  prevent  the 
airline  industry  being  controlled  by  three  or  four  airlines,  with  the 
result  of  loss  of  competition.  This  will  ensure  that  the  remaining 
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competition  stays  intact.  Also  it  will  encourage  new  entrants,  thus 
providing  passengers  with  more  choices  and  reasonable  tares,  and 
providing  flight  attendants  and  other  airline  workers  some  stabili- 
ty. These  changes  will  not  only  benefit  the  workers,  but  will  great- 
ly protect  and  aid  consumers.  ,     . 

Finally,  AFA  supports  the  establishment  of  a  commission  to 
study  the  airline  industry.  .      .     r-    ,• 

I  will  not  present  problems  without  offering  to  assist  in  finding 
and  applying  solutions.  I  pledge  the  cooperation  and  technical  re- 
sources of  the  AFA  to  that  goal  if  you  determine  that  a  Govern- 
ment-industry coalition  would  work. 

Action  is  needed  today.  We  must  actively  promote  a  financially 
stable  U.S.  airline  industry.  We  must  cut  back  the  now  suffocating 
tax  burden  on  the  industry.  We  must  provide  improvements  in  the 
infrastructure.  We  must  promote  financial  stability  for  both  the 
carriers  and  the  employees.  We  must  prevent  the  exportation  of 
airline  jobs  and  safeguard  the  benefits  and  pensions  of  airline  em- 
ployees. We  must  work  to  improve  the  safety  and  health  of  all  em- 
ployees, the  flying  public,  and  the  carriers  as  well. 

In  conclusion,  it  is  important  that  we  save  the  airline  industry 
and  treat  workers  fairly.  Many  flight  attendants  and  other  airline 
workers  have  lost  their  jobs,  have  been  relocated,  have  been  forced 
to  take  concessions,  and  still  the  industry  is  suffering.  It  is  time  to 
take  action  and  look  at  ways  to  better  manage  companies  and  run 
the  industry.  We  urge  you  to  look  out  for  the  workers  and  the  trav- 
ellers they  serve. 

Members  of  the  subcommittee,  thank  you  for  allowing  me  to  tes- 
tify today  on  behalf  of  the  Association  of  Flight  Attendants.  And  I 
repeat  my  offer  of  assistance.  I  will  be  happy  to  answer  any  ques- 
tions. Thank  you. 

Mr.  Oberstar.  Thank  you  very  much.  We  greatly  appreciate 
your  testimony.  The  flight  attendants,  in  the  view  of  this  Chair  and 
most  members  of  this  committee,  are  the  first  line  of  safety  in  avia- 
tion and  we  appreciate  the  job  that  you  do  day  in  and  day  out.  We 
will  revisit  the  H.R.  14  issue  again  and  I  hope  that  we  have  a  re- 
sponsive Administration  downtown  that  will  sign  a  bill  into  law 
and  help  us  expedite  action  on  it  and  enforcement  of  it. 

I  would  like  to  explore  with  you  a  moment  the  matter  of  interna- 
tional route  sales  as  an  important  aspect  of  the  policy  issues  to  be 
studied  by  the  commission  when  it  is  established  and  as  an  impor- 
tant element  of  the  inquiry  of  this  committee  into  policies  affecting 
the  industry.  One  of  those  policies,  of  course,  is  the  sale  of  interna- 
tional routes  and  the  job  impact. 

Where  routes  were  sold  over  the  past  several  years,  were  new 
jobs  at  the  acquiring  airline  offered  to  employees  of  the  selling  air- 
line? Were  flight  attendant  jobs  protected  in  any  of  those  sales; 
that  is,  U.S.  flight  attendants? 

Ms.  Maki.  In  some  of  the  cases,  yes.  For  example.  Captain  Bab- 
bitt mentioned  the  Pan  Am  people  were  brought  over  into  the 
South  Pacific  routes  at  United.  We  have  a  situation  now  where 
United  is  expanding  into  other  international  routes  and  they  are 
not  offering  these  jobs  to  their  own  employees  to  be  transferred  to 
cities,  for  example  Paris. 
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Mr.  Oberstar.  In  the  TWA  to  American  of  their  London  route, 
was  there  a  protection  for  flight  attendant  positions? 

Ms.  Maki.  That  I  am  not  sure  of.  I  can  check  with  TWA  repre- 
sentatives to  fmd  out  the  answer  to  that  for  you.  I  have  just  been 
told  the  answer  is  no. 

Mr.  Oberstar.  The  answer  is  no.  What  would  be  the  position  of 
your  Association  on  a  requirement  in  law  that  any  route  sale  in- 
clude protection  for  flight  attendants;  that  is  a  right  of  refusal  for 
new  jobs  at  the  acquiring  airline? 

Ms.  Maki.  I  believe  that  all  employees  should  have  the  opportu- 
nity to  go  with  the  new  airlines.  I  also  believe  that  labor  protective 
provisions  are  very  important.  In  the  Atlantic  Coast  Airlines  pur- 
chase of  Air  Wisconsin  I  spoke  of  in  my  testimony,  they  are  not 
offering  to  even  move  those  employees  to  the  Dulles  area  and  a  lot 
of  those  flight  attendants  cannot  afford  to  take  the  job  because 
they  can't  afford  to  move. 

Mr.  Oberstar.  The  airlines  have  taken  the  position  that  because 
of  their  financial  problems  we  ought  not  to  impose  new  regulations. 
They  complain  about  the  ones  that  are  already  in  place,  including 
safety  and  security  regulations  that  would  result  in  excessive  cost 
to  the  airline.  I  expect  they  would  probably  take  the  same  position 
on  H.R.  14.  In  what  way  would  H.R.  14  impose  any  additional  costs 
upon  airlines? 

Ms.  Maki.  I  don't  believe  that  there  would  be  a  great  deal  of 
extra  costs  to  the  airlines.  I  believe  that  right  now,  for  example, 
drug  testing  is  costing  the  airlines  a  great  deal  of  money.  Fatigue  is 
an  issue,  drugs  in  the  airlines  is  not  an  issue. 

Mr.  Oberstar.  They  are  always  telling  us  about  cost-benefit 
ratios.  The  ATA  says  we  want  a  cost-benefit  study  done  on  that  or 
a  cost-benefit  requirement  put  on  that  regulation.  What  would  be 
your  cost-benefit  statement  on  H.R.  14? 

Ms.  Maki.  Safety.  We  believe  that  safety  is  more  important  than 
any  cost.  You  cannot  cost  out  a  person's  life.  Safety  is  very  impor- 
tant. 

Mr.  Oberstar.  Thank  you.  I'll  come  back  to  another  question 
later. 

Mr.  dinger. 

Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

Thank  you,  Ms.  Maki.  Just  following  on  that,  I  have  supported 
H.R.  14,  continue  to  be  a  supporter  of  H.R.  14.  In  fact,  the  previous 
Administration  was  going  to  issue  rules  on  that  at  one  point  and 
then  pulled  back  and  said,  no,  there  was  no  need  for  that.  And  also 
the  airlines  testified  and,  in  fact,  I  think  maybe  DOT  originally 
said  that  they  estimated  the  cost  of  implementing  H.R.  14  was 
going  to  be  about  $1  billion.  I  never  saw  any  backup  for  justifica- 
tion for  that.  You  have  testified  you  don't  think  this  would  be  a 
realistic  cost  estimate. 

Ms.  Maki.  I  don't  believe  that  is  realistic.  We  are  certainly  will- 
ing to  work  with  the  airlines  to  sit  down  and  discuss  some  kind  of 
provisions  for  flight  attendants  for  duty  time  and  rest  periods. 

Mr.  Clinger.  You  heard  Mr.  Peterpaul  earlier  who  is  not  exactly 
a  strong  proponent  of  deregulation,  how  do  you  view  that?  Were 
you  in  favor  of  deregulation  initially?  What  do  you  think  about  it 
now?  Would  you  be  in  favor  of  re-regulation  now? 
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Ms.  Maki.  No,  I  don't  think  total  re-regulation  will  help.  AFA 
was  never  supportive  of  deregulation  from  the  start. 

Mr.  Clinger.  But  you  don't  think  we  can  put  the  genie  back  in 
the  bottle  at  this  point? 

Ms.  Maki.  No,  I  do  not. 

Mr.  Clinger.  Just  to  get  the  association's  views  on  the  issue  that 
has  sort  of  been  the  thread  throughout  these  whole  set  of  hearings, 
and  that  is  the  overcapacity  issue.  The  oft  repeated  line  that  there 
are  too  many  seats  chasing  too  few  passengers.  From  your  observa- 
tion, would  you  concur  with  that,  that  there  is  indeed  an  overcapa- 
city problem  and  that  that  is  one  of  the  principal  causes  of  the  fi- 
nancial distress  for  the  industry? 

Ms.  Maki.  Yes.  I  agree  wholeheartedly  with  Captain  Babbitt's 
and  John  Peterpaul's  comments  on  that. 

Mr.  Clinger.  Does  your  association  have  any  position  on  some  of 
the  proposed  foreign  investment  things  that  are  going  on  out  there, 
the  Air  Canada-Continental  or  the  British  Airways-USAir.  Do  you 
have  any  position  on  that  at  all? 

Ms.  Maki.  No,  the  association  does  not. 

Mr.  Clinger.  Okay.  Thank  you. 

Mr.  Oberstar.  Picking  up  on  that  last  point,  what  is  the  position 
of  the  flight  attendants  organization  on  foreign  investment  in  U.S. 
carriers?  Is  it  a  way  of  saving  U.S.  airlines,  those  that  are  in  finan- 
cial difficulty  though  maybe  not  necessarily  in  bankruptcy?  Is  it  a 
way  of  saving  the  carrier,  preserving  jobs;  or  is  it  a  threat  to  U.S. 
jobs? 

Ms.  Maki.  The  USAir  flight  attendants  we  represent,  definitely 
feel  that  the  transaction  would  save  their  jobs.  We  would  hope  that 
if  that  deal  goes  through  where  British  Airways  can  put  money 
into  USAir,  that  the  jobs  would  stay  for  USAir  employees  and  not 
give  British  Airways  people  more  jobs. 

Mr.  Oberstar.  Might  it  cost  jobs  in  the  international  sphere  if 
British  Air  substituted  its  international  flights  and,  accordingly,  its 
personnel  for  USAir  personnel? 

Ms.  Maki.  I  don't  know  the  answer  to  that.  I  certainly  hope  not. 
I  know  that  there  are  some  USAir  personnel  in  London  that  are 
afraid  that  they  will  lose  their  jobs  if  the  transaction  goes  through. 

Mr.  Oberstar.  Because  under  British  law  British  Air  is  required 
to  maintain  its  personnel  and  protect  their  jobs? 

Ms.  Maki.  Correct. 

Mr.  Oberstar.  Even  in  the  case  of  Pan  Am,  we  found  that  Pan 
Am  sold  its  routes  but  the  British  nationals  or  employees  in 
London  of  Pan  Am  had  their  jobs  protected  while  U.S.  nationals 
employees  of  Pan  Am  in  the  U.S.  lost  their  jobs. 

Ms.  Maki.  That's  correct.  We  had  I  believe  a  little  over  200  flight 
attendants  at  Pan  Am  who  received  jobs  with  United. 

Mr.  Oberstar.  Should  we  permit  the  increase  of  foreign  owner- 
ship in  U.S.  carriers  beyond  the  current  threshold  of  25  percent? 

Ms.  Maki.  AFA  believes  we  should  encourage  foreign  investment 
to  help  U.S.  carriers  but  not  permit  foreign  control  which  could 
help  foreign  flag  carriers  and  hurt  U.S.  flag  carriers. 

Mr.  Oberstar.  Even  with  some  concessions  on  the  part  of  foreign 
carriers,  that  is  a  liberal  bilateral  defined  as  we  have  been  discuss- 
ing it  in  the  context  of  these  hearings  in  the  last  several  days? 
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Ms.  Maki.  Not  in  my  opinion.  I  would  have  to  definitely  see  fur- 
ther studies  on  that  before  I  would  change  my  mind. 

Mr.  Oberstar.  But  you  are  not  very  trustworthy  of  such  arrange- 
ments? 

Ms.  Maki.  No,  I  am  not. 

Mr.  Oberstar.  I  think  you  have  covered  all  the  points  we  wanted 
to  address  in  this  part  of  the  hearing.  I  thank  you  very  much  for 
being  with  us. 

Ms.  Maki.  Thank  you. 

Mr.  Oberstar.  Our  next  witness  is  Ms.  Mary  Rose  Loney,  deputy 
executive  director  and  chief  financial  and  administrative  officer  at 
the  Dallas-Fort  Worth  Airport.  That's  a  very  imposing  title.  We  ap- 
preciate your  being  with  us.  You  come  very  highly  recommended 
and  enthusiastically  supported  by  Chairman  Mineta  who  told  us  of 
your  years  of  experience  in  San  Jose  prior  to  going  to  Chicago,  I 
believe,  and  now  at  Dallas-Fort  Worth.  You  have  had  quite  an  ex- 
tensive aviation  career. 

Ms.  Loney.  Yes,  Mr.  Chairman. 

Mr.  Oberstar.  And  I  might  say  a  splendid  role  model  for  young 
women  seeking  careers  in  aviation. 

Ms.  Loney.  It  has  certainly  been  a  terrific  career  for  me  and  I've 
dedicated  my  adult  career  to  this  industry.  I  am  in  my  fifteenth 
year  of  public  administration  of  airports.  My  career  path  has  taken 
me  from  the  world's  most  scenic  airport  at  the  Grand  Canyon  Na- 
tional Park,  where  I  got  my  start,  to  the  world's  busiest  airports, 
both  Chicago  O'Hare  and  DFW. 

Mr.  Oberstar.  It  certainly  hasn't  worn  you  down,  or  appeared  to 
anyway,  like  it  has  some  of  your  colleagues  in  the  business. 

Ms.  Loney.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  We're  glad  to  have  you.  Thank  you  for  being  with 
us  and  please  proceed  with  your  testimony. 

TESTIMONY  OF  MARY  ROSE  LONEY,  DEPUTY  EXECUTIVE  DIREC- 
TOR, FINANCE  AND  ADMINISTRATION,  DALLAS-FORT  WORTH 
INTERNATIONAL  AIRPORT 

Ms.  Loney.  Thank  you  very  much.  In  my  position,  as  you  indicat- 
ed, I  am  the  deputy  executive  director  of  Dallas-Fort  Worth  Inter- 
national Airport.  I  also  serve  in  that  capacity  as  the  chief  financial 
and  administrative  officer.  And  in  that  capacity,  I  have  a  daily  as 
well  as  long-term  responsibility  for  the  financial  health  of  DFW. 

I  do  appreciate  the  opportunity  to  address  you  today  on  the  fi- 
nancial condition  of  the  airline  industry,  and  I  say  that  with  all 
sincerity  because  airports  do  serve  as  the  nexus  of  the  air  transpor- 
tation industry.  We  have  both  a  symbiotic  as  well  as  a  reciprocal 
relationship  with  the  airline  industry.  Typically,  a  local  community 
develops  its  airport  facilities  through  tax  exempt  bonding,  Federal 
grant  proceeds,  and  more  recently,  Passenger  Facility  Charges.  The 
airlines  support  repayment  of  debt  and  operating  costs  through 
both  landing  fees  and  rents.  Other  businesses  that  derive  economic 
benefit  from  the  airport  also  share  in  the  costs.  The  goal  is  to  pro- 
vide airfield,  terminal,  and  landside  facilities  that  accommodate 
the  airlines  as  well  as  the  traveling  public  and  serve  both  local 
and  national  transportation  needs. 
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The  impact  of  airport  operating  and  development  costs  represent 
only  one  component  in  the  complex  schedule  of  airline  expenses. 
However,  there  are  three  compelling  reasons  for  airports  to  re- 
spond to  the  current  financial  condition  of  the  airline  industry. 

The  first  is  that  airline  service  reductions,  consolidations,  and 
bankruptcies  disrupt  the  flow  of  funds  that  support  the  long-term 
bond  obligations  at  airports. 

Secondly,  local  communities  are  dependent  on  airports  as  major 
centers  of  business  activities  to  support  regional  economies.  Airline 
service  reductions  or  failures  diminish  the  airport's  positive  impact 
on  business  activity. 

And  third,  airports  are  critical  to  the  creation  and  retention  of 
thousands  of  jobs  in  the  United  States  and,  in  fact,  globally.  Cur- 
rently, DFW  is  directly  responsible  for  more  than  39,000  jobs  and 
an  additional  29,000  can  be  attributed  to  airport-related  activities 
in  our  region.  Over  the  next  ten  years  we  estimate  that  construc- 
tion activities  at  DFW  will  sustain  nearly  4,500  jobs  each  year.  The 
new  administration's  infrastructure  stimulus  legislation  is  an  ac- 
knowledgement of  the  vital  role  airports  play  in  employing  mil- 
lions of  Americans. 

Now  more  than  ever,  it  is  essential  that  the  Federal  Govern- 
ment, airports,  and  airlines  recognize  the  need  to  vigorously  focus 
on  the  efficiency  of  the  air  transportation  system  in  addressing  the 
financial  plight  of  the  airlines.  Each  participant  in  the  air  trans- 
portation system  needs  to  examine  ways  to  improve  the  way  we  op- 
erate. Reducing  inefficiencies  can  have  a  major  impact  on  abating 
airline  losses.  The  cost  of  congestion  delays  in  the  airways  and  at 
airports  is  staggering. 

I  might  add,  Mr.  Chairman  and  members  of  the  committee,  that 
in  my  former  life  as  the  first  deputy  commissioner  of  aviation  for 
Chicago  O'Hare,  I  co-chaired  the  Chicago  Delay  Task  Force.  This 
was  a  two  year  industry-wide  effort  to  study  the  causes  of  delay  at 
the  world's  busiest  airport  that  also  had  the  dubious  distinction  of 
being  the  most  delay  plagued  airport  in  the  United  States.  So  it  is 
a  topic  that  I  feel  very  passionate  about  and  it  is  very  personal  to 
me. 

Mr.  Oberstar.  Did  you  produce  a  report  on  that? 

Ms.  LoNEY.  We  certainly  did.  It  was  a  joint  effort  between  the 
City  of  Chicago  as  owner  and  operator  of  the  airport,  the  Federal 
Aviation  Administration,  and  the  airlines  that  service  O'Hare. 

Mr.  Oberstar.  Do  you  have  a  copy  of  that  that  you  could  make 
available  to  the  subcommittee.  I  would  very  much  like  to  read  it. 

Ms.  LoNEY.  I  certainly  will. 

Ms.  LoNEY.  At  Chicago  O'Hare,  aircraft  delays  cost  the  airlines 
$188  million  in  idle  labor  and  wasted  fuel  in  1988.  And  I  am  sorry 
to  say  that  there  has  not  been  much  improvement  since.  At  DFW, 
airline  delay  costs  approximated  $75.5  million  last  year.  But  even 
more  sobering  is  the  fact  that  these  costs  do  not  include  the  sub- 
stantial losses  of  missed  connections,  wasted  time,  and  lost  business 
opportunities  for  the  public.  Inefficient  operation  of  the  air  trans- 
portation system  is  wasteful  and  costly  for  the  airlines  as  well  as 
the  public,  the  business  community,  and  our  environment.  Clearly, 
an  accelerated  thrust  toward  upgrading  the  Nation's  air  traffic 
control  system  and  expanding  airfield  capacity  at  our  most  con- 
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strained  airports  will  contribute  to  an  improved  financial  outlook 
for  the  entire  air  transportation  industry  in  delay  reduction  bene- 
fits alone. 

Now  I  am  happy  to  say  that  at  DFW  a  major  investment  is  being 
made  by  both  the  Federal  Government  and  the  airport  in  improv- 
ing operational  efficiency.  The  FAA  has  invested  $160  million  in 
the  construction  of  two  new  air  traffic  control  towers  for  improved 
traffic  separation  and  flow  as  well  as  expansion  of  the  airport's 
Terminal  Radar  Approach  [TRACON]  facility  and  other  navigation- 
al system  upgrades.  The  airport  intends  to  compliment  enhanced 
air  traffic  capacity  with  expanded  airfield  facilities,  including  two 
new  runways.  These  improvements  will  not  only  reduce  current 
gridlock  and  delays  but  will  boost  the  airport's  capacity,  directly 
benefitting  the  airline  industry  as  well  as  the  air  travelling  public. 
Coordinated  efforts  such  as  DFW's  airway  and  air  field  enhance- 
ment program  also  maximize  both  the  Federal  Government's  and 
the  local  airport's  return  on  their  respective  investments.  This  is 
exactly  the  type  of  infrastructure  spending  which  the  Congress  and 
the  Administration  appear  to  be  seeking. 

In  an  effort  to  illustrate  airports'  concern  for  the  financial  health 
of  the  airline  industry,  I  would  like  to  talk  now  specifically  about 
1992  at  Dallas/Fort  Worth  International  Airport.  DFW  is  a  hub 
airport  to  two  of  the  Big  Three  U.S.  airlines — American  and  Delta. 
Together  they  carry  89  percent  of  DFW's  traffic,  approximately  65 
percent  on  a  connecting  basis.  The  challenge  for  a  mega  hub  air- 
port like  DFW  is  to  efficiently  provide  adequate  capacity — both  ter- 
minal and  air  field  facilities — to  meet  peak  period  demand  that  is 
so  characteristic  of  airline  hub  and  spoke  systems.  Approximately, 
2,100  aircraft  take-offs  and  landings  occur  each  day  at  DFW,  but 
the  majority  take  place  in  three,  two-hour  time  periods.  This  cre- 
ates a  tremendous  as  well  as  disparate  demand  for  airfield  and  ter- 
minal capacity  during  each  24-hour  period.  One  can  compare  the 
similarity  of  hub  airports  needing  to  maximize  the  utility  of  their 
investments  in  facilities  to  airline  efforts  to  fill  empty  airplane 
seats  during  non-peak  periods. 

Nearly  52  million  passengers  traveled  to  and  passed  through 
DFW  last  year — an  8  percent  increase  over  1991  levels  and  double 
the  national  growth  rate  for  air  travel.  In  1992  aircraft  takeoffs 
and  landings  also  broke  previous  records,  reaching  more  than 
three-quarters  of  a  million  operations.  Much  of  the  activity  growth 
we  experienced  last  year  was  compressed  over  the  summer  months, 
directly  attributable  to  the  now  infamous  "half  price  fare  wars". 
Yet,  the  most  paradoxical  aspect  of  1992  was  its  effect  on  airports 
and  airlines.  Increased  traffic  volumes  escalated  DFW's  operations 
and  maintenance  costs  with  the  need  for  added  traffic  enforcement, 
more  public  safety  calls,  and  other  increased  demands  for  services 
that  as  landlord  the  airport  provides  to  its  tenants  and  users. 
While  retail  operators  and  other  airport-related  companies,  such  as 
the  car  rental  agencies,  enjoyed  increased  gross  revenues  from 
heightened  passenger  levels,  airline  losses  continued  to  mount. 

At  DFW,  as  is  the  case  at  most  publicly-owned  commercial  serv- 
ice airports  in  the  United  States,  the  airlines  contractually  agree  to 
support  the  costs  of  operating,  maintaining,  and  improving  airport 
facilities.  These  costs  have  traditionally  represented  a  small  pro- 
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portion  of  airline  operating  expenses,  largely  over-shadowed  by  air- 
line labor  and  fuel  expenses.  However,  general  economic  condi- 
tions, three  consecutive  years  of  staggering  airline  losses  and  bank- 
ruptcy actions,  as  well  as  rising  airport  operating  and  capital  costs 
primarily  due  to  passenger  traffic  growth  generated  concern  over 
the  sustained  viability  of  DFW.  This  prompted  us  to  aggressively 
examine  DFW's  operating  costs  and  identify  ways  to  enhance  effi- 
ciency with  the  objective  to  reduce  costs  as  well  as  ensure  our  abili- 
ty to  underwrite  needed  capacity  enhancement  projects. 

This  year  the  cost  of  operating  and  maintaining  DFW's  four  ter- 
minals, its  support  facilities,  and  18,000  acres  and  meeting  debt 
service  obligations  is  $227  million.  Over  the  next  five  years,  DFW 
Airport  is  undertaking  a  runway  expansion  program  and  major  re- 
habilitation of  existing  airfield  pavement  areas  that  will  require 
capital  funding  exceeding  one-half  billion  dollars.  We  have  taken 
the  position  that  it  makes  sense  to  identify  and  implement  cost  effi- 
ciency initiatives  today  that  will  help  to  minimize  the  budgetary 
impact  of  future  capital  facilities.  Further,  as  rating  agencies  have 
indicated  a  potential  credit  review  of  airports  with  hub  operations, 
DFW  Airport  wants  to  ensure  that  we  retain  our  outstanding 
credit  worthiness  to  secure  future  financing  at  competitive  rates. 

Our  plan  of  action  began  late  last  year  with  a  review  of  all  cur- 
rent operations  and  maintenance  programs  and  tasks  including: 
the  frequency  and  schedules  for  all  maintenance  activities  and 
services  including  such  activities  as  janitorial,  groundskeeping, 
trash  hauling,  and  more  specialized  tasks  such  as  maintenance  of 
our  automated  train  system;  the  continuing  cost  of  fleet  and  equip- 
ment ownership  versus  leasing  of  the  same  equipment;  the  poten- 
tial use  of  contracting  certain  specialized  services  which  have  tradi- 
tionally been  in-house  activities;  and  last,  our  salary  and  overtime 
costs.  We  took  action  immediately  to  freeze  current  salaries,  re- 
strict new  hiring,  as  well  as  reduce  our  travel  budget. 

As  a  second  focus,  we  have  also  evaluated  the  airport's  outstand- 
ing debt  obligation  and  restructured  a  number  of  bond  series  to 
take  advantage  of  lower  interest  rates.  Since  1990,  gross  savings 
which  are  passed  onto  the  airlines  derived  from  refinancing  trans- 
actions totalled  $117  million.  Over  time,  this  will  reduce  debt  serv- 
ice costs,  but  more  importantly,  preserve  our  bonding  capacity  for 
new  projects.  Further,  we  have  segregated  certain  routine  and  on- 
going maintenance  tasks  that  have  previously  been  funded  through 
bond  programs  which  consume  valuable  bonding  capacity.  In  bal- 
ancing today's  costs  with  long-term  debt  levels,  we  budgeted  tasks 
such  as  replacement  of  terminal  carpeting  and  replacement  of  air- 
field security  gates  using  operating  revenues,  again,  conserving 
bonding  capacity  for  larger  capital  improvement  projects. 

We  have  also  scaled  down  this  year's  capital  spending  to  include 
only  those  essential  projects  that  truly  enhance  safety  and  capac- 
ity. For  example,  we  are  currently  extending  an  existing  runway 
by  2,000  feet  as  well  as  extending  three  taxiways,  but  we  reduced 
automotive  and  heavy  equipment  purchases  by  35  percent.  We 
have  already  seen  results  from  our  efforts.  A  comprehensive  re- 
evaluation  of  the  1993  proposed  improvement  projects  has  resulted 
in  a  reduction  of  $118  million  in  capital  spending. 
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A  third  area  of  attention  is  maximizing  existing  revenue  sources 
and  exploring  new  ones.  Here  we  have  targeted  opportunities  for 
the  airlines  to  help  us  improve  efficiency.  This  is  specifically  by  re- 
linquishing exclusive  control  of  under-utilized  terminal  space.  As 
an  example,  we  have  identified  prime  space  for  retail  concession 
operations  that  has  been  used  for  airline  administrative  offices. 
This  will  be  vacated  and  converted  to  better  revenue-producing 
space. 

Mr.  Chairman,  these  are  just  a  few  examples  of  the  initiatives  we 
are  undertaking  at  DFW  to  begin  the  process  of  maximizing  our  ef- 
ficiency. At  DFW  we  believe  that  our  continued  efforts  to  reduce 
costs  will  provide  the  most  supportive  environment  to  assist  the 
airlines  in  returning  to  full  economic  health.  And  we  also  believe  it 
is  in  the  best  interest  of  the  air  travelling  public  and  our  Nation's 
economy  for  airports  and  airlines  to  jointly  find  new  and  creative 
ways  to  strengthen  the  air  transportation  industry. 

I  thank  you  again  for  this  opportunity  to  share  our  views  with 
you.  And  I  would  certainly  be  pleased  to  answer  any  questions  you 
may  have  for  me. 

Mr.  Oberstar.  Thank  you  very  much.  It  is  very  interesting  testi- 
mony. You  should  have  sent  it  to  ATA  because  their  testimony  was 
replete  with  complaints  about  costs  that  airports  have  loaded  up  on 
airlines.  In  fact,  they  said  that  the  fastest  rising  costs  for  carriers 
has  been  airport  costs.  And  you  have  described  savings  in  your  re- 
evaluation,  on  page  seven,  re-evaluation  of  proposed  improvements 
of  reduction  of  $118  million  in  capital  spending.  I  think  you  ought 
to  at  least  cut  that  page  out  and  send  it  to  Mr.  Landry  and  let  him 
think  about  that,  plus  the  previous  paragraph  where  you  said  that 
you  achieved  gross  savings  of  $117  million  from  refinancing  trans- 
actions, reducing  debt  service  costs,  and  so  forth. 

First,  how  did  you  achieve  that  $118  million  reduction  in  capital 
spending?  By  simply  eliminating  projects? 

Ms.  LoNEY.  That's  correct,  Mr.  Chairman.  We  took  a  look  at  our 
capital  wish  list  for  1993  that  exceeded  $258  million.  We  looked  at 
those  projects  that  would  truly  enhance  safety  and  capacity  and  de- 
ferred or  eliminated  those  that  really  couldn't  meet  that  test.  I  do 
think  that  this  is  an  indication  of  airports'  responsiveness  to  the 
current  economic  environment  that  we're  operating  in. 

I  think  another  area  where  we  as  airports  are  getting  better  is 
that  we  are  estimating  the  operating  and  maintenance  costs  that 
accrue  to  the  facilities  that  we're  constructing.  That  may  not  have 
often  been  the  case  in  the  more  aggressive  economic  conditions  of 
the  1980s  when  we  were  busily  constructing  new  terminal  build- 
ings and  laying  pavement.  I  know  at  DFW  Airport  we  do  our  best 
to  forecast  the  operations  and  maintenance  costs  associated  with 
the  facilities  that  we're  constructing  with  our  valuable  capital  dol- 
lars to  give  a  good  projection  to  the  airlines  of  what  those  facilities 
will  cost  them  down  the  line. 

Mr.  Oberstar.  Are  there  other  ways  in  which  airports  can  save 
money?  You  talked  about  refinancing  some  of  your  bond  series  to 
take  advantage  of  the  lower  interest  rates.  Many  citizens,  home- 
owners have  done  the  same,  taking  advantage  of  declining  interest 
rates  to  refinance  their  homes  and  take  some  capital  out  for  home 
improvements  as  well  as  reduce  their  monthly  payments.  It  is  in- 
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teresting  that  airports  are  doing  the  same.  What  other  things  can 
be  done? 

Ms.  LoNEY.  I  think  also  in  the  area  of  providing  affordable  cap- 
ital for  the  airlines.  Airports  and  their  municipal  owners  have  been 
very  aggressive  in  assisting  the  airlines  in  providing  tax  exempt 
borrowing.  I  know  at  DFW  Airport  we  have  helped  provide, 
through  special  facility  bonding,  in  excess  of  $800  million  to  the 
airlines  to  improve  their  support  facilities  at  the  airport.  I  think 
that  this  is  an  excellent  representation  of  the  partnership  that  air- 
ports and  airlines  can  enjoy  to  ensure  the  sustained  development  of 
facilities  at  airports. 

Mr.  Oberstar.  Are  there  some  incentives  that  could  be  offered 
either  by  FAA  or  DOT  to  airports  to  work  toward  cost  contain- 
ment? I  don't  know.  I  don't  have  any  particular  thing  in  mind,  is 
there  just  some  way  that  there  can  be  more  encouragement  toward 
cost  containment?  Are  there  some  requirements  in  FAA  safety  or 
security  measures  that  if  a  company  buys  it  some  sort  of  incentive 
could  result  in  cost  savings? 

Ms.  LoNEY.  I  would  think  that  under  the  grant  program,  the  AIP 
program,  that  it  would  make  tremendous  good  sense  for  airports 
and  other  grant  recipients  to  estimate  the  on-going  costs  of  facili- 
ties that  they  are  using  grant  proceeds  to  construct.  I  think  that 
helps  to  give  a  better  long-term  view  of  what  the  expenses  are 
going  to  be  associated  with  facilities  that  we're  constructing. 

Mr.  Oberstar.  One  of  the  recurring  refrains  is  that  of  a  needs 
test.  We  have  heard  from  the  airlines  and  from  the  airline  associa- 
tion saying  that  on  these  PFC  proposals  submitted  by  airports,  they 
are  seeing  what  they  claim  are  unnecessary  expansion  or  develop- 
ment projects  and  they  want  FAA  to  apply  a  needs  test  or  Congress 
to  legislate  a  needs  test.  I'm  not  quite  sure  just  how  that  would  be 
done,  but  that  is  their  suggestion.  I  would  like  your  comment  on  it 
because  I  suspect  that  is  something  that  this  commission  will  look 
at.  It  is  certainly  something  the  airlines  will  bring  to  the  attention 
of  the  commission  and  say  these  are  among  the  costs  that  are  driv- 
ing us  into  unprofitable  condition. 

Ms.  LoNEY.  I  think  a  needs  test  has  merit,  but  I  think  that  it 
would  need  to  be  done  in  a  balanced  way.  Need  can  be  a  relative 
thing  from  an  airline  perspective  and  then  from  the  perspective  of 
an  airport  operator.  I  think  that  generally  airlines  have  been  much 
more  enthusiastic  about  supporting  airfield  capacity  projects  at  air- 
ports. It  typically  has  been  somewhat  more  difficult  for  airports  to 
get  that  same  level  of  support  for  landside  improvements — road- 
way, parking  facilities— that  are  needed  to  support  the  demand  at 
an  airport.  Typically  the  airlines  have  approval  rights  over  capital 
spending  at  airports,  if  a  needs  test  is  applied,  there  should  be 
some  benefit  or  some  ability  for  the  local  airport  to  show  its  need 
for  landside  facilities  as  well. 

Mr.  Oberstar.  On  the  two  runway  projects,  are  those  going  to  be 
PFC  financed? 

Ms.  LoNEY.  At  this  time,  we  haven't  determined  that  yet.  We  are 
currently  in  the  process  of  doing  a  five-year  capital  funding  assess- 
ment plan.  We  will  be  presenting  that  to  our  board  of  directors  this 
spring.  But  as  I  mentioned,  we  are  looking  at  in  excess  of  a  half  a 
billion  dollars  to  support  our  capital  needs. 
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Mr.  Oberstar.  But  either  way,  whether  it  is  AIP  or  PFC  fi- 
nanced, or  a  combination  of  the  two,  the  airlines  do  have  input  into 
your  decisionmaking  process,  don't  they? 

Ms.  LoNEY.  Yes. 

Mr.  Oberstar.  So  your  decisions  are  not  made  in  a  vacuum. 

Ms.  LoNEY.  No,  not  at  all. 

Mr.  Oberstar.  The  airlines  are  not  excluded.  If  they  want  to 
bring  a  needs  test  to  the  table,  they  can  bring  that  needs  test? 

Ms.  Loney.  Actually,  the  airlines  at  DFW  have  a  majority  inter- 
est voting  approval  over  capital  spending  at  the  airport. 

Mr.  Oberstar.  Thank  you. 

Mr.  Clinger. 

Mr.  CuNGER.  Thank  you.  Would  that  mean  then  that  before  any 
PFC  for  DFW  it  would  require  the  approval,  not  just  the  consulta- 
tion with  the  airlines,  but  also  they  would  have  veto  power  over  an 
application  for  a  PFC? 

Ms.  Loney.  The  Mil  approval  speaks  directly  to  the  borrowing  of 
bond  funds  that  would  have  a  commensurate  impact  on  the  rates 
and  charges  at  the  airport.  So  not  necessarily  PFCs. 

Mr.  Clinger.  Of  course,  one  of  the  items  pointed  to  by  some  of 
the  airlines  who  testified  yesterday  was  their  concern  that  PFCs 
were  being  sort  of  cavalierly  utilized  and  that  was  increasing  their 
costs  and,  therefore,  contributing  to  their  financial  distress.  I  guess 
you  could  say,  well,  the  whole  concept  of  PFC  really  was  born  out 
of  a  time  when  we  were  looking  at  and  contemplating  6  percent 
growth  in  air  travel  going  on  indefinitely.  Now,  of  course,  we  have 
severely  ratcheted  down  those  projections.  Growth  seems  to  be 
much  less  than  it  was. 

Is  there  a  possibility  that  one  of  the  things  that  would  help  the 
airlines  recover  would  be  to  have  a  moratorium  on  PFCs  and  recog- 
nize that  perhaps  we  can  slow  down  the  growth  at  this  point? 

Ms.  Loney.  Oh,  I  don't  think  so.  I  think  that  we  need  to  ensure 
that  airports  keep  pace  with  traffic  demand  for  the  future.  As  you 
know,  the  time  that  it  requires  for  airports  to  meet  their  environ- 
mental responsibilities  for  launching  projects  can  be  extensive.  We 
began  our  process  for  new  runway  development  at  DFW  back  in 
1987  and  we  still  have  not  come  to  closure  yet  on  an  agreement 
with  the  neighboring  community  of  Irving  in  order  to  start  the 
actual  construction  of  our  runway.  So  I  would  hate  to  see  that  slow 
down  occur.  That  could  certainly  be  the  effect  of  any  kind  of  mora- 
torium on  PFC  collections. 

Rather,  I  think  the  focus  ought  to  be  on  ensuring  that  projects 
are  eligible  under  the  legislation  and  that  they  support  the  infra- 
structure needs  of  our  industry. 

Mr.  Clinger.  That's  been  one  of  the  things  that  has  concerned 
me,  is  that  because  of  the  long  lag  times  in  this  industry  between 
the  time  you  order  new  equipment,  new  facilities,  to  try  and  meld 
that  with  the  economic  conditions  are  very  difficult.  I  think  part  of 
the  problem  we  have  today  is  that  we  were  buying  equipment  and 
ordering  equipment  at  a  time  when  we  were  basing  it  on  projec- 
tions that  have  turned  out  not  to  be  true.  Now  most  of  the  airlines 
are  scaling  back  dramatically,  cancelling  or  lengthening  out  their 
orders.  And  if  we  have  a  recovery  and  we  see  the  growth  come 
back,  we  are  still  going  to  be  out  of  sync.  How  we  get  those  two 
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things  in  sync— that  is  what  the  economy  will  really  support  and  to 
have  the  infrastructure  and  the  capacity  out  there  to  support  it— is 
a  difficult  problem  in  an  industry  that  has  these  sometimes  years 
of  lead  time  before  they  can  actually  come  on  stream. 

Ms.  LoNEY.  I  would  also  add  to  that,  Congressman,  that  it  is  also 
a  challenge  to  coordinate  the  airfield  capacity  projects  that  airports 
are  undertaking  with  the  airway  capacity  that  the  FAA  manages 
through  the  air  traffic  control  system.  We  are  particularly  proud  of 
the  initiative  at  DFW  because  it  is  a  coordinated  effort  in  which 
the  FAA  will  be  maximizing  its  air  traffic  control  system  with  the 
addition  of  upgraded  facilities.  We  will  be  helping  them  maximize 
the  utility  of  those  two  new  control  towers  with  additional  runway 
capacity.  To  me,  those  are  exactly  the  kinds  of  projects  that  we 
need  to  be  aggressively  pursing  at  airports  so  that  we're  maximiz- 
ing both  capacity  on  the  ground  and  in  the  air. 

Mr.  Clinger.  There  have  been  a  number  of  law  suits  involving 
this  whole  project.  Where  do  they  stand  at  this  point?  I  gather  it 
has  been  around  for  some  years  now.  Is  that  going  to  be  resolved? 
Ms.  LoNEY.  Yes,  it  has  been  a  protracted  dispute.  And  at  dispute 
is  whether  the  airport  has  the  right  to  construct  a  runway  on  prop- 
erty that  it  owns  within  its  fenceline  but  sits  within  the  municipal 
jurisdiction  of  the  community  of  Irving.  A  State  court  in  Texas  has 
ruled  that  we  do  not.  We  are  currently  on  appeal  right  now  on  that 
decision. 

In  the  meantime,  we  are  also  seeking  remedy  in  the  State  legis- 
lature to  have  the  Texas  Municipal  Airports  Act  amended  to 
confer,  with  full  clarity  to  DFW  Airport,  the  right  to  zone  property 
within  its  boundaries. 

In  the  meantime,  last  week  DFW  airport  board  presented  a  final 
proposed  settlement  on  the  cost  of  mitigation  to  the  community  of 
Irving.  That  settlement  proposal  failed  on  a  4-4  tie  vote. 
Mr.  Clinger.  Thank  you  very  much. 
Ms.  LoNEY.  Thank  you. 
Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  Perhaps  you  covered  it  in  your  testimony,  but  I  would 
like  to  ask  your  thoughts  on  the  security  requirements  at  airports 
as  required  by  the  FAA.  I  would  be  curious  how  Dallas-Fort  Worth 
reacts  to  this.  Do  you  feel  there  should  be  even  stronger  require- 
ments based  on  experience,  are  you  happy  with  the  system  as  it  is 
now  administered  within  the  airport  as  well  as  by  any  FAA  regula- 
tion? 

Ms.  LoNEY.  My  experience  at  both  Chicago  O'Hare  and  DFW  is 
that  the  requirements  for  automated  access  control  systems  were 
certainly  appropriate  for  airports  of  that  size  and  magnitude.  We 
aggressively  pursued  meeting  the  spirit  and  intent  of  those  regula- 
tions at  O'Hare.  And,  in  fact,  the  security  improvements  at  O'Hare 
cost  in  excess  of  $40  million.  Bringing  DFW  into  compliance  with 
the  regulations  was  not  as  costly  because  of  the  number  of  gates 
that  lead  onto  the  airfield  that  are  under  exclusive  control  to  spe- 
cific carriers. 

Generally,  I  think  that  safety  and  security  need  to  continue  to  be 
the  highest  priorities  in  the  operation  of  our  air  transportation 
system.  I  think,  however,  there  is  probably  some  flexibility  with 
smaller  airports  where  maybe  the  risks  may  be  at  a  different  level. 
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Potentially  the  need  to  invest  can  be  balanced  with  a  risk  assess- 
ment. 

Mr.  Horn.  Given  the  state  of  technology  that  is  now  advanced  in 
terms  of  just  the  search,  through  different  procedures  technically 
and  not  having  to  use  a  human  being  to  open  bags  and  so  forth,  do 
you  feel  we  are  where  we  ought  to  be,  or  are  we  trying  to  pinch 
money  in  any  of  these  areas  that  we  shouldn't  be  and  we  perhaps 
should  go  to  an  even  higher  level  of  equipment  that  would  detect 
some  of  the  things  that  could  be  put  in  baggage? 

Ms.  LoNEY.  I  think  that  the  technology  that  is  available  to  us 
today  is  adequate  as  long  as  we  have  the  personnel  properly 
trained  to  manage  the  systems  that  we're  installing  at  airports. 
This  is  another  one  of  those  areas,  when  I  was  talking  earlier 
about  the  O&M  costs  associated  with  facilities  that  we're  construct- 
ing, that  I  think  was  somewhat  underestimated.  There  are  major 
operations  and  maintenance  costs  associated  with  the  security  sys- 
tems that  we're  installing  at  airports.  However,  again,  I  feel  very 
strongly  about  the  need  to  emphasize  safety  and  security  in  our 
system. 

Mr.  Horn.  Well,  on  the  human  factor,  I  would  share  some  con- 
cern because  I've  been  in  airports,  and  I  suspect  all  of  us  have, 
where  you  find  the  attendant  that  is  supposed  to  be  watching  that 
screen  sort  of  joking  with  the  boyfriend  or  girlfriend,  as  the  case 
may  be,  and  you  wonder  if  their  eyeballs  are  ever  looking  at  the 
screen  when  things  go  through,  unless  there  is  a  beeper  going  off 
that  tells  you  there  is  an  object  that  fits  a  certain  profile.  There 
are  a  lot  of  reasons  I  have  a  concern  I  guess  just  based  on  a  few 
incidents  like  that  where  someone  could  have  had  something  in 
there.  That  bothers  me,  especially  at  the  wage  levels  we  pay  a  lot 
of  these  individuals.  I  suspect  it  is  still  pretty  close  to  minimum 
wage,  isn't  it? 

Ms.  LoNEY.  I  suspect  it  is.  Those  personnel  are  actually  contract 
personnel  to  the  airlines  under  FAR  Part  108.  Again,  vigorous 
training  and  enforcement  of  those  training  standards  with  those 
personnel  are  essential. 

Mr.  Horn.  Okay.  That's  all,  Mr.  Chairman. 

Mr.  Oberstar.  Ms.  Loney,  I  would  like  to  ask  to  what  degree  can 
air  traffic  control  technology  help  with  the  capacity  problems  of 
airports,  thereby  improving  efficiency  and  reducing  delays,  reduc- 
ing costs  to  carriers?  I  have  in  mind  two  aspects:  improving  the  en- 
route  centers  with  the  AAS  that  we  hope  is  going  to  be  on  stream 
in  the  next  couple  of  years;  more  improved  technology  for  towers 
and  TRACONS;  and  weather  radar  technology  such  as  windshear 
detection  systems,  microburst  detection  systems,  and  ASDE-3  and 
ASR-9  radars.  In  addition  to  just  the  margin  of  safety  improve- 
ment that  they  bring,  what  improvements  in  operations  will  such 
technology  bring,  in  your  judgement? 

Ms.  Loney.  A  tremendous  amount.  This  is  my  favorite  topic,  Mr. 
Chairman.  During  the  conduct  of  the  Chicago  Delay  Task  Force,  I 
spent  quite  a  bit  of  time  at  the  FAA  Technical  Center  in  Atlantic 
City  viewing  the  simulations  of  triple  converging  approaches  that 
can  be  achievable  with  newer  forms  of  radar,  particularly  the 
PRM.  I  was  so  impressed  with  what  those  systems  can  do  in  reduc- 
ing the  spacing  between  runways.  Often  times  airports  are  strug- 
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gling  with  constructing  runways  that  encroach  into  neighboring 
areas,  that  if  we  can  reduce  that  separation  without  compromising 
safety  with  these  new  upgraded  forms  of  radar,  it  might  make  for  a 
more  timely  process  to  bring  new  runway  capacity  into  full  imple- 
mentation. 

I  was  also  very  impressed  with  how  the  new  PRM  updates  infor- 
mation to  controllers.  I  specifically  viewed  a  one  second  update 
technology  that  will  give  controllers  much  better  information  at  a 
much  more  rapid  rate  which  will  reduce  their  workload  burden  by 
providing  more  accurate  information  in  a  more  timely  way. 

The  ASDE-3  technology  is  also  one  that  I  had  a  great  passion  for 
when  I  was  at  O'Hare.  Specifically,  we  were  most  interested  in 
bringing  that  new  generation  ASDE  equipment  into  implementa- 
tion at  O'Hare  because  it  would  be  a  tremendous  aid  during  snow 
removal  operations  to  have  the  clarity  that  it  affords  for  being  able 
to  separate  airplanes  from  ground  vehicles  during  periods  of  zero- 
zero  visibility. 

However,  I  am  concerned  that  the  priority  for  airports  on  that 
list  should  be  reviewed.  O'Hare  had  a  much  lower  priority  on  that 
list  than  other  airports.  I  think  being  the  world's  busiest  airport 
and  being  in  the  Snowbelt  that  it  should  have  had  a  higher  priori- 
ty. We  should  be  reviewing  those  kinds  of  opportunities  with  our 
most  congested,  most  constrained  airports  in  mind  first.  But  I  am 
very  excited.  Every  time  I  go  to  the  Tech  Center  I  come  back  just 
so  charged  up  with  potential. 

Mr.  Oberstar.  I  feel  the  same.  It  is  a  very  exciting  place  to  sort 
of  recharge  your  intellectual  batteries  on  the  technology  side  of 
FAA.  I  am  glad  to  hear  your  response.  I  am  a  strong  believer  in 
accelerating  the  development  of  technology  in  ATCs  so  that  \ve  can 
squeeze  more  capacity  out  of  existing  airports  without  having  to 
build  new  airports.  I  am  glad  to  hear  your  response.  We  can  pursue 
that  later. 

In  your  earlier  testimony,  you  talked  about  O'Hare  and  the 
number  of  operations,  2,100  operations  a  day,  and  a  substantial 
number  of  those  occurring  in  just  a  few  hours.  I  assume  those  are 
the  early  morning  hours  and  the  late  afternoon  hours  serving  busi- 
ness travel  departure  interests  or  arrival  interests.  That,  of  course, 
creates  gate  congestion.  I  am  just  wondering  if  you  have  given 
some  thought  to  the  way  Heathrow  operates  its  gates?  Put  aside 
for  the  moment  the  different  legal  regime  and  the  different  system 
in  which  we're  operating;  Heathrow  owns  the  gates  and  moves  air- 
lines around  to  serve  the  travelling  public  rather  than  necessarily 
serving  the  airline.  And  while  there  may  be  some  operational  diffi- 
culties and  pain  for  the  airline,  the  airport  is  making  maximum 
use  of  available  gates  and  you  don't  have  gates  standing  vastly  idle 
for  long  periods  of  time.  In  your  Delay  Task  Force,  did  you  give 
that  some  consideration  or  have  you  thought  about  it  in  other  con- 
texts? 

Ms.  LoNEY.  Absolutely.  But  first  I  would  just  like  to  make  one 
correction.  The  2,100  operations  that  I  spoke  of  were  actually  DFW, 
the  world's  second  busiest  airport.  O'Hare  has  approximately  2,400 
aircraft  take-offs  and  landings  every  day. 

Actually,  that  issue  did  not  come  up  as  a  part  of  the  Chicago 
Delay  Task  Force  but  more  specifically  in  the  negotiations  for  the 
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construction  of  the  new  international  terminal  building  that  is  cur- 
rently probably  50  to  60  percent  complete  right  now  in  Chicago.  We 
negotiated  during  my  tenure  there  a  gate  access  agreement.  This  is 
going  to  be  a  1.1  million  square  foot  international  terminal  with  22 
gates.  All  22  gates  will  be  under  the  control  and  assignment  of  the 
airport  operator,  the  City  of  Chicago,  in  which  utilization  of  the 
gates  will  be  allocated  on  an  "as  needed"  basis.  I  am  very  proud  of 
that  agreement.  I  think  it  will  maximize  the  utility  of  that  facility 
and  I  think  we  need  to  be  looking  at  more  opportunities  for  these 
types  of  agreements  to  ensure  that  airports  are  able  to  maximize 
their  investments  in  terminal  facilities  and  serve  all  users. 

Mr.  Oberstar.  That  terminal  is  going  to  be  operational  this 
spring,  April,  May,  thereabouts. 

Ms.  LoNEY.  I  understand  it  is  probably  going  to  be  during 
summer  months  that  they  will  actually  commission  a  portion  of  the 
building. 

Mr.  Oberstar.  The  commissioning  will  take  place  in  April  or 
May  and  then  operational  somewhat  later. 

Ms.  Loney.  Yes,  but  the  full  22  gates  won't  be  completed  until 
probably  fall,  is  my  understanding. 

Mr.  Oberstar.  We  will  have  to  take  a  look  at  that  firsthand  to 
see  how  it  works. 

Ms.  Loney.  Another  interesting  part  of  those  negotiations  is  the 
fact  that  typically  the  airlines  have  scheduled  their  arrival  and  de- 
parture times  at  airports  without  input  from  the  airport.  This 
agreement  will  actually  involve  the  airport  during  the  lATA  sched- 
uling conferences  so  that  the  airport  can  assist  the  airlines  in  being 
able  to  schedule  activity  on  the  gates,  again,  maximizing  the  utili- 
zation of  those  gates. 

Mr.  Oberstar.  Very  good.  Thank  you. 

One  final  point  and  that  is  your  testimony  about  opportunities  at 
DFW  for  airlines  to  improve  the  airport  efficiency  by  relinquishing 
exclusive  control  of  underutilized  terminal  space.  How  does  that 
improve  the  airport's  operating  efficiency,  and  is  this  a  model  for 
other  airports? 

Ms.  Loney.  We  think  it  is  a  model.  It  doesn't  necessarily  improve 
operating  efficiency,  but  when  we  undertook  this  initiative,  we  di- 
vided our  task  into  three  areas  and  in  addition  to  maximizing  oper- 
ating and  maintenance  efficiency,  we  also  earmarked  exploring 
new  sources  of  revenue.  This  is  where  this  particular  opportunity 
came  to  us.  We  took  a  look  at  some  administrative  office  space  that 
had  been  occupied  by  one  of  the  airlines  that  really  didn't  need  to 
be  housed  in  the  terminal  building.  This  office  space  sat  in  an  area 
that  was  in  great  location  for  passenger  traffic  flow  and  we  are 
going  to  be  converting  it  into  a  retail  concession  shop. 

Mr.  Oberstar.  Very  interesting.  Well,  I  greatly  appreciate  your 
testimony. 

Mr.  dinger,  do  you  have  any  other  questions? 

Mr.  CuNGER.  Nothing  further,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you.  It  has  been  most  helpful  to  have  you 
with  us.  We  appreciate  your  participation. 

Ms.  Loney.  Thank  you  very  much. 

Mr.  Oberstar.  Our  final  witness  today,  Mr.  John  Hintz,  presi- 
dent of  the  National  Business  Travel  Association,  NBTA,  a  fre- 
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quent  witness  before  this  committee.  As  I  recall  from  Marge 
Grace's  long  service  with  NBTA,  your  members  place  in  the  range 
of  $30  to  $35  billion  of  airline  business  every  year.  A  very  impor- 
tant, if  not  vital,  segment  of  this  industry.  You  have  always  con- 
tributed to  the  work  of  this  committee  in  very  important  ways. 
We're  glad  to  have  your  testimony. 

Mr.  HiNTZ.  Thank  you  very  much,  Mr.  Chairman.  Ms.  Grace 
sends  her  regards.  ^ 

Mr.  Oberstar.  Please  give  her  our  greetmgs.  I  haven  t  seen 
Marge  in  a  long  time. 

Mr.  HiNTZ.  I  will  do  that. 

TESTIMONY  OF  JOHN  H.  HINTZ,  PRESIDENT,  NATIONAL  BUSI- 
NESS TRAVEL  ASSOCIATION,  ACCOMPANIED  BY  NORMAN 
SHERLOCK,  EXECUTIVE  DIRECTOR  AND  CHIEF  OPERATING  OF- 
FICER 

Mr.  HiNTZ.  Thank  you  very  much,  Mr.  Ghairman.  I  am  the  presi- 
dent of  the  National  Business  Travel  Association  which  represents 
the  Nation's  business  travellers.  With  me  today  is  Mr.  Norman 
Sherlock  who  is  the  executive  director  and  chief  operating  officer 
of  the  association. 

Business  travellers  are  the  principal  source  of  passenger  revenue 
for  the  airlines,  representing  more  than  60  percent  of  all  passenger 
revenues,  approximately  $50  billion  a  year.  Our  members  and  af- 
filiates include  more  than  2,000  major  corporations,  universities, 
trade  associations,  and  other  non-profit  institutions.  We  are  the 
people  who  make  and  enforce  the  travel  decisions  in  these  organi- 
zations. We  draw  up  the  budgets  and  we  decide  who  gets  to  fly  and 
who  stays  home.  In  my  own  company,  Price  Waterhouse,  for  exam- 
ple, I  am  responsible  for  a  travel  budget  of  over  $100  million.  Our 
company  has  110  offices  in  36  States,  in  6  time  zones  stretching 
from  San  Juan  to  Anchorage.  Last  year,  on  behalf  of  my  company, 
I  issued  83,000  airline  tickets  to  11,000  employees. 

This  level  of  activity  makes  companies  very  sensitive  to  airline 
price  and  efficiency.  For  American  business  air  travel  is  a  vital 
part  of  our  everyday  life.  It  is  not  an  option  and  it  is  certainly  not 
a  luxury.  Our  destinations  are  not  resorts,  they  are  mostly  the 
major  business  centers  like  Ghicago,  Detroit,  Pittsburgh,  Cleveland, 
Boston,  and  New  York.  The  purpose  of  our  travel  is  business — to 
make  a  sale,  to  sign  a  contract,  to  build  business,  to  create  jobs. 
Indeed,  business  travel  of  this  kind  is  indispensable  in  achieving 
the  economic  goals  President  Glinton  outlined  last  night,  essential 
to  the  Nation's  competitiveness,  its  productivity,  its  economic 
growth,  and  creating  new  and  better  jobs  for  our  people.  The  air- 
lines are  our  partners.  Their  survival  and  prosperity  is  fundamen- 
tal to  the  survival  and  prosperity  of  American  business.  We  need 
each  other  and  we  depend  on  each  other. 

For  much  of  my  life,  Mr.  Ghairman,  I  have  been  a  pilot,  includ- 
ing 20  years  with  the  United  States  Air  Force.  I  feel  a  very  person- 
al bond  with  the  people  in  the  airline  industry.  I  know  firsthand 
many  of  the  problems  they  face  day  in  and  day  out — maintenance 
problems,  scheduling  problems,  traffic  control  problems,  weather 
problems,  just  to  name  a  few.  So  when  I  speak  of  the  crisis  in  the 
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Nation's  air  travel,  I  speak  from  the  heart.  To  me,  and  I  know  to 
you,  sir,  it  is  nothing  short  of  a  tragedy,  a  tragedy  with  many 
causes,  most  of  them  eminently  avoidable.  It  is  a  story  of  poor  man- 
agement decisions,  shortsighted  marketing,  below  cost  pricing,  and 
to  some  extent,  I  submit,  bad  regulatory  and  tax  policies.  The 
result  is  that  the  airline  industry  today  has  too  many  planes,  too 
few  passengers,  barely  adequate  maintenance,  inefficient  airports, 
too  many  delays,  and  too  many  passengers  paying  less  than  an  eco- 
nomic fare. 

As  we  see  it,  Mr.  Chairman,  pricing  is  the  core  of  the  airlines' 
problems.  In  a  way,  the  airlines  are  very  much  like  a  salesman 
who  lost  money  on  every  product  he  sold.  When  challenged  about 
it,  he  said  it  is  not  a  problem,  he  makes  it  up  on  volume.  Well,  the 
airlines  have  been  chasing  volume,  the  wrong  kind  of  volume,  and 
the  more  volume  they  booked  the  more  money  they  lost.  They 
deeply  discount  promotional  fares  at  75  percent  or  more  and  try  to 
make  up  the  difference  by  increasing  business  fares.  Today  the  av- 
erage business  passenger  pays  four  times  more  for  his  or  her  seat 
than  the  non-business  passenger.  In  the  past  90  days  alone,  the  air- 
lines have  increased  the  cost  of  business  fares  between  15  and  25 
percent.  That  is  in  just  the  last  90  days.  So  at  one  end  they  are 
charging  far  too  little,  and  at  the  other  end  they  are  charging  far 
too  much. 

Federal  sales  tax  adds  10  percent  to  the  price  of  a  seat.  So  they 
exaggerate  the  problem  by  making  the  business  traveller  pay  an 
even  greater  differential,  four  times  more  tax,  than  the  non-busi- 
ness traveller.  Business  reacts  in  the  way  you  would  expect  it  to.  It 
flies  less.  When  the  airlines  suddenly  raise  prices  25  percent,  we 
can't  simply  raise  our  travel  budgets  to  accommodate  them.  We  are 
forced  to  cut  back  on  travel  and  stay  within  our  budgets.  What  this 
means  to  the  airlines  is  that  they  have  fewer  and  fewer  profitable 
business  passengers  and  the  Federal  Government  collects  fewer 
taxes. 

Mr.  Chairman,  yesterday  we  conducted  a  telephone  survey  of  our 
members  who  represent  top  Fortune  200  companies  and  they  veri- 
fied what  I  just  told  you.  Companies  are  very  distressed  at  the  in- 
crease in  prices  that  they've  seen  recently  and  these  companies  are 
reacting  by  delaying  projects,  cancelling  meetings  for  the  summer 
months,  using  teleconferencing,  doing  anything  they  can  to  live 
within  their  budgets.  Their  budgets  did  not  include  this  25  percent 
increase  the  airlines  have  placed  on  us.  What  the  airlines  and  the 
Government  both  need  is  more  business  passengers,  not  less.  They 
can't  get  them  by  raising  business  fares.  They  need  to  lower  these 
fares  and  thereby  increase  the  volume  of  full  fare  business  travel- 
lers. 

Travel  is  the  third  largest  operating  cost  of  American  business. 
Each  year  businessmen  spend  over  $50  billion  in  air  travel.  But 
unlike  more  fixed  operating  costs  like  labor  and  health  care,  travel 
costs  are  controllable.  Instead  of  sending  three  people  to  a  sales 
meeting,  we  may  hold  a  teleconference.  That  doesn't  just  eliminate 
the  airfare — hotels,  restaurants,  taxi  cabs,  retail  outlets  all  lose  too. 

How  can  the  airlines  get  out  of  this  bind?  More  than  anything 
else  they  need  to  come  up  with  better  pricing  mechanisms.  They 
need  to  attract  more  business  travellers  by  offering  more  realistic 
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business  rates  and  by  providing  stability  in  pricing.  In  the  business 
world,  we  need  stability.  Our  travel  budgets  are  not  open-ended. 
We  cannot  increase  them  by  25  percent  just  because  we  feel  like  it. 
But  business  travellers  are  still  the  airlines  best  friends.  A  major 
carrier  projected  recently  that  just  one  additional  business  travel- 
ler per  flight  generates  $12  million  a  year  in  added  revenue.  As 
Senator  Dirksen  might  have  said,  $12  million  here,  $12  million 
there  and  pretty  soon  you  are  getting  into  real  money.  That's  the 
kind  of  business  the  airlines  need. 

We  in  the  National  Business  Travel  Association  want  to  help  the 
airlines  get  back  to  economic  health.  We  want  to  put  more  passen- 
gers on  planes,  not  fewer,  but  we  cannot  do  this  with  the  present 
pricing  structure.  This,  we  believe,  is  the  core  problem. 

We  welcome  the  announcement  this  week  of  a  commission  to 
study  the  airlines'  plight,  and  we  have  offered  our  help  to  this  com- 
mission. We  also  offer  our  help  to  your  committee  and  look  forward 
to  working  with  you,  Mr.  Chairman,  and  with  your  colleagues  and 
staff  on  finding  ways  to  solve  the  problem. 

One  potential  answer  we  believe  this  committee  may  wish  to  ex- 
plore is  the  establishment  of  basic  minimum  rates  for  all  routes.  It 
is  obviously  not  in  the  airlines'  interest  to  carry  more  and  more 
passengers  at  cut  rates  when  they  lose  money  on  them.  Yet,  they 
feel  pressured  by  the  other  airlines.  This  competition  for  volume  at 
any  cost  has  reached  the  point  of  real  madness.  You  can't  run  a 
business  that  way.  If  airlines  were  required  by  law  to  charge  a 
basic  break-even  cost  for  every  passenger,  it  would  very  quickly 
take  the  madness  out  of  this  syst3m.  They  could  make  money  on 
every  flight. 

We  realize  that  any  suggestion  of  re-regulation  raises  alarm  in 
many  quarters.  Deregulation  has  brought  benefits;  we  acknowledge 
that  and  we  are  not  suggesting  a  return  to  the  old  days.  But  the 
airlines  are  just  like  the  country's  economy,  they  are  facing  a 
major  crisis  and  all  possible  solutions  should  be  on  the  table.  One 
of  these  options  is  to  establish  a  floor  price,  a  minimum  fare  for  all 
routes.  This  would  mean  that  the  airlines  would  no  longer  have  to 
compensate  for  their  losses  by  ratcheting  up  the  cost  to  the  busi- 
ness traveller.  This  would  mean  more  business  travellers  bringing 
substantially  more  revenue  to  the  airlines.  And  an  increase  in  busi- 
ness passengers  has  a  multiplying  effect  throughout  the  economy. 
It  means  more  car  rentals,  more  hotel  reservations,  more  restau- 
rant meals,  more  airport  business,  more  contracts,  more  sales, 
more  business,  period.  This  translates  quickly  to  more  jobs  and  a 
growing  economy.  This  is  the  kind  of  economic  stimulus  that  re- 
quires no  tax  dollars,  not  Federal  outlays,  no  new  investment.  On 
the  contrary,  it  generates  additional  revenues  for  Government. 

The  committee  could  go  a  step  further.  It  could  consider  shaving 
the  Federal  sales  tax  on  air  tickets,  which  we've  heard  many 
people  advocate  today.  As  you  know,  two  years  ago  this  tax  was 
raised  from  8  percent  to  10  percent.  We  would  strongly  recommend 
a  return  to  the  8  percent  tax.  It  is  estimated  that  a  return  to  the  8 
percent  tax  would  stimulate  a  1.4  percent  increase  in  air  traffic. 
This  translates  to  6.5  million  more  taxpaying  passengers,  an  addi- 
tional $300  million  in  airline  revenues,  and  7,500  more  airline  jobs. 
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We  would  also  like  you  to  consider,  Mr.  Chairman,  to  reallocate 
the  passenger  tax  and  make  it  a  true  user  tax.  A  business  traveller 
who  pays  $1,000  for  his  airline  ticket  may  be  sitting  next  to  a  lei- 
sure traveller  who  paid  $250.  That  leisure  traveller  paid  $25  in  tax 
and  the  businessman  paid  $100.  We  would  offer  that  safety  and  the 
infrastructure  of  the  air  system  is  just  as  important  to  the  leisure 
traveller  as  it  is  to  the  business  traveller,  and  that,  just  like  PFCs, 
it  should  be  collected  fairly  for  all  users.  And  we  might  consider 
this  be  done  on  a  basis  of  cost-per-mile.  This  would  also  be  a  stimu- 
lus for  business  traffic. 

These  are  the  kinds  of  changes  we  hope  this  committee  will  con- 
sider. We  believe  they  are  reasonable,  we  believe  they  are  practi- 
cal, we  believe  they  would  go  a  very  long  way  to  solving  the  cur- 
rent crisis  in  the  airline  industry  and,  at  the  same  time,  would 
make  a  real  contribution  to  strengthening  the  Nation's  economy. 
We  have  offered  some  additional  suggestions  and  details  in  our 
written  testimony,  Mr.  Chairman. 

At  this  point  I  would  like  to  express  the  gratitude  of  our  mem- 
bers to  your  and  your  colleagues  on  this  committee  and  to  the  com- 
mittee staff  for  your  continuing  concern  and  your  work  on  these 
very  important  and  urgent  issues.  We  appreciate  the  opportunity 
you  have  given  us  to  present  our  views,  and  we  look  forward  to 
providing  you  with  all  the  help  and  support  we  can.  We  hope  you 
will  not  hesitate  to  call  on  us.  And  we  would  be  happy,  if  your 
schedule  permits,  to  answer  some  questions. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Hintz.  We  are  most 
appreciative  of  your  testimony.  You  have  given  some  very  interest- 
ing insights  into  this  problem.  We  certainly  will  continue  to  call  on 
NBTA  in  our  deliberations.  I  am  certain  the  commission,  when  es- 
tablished, will  do  the  same.  We  will  certainly  recommend  to  them 
that  they  do  so. 

On  the  first  page  of  your  testimony,  you  talked  about  the  eco- 
nomic burdens  on  business  and  referred  to  the  Passenger  Facilities 
Charge.  You  didn't  mean  to  say  that  we  shouldn't  have  it,  did  you? 

Mr.  Hintz.  No,  we  did  not.  We  support  the  Passenger  Facilities 
Charge.  We  understand  exactly  what  it  is  there  for. 

Mr.  Oberstar.  In  fact,  one  of  the  reasons  that  I  think  that  this 
legislation  really  took  off  is  the  support  it  had.  Had  NBTA  taken  a 
negative  view  on  it,  I  think  it  would  have  slowed  down  this  process. 

Mr.  Hintz.  Indeed.  We  support  the  reason  why  we  have  it,  we 
support  anything  we  can  to  improve  infrastructure. 

Mr.  Oberstar.  You  are  just  citing  it  as  a  cost  of  business  ex- 
pense. 

Mr.  Hintz.  Absolutely.  It  is  a  cost  of  business  and  we  have  to 
consider  that  in  the  cost  that  we  budget  for  each  and  every  year. 

Mr.  Oberstar.  On  the  other  hand  though,  you  want  to  see  those 
revenues  invested  in  capacity  enhancement. 

Mr.  Hintz.  Absolutely.  And  safety. 

Mr.  Oberstar.  Yes,  and  safety.  I  am  with  you  on  the  ticket  tax 
issue.  That  2  percent  was  stuffed  into  the  1990  economic  summit 
out  there  at  Andrews  while  they  were  quarantined  and  came  up 
with  where  can  we  find  revenues  to  deal  with  this  budget  deficit. 
They  found  the  gas  tax  and  they  found  the  ticket  tax. 

Mr.  Hintz.  Right. 
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Mr.  Oberstar.  Mr.  Clinger,  Mr.  Mineta,  and  the  Chairman  of  our 
committee  at  the  time,  Mr.  Anderson,  and  I  all  vigorously  opposed 
the  2  percent  but  it  was  just  folded  into  the  total  package.  We  are 
now  at  the  end  of  the  run  of  that  2  percent.  I  would  agree  with  you 
that  its  future  treatment  can  in  some  way  be  beneficial.  Now  ^ye 
have  got  two  viewpoints.  You've  said  reduce  the  2  percent,  it  will 
increase  passenger  traffic.  The  airlines  say  reduce  the  ticket  tax,  it 
will  improve  airline  profitability.  If  anything  were  done  with  that 
tax,  would  you  like  to  see  some  direction  on  what  happens  with  the 
tax? 

Mr.  HiNTZ.  We  would,  indeed.  If  we  are  paying  the  2  percent,  we 
are  paying  4  times  the  amount  that  the  leisure  traveller  is.  As  a 
result,  we  see  that  as  a  potentially  limiting  factor  on  the  future  air 
travel  of  the  business  community.  So,  the  domestic  passenger  tax 
again,  on  the  $250  ticket  may  yield  an  additional  passenger  for  the 
airlines  but  they  really  want  that  2  percent  to  be  applying  to  that 
$1,000  ticket,  which  is  the  business  traveller.  That  is  where  they 
are  going  to  get  their  additional  revenues  from.  We  believe  this  re- 
duction in  the  tax  would  provide  a  window  of  opportunity  for  the 
airlines  to  gain  some  added  revenue  and  shore  up  their  economies. 

Mr.  Oberstar.  Airlines  are  claiming  that  they  are  eating  that  2 
percent,  that  they  are  also  eating  the  PFC  in  certain  circum- 
stances. Do  you  have  any  evidence  about  that? 

Mr.  HiNTZ.  The  only  circumstances  that  we  can  be  definitive 
about,  Mr.  Chairman,  is  where  they  are  waiving  them  for  a  free 
ticket. 

Mr.  Oberstar.  Oh,  yes.  Okay.  Well,  if  we  could  write  the  tax  leg- 
islation as  to  direct  the  savings,  if  we  should  be  able  to  do  so,  the 
savings  should  be  returned  to  passengers;  that  would  be  your  pref- 
erence? 

Mr.  HiNTZ.  At  this  point,  yes,  that  would  be  our  primary  interest, 
but  it  could  go  to  the  airlines  as  a  result  of  added  traffic,  too. 

Mr.  Oberstar.  And  your  rationale  would  be  that  the  result 
would  be  increased  travel. 

Mr.  Hintz.  Increased  travel,  is  certainly  not  what  most  compa- 
nies are  doing,  and  that  is  to  restrict  the  travel  because  of  recent 
increases.  We  think  we  need  to  have  that  business  going  out  and 
bringing  in  new  business.  That's  the  business  that  creates  new  jobs. 
When  you  don't  put  the  salesmen  out  to  bring  in  new  business,  you 
don't  get  the  factories  going,  you  don't  create  those  new  jobs.  We 
are  going  to  have  to  continue  our  travel  with  the  inelastic  portion, 
but  that  is  basically  maintaining  existing  business.  And  we  want  to 
create  new  business. 

Mr.  Oberstar.  Let's  take  your  $700  ticket  example,  the  2  percent 
would  represent  about  $14. 

Mr.  Hintz.  Correct. 

Mr.  Oberstar.  Does  that  make  a  difference  to  a  travel  manager? 

Mr.  Hintz.  As  part  of  the  total  picture  it  would.  If  we  looked  at  a 
reallocation  of  the  ticket  base  so  that  we  close  the  gap  between  the 
leisure  ticket  and  the  business  ticket,  we  see  that  the  business 
ticket  would  come  down  with  everyone  paying  a  fairer  share  of  the 
burden  for  the  airlines.  So  we  see  it  coupled  with  a  reallocation  of 
faring  that  this  would  be  very  beneficial. 
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Mr.  Oberstar.  In  the  previous  testimony  we  have  received,  there 
have  been  views  pro  and  con  increasing  passenger  ticket  prices. 
Some  saying  that  the  fares  have  been  unreahstically  low  and  do 
not  represent  an  adequate  return  on  investment  and  saying  that 
those  fares  should  have  been  increased  and  can  be  now  increased 
to  a  realistic  level  relating  to  airline  operating  costs.  Others  come 
back  and  say  if  you  do  that,  you  are  going  to  lose  passenger  traffic 
because  this  is  a  very  price  sensitive  business,  especially  the  per- 
sonal and  leisure  travel.  You've  somewhat  answered  that  question 
already  talking  about  the  ticket  tax,  but  address  that  aspect  of  it. 

Mr.  HiNTZ.  We  believe  that  there  is  more  elasticity  in  the  leisure 
end  of  the  market  than  the  airlines  believe  but  it  may  take  setting 
a  floor  on  prices  to  get  the  average  person  to  pay  a  fair  share  of 
the  break  even  of  that  carrier  when  they  get  on  board.  That  is  why 
we  have  proposed  that  a  floor  may  be  necessary  to  change  the  mar- 
keting of  the  airlines. 

It  is  our  observation  that  because  of  the  fare  wars  of  last  year, 
the  average  leisure  traveller  will  stand  in  line  for  an  even  lower 
fare  this  year  and  they  will  expect  an  even  lower  fare  next  year. 
The  airline  attitude  appears  to  be  that  they  can  provide  a  seat  at 
any  price  no  matter  what.  I  think  that  is  clearly  incorrect  and  I 
think  we  have  an  entire  industry  that  has  to  say  that  is  below  my 
cost,  I  cannot  provide  service  for  that. 

They  spend  a  great  deal  of  money,  Mr.  Chairman,  telling  you  you 
can  go  coast  to  coast  for  $250.  When  was  the  last  time  you  saw  an 
advertisement  in  the  paper  saying  pay  the  businessman  s  fare,  it  is 
only  $1,000. 

Mr.  Oberstar.  When  American  Airlines  announced  plans  to  sim- 
plify its  fare  structure  it  was  met  with  great  silence  in  the  market- 
place. It  seems  ironic,  however,  that,  based  on  your  testimony,  sim- 
plified fare  would  be  preferable  to  your  members  because  it  would 
represent  less  differential  between  business  and  pleasure  travel. 
What  can  carriers  do  on  their  own  without  Government  interven- 
tion to  make  fares  more  equitable  for  business  travellers? 

Mr.  HiNTZ.  Mr.  Chairman,  there  was  some  merit  in  the  simpli- 
fied fare  structure.  What  the  simplified  fare  structure  failed  to  ac- 
knowledge was  the  fact  that  carriers  had  made  commitments  with 
companies  who  could  control  the  volume  of  their  travel.  Just  as 
any  business  has  preferred  suppliers  to  provide  certain  products — 
computers,  paper,  whatever — we  also  have  followed  that  policy. 
When  they  came  out  with  the  change  to  the  "fair  fares",  as  they 
said,  the  financials  perhaps  were  good  on  paper  for  the  general 
economy  but  it  basically  spoiled  some  very  good  relations  which 
had  been  built  up  with  individual  customers,  and  in  fact,  customers 
that  had  worked  very  closely  with  the  airlines  as  partners,  such  as 
my  own  company  where  we  control  every  airline  ticket  that  we  use 
out  of  a  one  single  controlled  reservation  center.  We  can  actually 
deliver  volume  to  a  particular  carrier.  When  the  carriers  come  and 
unilaterally  tear  up  the  contracts  in  your  face,  this  doesn't  react 
well  to  business  and  business  didn't  react  well  to  this  action.  I 
think  that  was  part  of  the  problem.  American  business  said  that  is 
not  the  way  we  do  business,  that  is  not  the  way  you  do  business 
airlines.  You  expect  to  have  your  volume  discounts  rates  when 
your  crews  are  staying  in  the  hotels,  you  expect  to  buy  your  air- 
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planes  in  twos  and  threes  and  fours  with  options  to  buy  more.  How 
come  that  doesn't  apply  to  the  rest  of  the  world?  When  was  the 
last  time  that  the  steel  industry  ignored  the  auto  mdustry?  Yet, 
the  airline  industry  tries  to  ignored  collective  corporate  travel. 

Mr.  Oberstar.  You  are  so  right  about  that.  They  just  thmk  you 
are  a  cash  cow  for  them  to  milk. 

Mr.  HiNTZ.  And  I  think  what  we're  really  concerned  about,  is  the 
increases  of  15  to  25  percent  that  we  have  seen  just  in  the  last  90 
days.  This  really  compels  companies  to  restrict  their  travel.  I  think 
that  is  exactly  the  opposite  of  what  we  are  trying  to  do  and  what 
the  President  is  trying  to  do  in  getting  out  there  and  creating  jobs. 
Mr.  Oberstar.  There  is  a  report  in  the  Wall  Street  Journal  on 
American  Airlines  reevaluating  their  operations  and  saying  that 
one  of  their  strategic  initiatives  will  be  to  drop  short-haul  competi- 
tive routes  where,  in  the  face  of  competition,  they  have  to  offer 
lower  fares  to  meet  their  competition  and  concentrate  their  service 
in  those  areas  where  they  have  a  monopoly,  a  fortress  hub,  for  ex- 
ample, where  they  can  charge  a  premium. 
Mr.  HiNTZ.  And  we're  certainly  seeing  that. 
Mr.  Oberstar.  Mr.  dinger. 
Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

Mr.  Hintz,  I  just  have  one  question,  and  that  is  when  we  had 
Desert  Storm  and  a  recession  and  all  of  those  bad  things  we've  had 
in  the  recent  years  and  business  travel  took  a  deep  dive  and  hasn't 
come  back.  You  have  mentioned  some  of  the  reasons,  but  one  of  the 
things  that  has  occurred  to  me  is  that  as  a  result  of  that  experi- 
ence it  seems  to  me  the  businesses  discovered  that  they  can  do  a  lot 
more  business  without  travelling.  They  can  do  it  with  teleconfer- 
encing, the  fax  machines  make  communication  much  more  rapid 
and  much  easier  to  pull  off.  Isn't  that  going  to  be  a  factor  down  the 
road?  Isn't  it  going  to  be  tougher  to  win  back  that  business  travel- 
ler? 

Mr.  Hintz.  It  absolutely  is.  Many  companies  don't  have  the  tech- 
nology in  place  yet,  the  E-Mail  systems  and  integrated  fa  systems. 
But  if  the  air  fares  stay  high  for  too  long,  they  will  determine  that 
it  is  very  much  in  their  interest  in  investing  in  these  things.  Tele- 
conferencing centers,  as  well.  Very,  very  few  companies  currently 
have  teleconferencing  centers.  But  if  the  cost  of  air  travel  exceeds 
everyone's  budget  by  25-30  percent  this  year  and  worse  next  year, 
all  of  a  sudden  you  can  take  that  additional  cost  and  put  in  tele- 
conferencing centers. 

Mr.  Clinger.  It  just  seems  to  me  the  airlines  better  be  very  sen- 
sitive to  that  fact. 

Mr.  Hintz.  I  wish  they  would  be  more  sensitive,  Mr.  Clinger. 
Mr.  Clinger.  Okay.  Thank  you  very  much. 
Mr.  Hintz.  Thank  you. 

Mr.  Oberstar.  You  have  provided  us  with  a  very  refreshing  and 
important  insight  into  the  problems  of  this  troubled  industry.  I  en- 
courage you  to  continue  to  follow  and  share  with  the  committee 
your  thoughts. 

Oh,  I'm  sorry.  Mr.  Horn,  please. 

Mr.  Horn.  You  have  asked  all  the  relevant  questions  between 
Mr.  Clinger  and  yourself. 
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Mr.  Oberstar.  You  are  so  peaceful  over  there  on  the  other  end  of 
this  hearing  room.  I  didn't  mean  to  pass  you  by. 

Thank  you  very,  very  much.  And  please  do  continue  to  share 
with  the  committee  your  thoughts  on  these  issues  and  do  become 
actively  involved  with  the  commission  when  it  is  established. 

Mr.  HiNTZ.  Absolutely.  And  I  might  add  that  we  are  going  to  con- 
duct a  study  on  elasticity  that  we  would  be  happy  to  share  with  the 
committee. 

Mr.  Oberstar.  That  would  be  a  very  interesting  review.  We 
would  very  much  like  to  have  that. 

Mr.  HiNTZ.  Yes,  sir.  I  think  we  will  be  able  to  do  that  and  it 
should  be  very,  very  helpful  to  prove  our  point. 

Mr.  Oberstar.  Thank  you. 

The  subcommittee  is  adjourned. 

[Whereupon,  at  5:47  p.m.,  the  subcommittee  was  adjourned,  to  re- 
convene at  the  call  of  the  Chair.] 
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The  Financial  Condition  of 
the  Airline  Industry 

Good  morning.   I  am  Randolph  Babbitt,  the  President  of  the 

Air  Line  Pilots  Association  (ALPA) .   ALPA,  which  represents  over 

41,000  pilots  at  44  airlines,  appreciates  the  opportunity  to 

appear  before  this  Subcommittee  today  to  present  its  views  on  the 

financial  condition  of  the  Airline  industry  and  the  actions  the 

Federal  Government  might  take  to  improve  that  condition.   I  am 

also  testifying  in  my  capacity  as  the  Vice  President  of  the 

Transportation  Trades  Department  of  the  AFL-CIO,  which  is 

composed  of  25  affiliated  unions  representing  millions  of 

workers . 

It  is  certainly  appropriate  for  the  Subcommittee  to  be 
examining  the  topics  on  its  agenda  today.   The  financial 
condition  of  the  airline  industry  has  never  been  worse. 
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The  depressed  demand  for  air  travel  exacerbated  on  by  the 
U.S.  and  global  recessions,  the  fare  wars  triggered  by  struggling 
carriers  pricing  for  cash  flow,  and  the  dramatic  fuel  price 
increase  that  accompanied  the  Gulf  War  have  all  contributed  to  an 
industry-wide  operating  loss  of  more  than  $6  billion  between  1990 
and  1992.   Moreover,  during  this  period  of  substantial  operating 
losses,  some  major  airlines  maintained  aggressive  capital 
expenditure  programs  that,  because  of  the  operating  losses,  were 
largely  funded  by  debt  while  other  majors  incurred  large  debt 
loads  in  leveraged  buyouts.   The  combination  of  the  operating 
losses  and  debt  obligations  severely  eroded  the  balance  sheets  of 
all  the  majors  and  forced  some  to  the  brink  of,  or  into, 
bankruptcy. 

The  depth  of  the  industry's  woes  are  graphically  illustrated 
by  the  financial  problems  being  encountered  by  the  so-called  "Big 
Three"  airlines  -  United,  Delta,  and  American.   These  three 
carriers  have  seen  their  leverage  ratios  (total  debt  including 
operating  leases  to  total  capitalization)  increase  from  an 
average  of  66.4  percent  at  the  end  of  1988  to  88.5  percent  in 
Septerr.ber,  1992.   While  the  carriers  are  currently  able  to 
service  their  existing  financial  obligations  through  both 
internal  and  external  sources  of  funds  there  is  concern  in  the 
financial  community  as  to  their  ability  to  meet  future 
obligations  in  light  of  their  continued  operating  losses. 
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depressed  revenues  and  traffic  demand,  and  future  capital 
expenditure  plans.   These  concerns  were  reflected  in  the  issuance 
of  a  credit  downgrades  by  Standard  &  Poors  in  June,  1992,  and  the 
placement  of  the  entire  industry  on  Credit  Watch  with  negative 
implications  last  month. 

The  extent  to  which  the  industry  is  able  to  regain  its 
economic  health  will  depend  on  a  variety  of  factors:   the  speed 
and  extent  of  a  rebound  in  the  U.S.  and  global  economics,  the 
ability  of  the  industry  to  bring  its  capacity  more  in  line  with 
demand  and  to  avoid  damaging  fare  wars,  and  Governmental  action. 
The  Subcommittee  has  asked  that  we  focus  today  on  the  last  of 
these  factors. 

We  believe  that  there  are  several  actions  that  the  Federal 
Government  could  take  that  would  improve  the  financial  condition 
of  the  industry  in  both  the  short  and  long  terms. 

One  thing  that  Congress  can  do  that  would  have  an  immediate, 
positive  effect  on  airlines  is  to  roll  back  the  2  percent 
increase  in  the  aviation  passenger  tax  and  the  1.25  percent 
increase  in  the  aviation  freight  waybill  tax  that  were  imposed  in 
1990.   The  Air  Transport  Association  estimates  that  these 
rollbacks  would  save  the  airlines  more  than  one  billion  dollars 
annually. 

Another  action  that  would  have  a  prompt  salutary  effect  on 
airline  balance  sheets  would  be  to  reform  the  alternative  minimum 
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tax  so  that  depreciation  no  longer  penalizes  capital  intensive 
companies.   As  it  stands,  the  accelerated  depreciation  claimed  on 
newly  acquired  equipment  such  as  aircraft  can  force  the  payment 
of  an  alternative  minimum  tax  even  when  an  airline  is  losing 
money.   The  ATA  will  be  presenting  specific  proposals  with 
respect  to  reforming  the  alternative  minimum  tax  and  we  support 
those  proposals. 

Of  course,  in  order  to  realize  the  benefits  of  these 
proposals  the  airlines  will  have  to  excercise  some  pricing 
discipline.   If  they  do  not,  they  could  squander  the  benefits  in 
another  devastating  fare  war.   Should  the  airlines  prove 
incapable  of  exercising  this  discipline,  the  Government  should  be 
prepared  to  impose  the  necessary  discipline.   How  this  might  be 
done  could  be  one  of  the  first  issues  addressed  by  the  National 
Commission  to  Promote  a  Strong  and  Competitive  Industry  which  is 
soon  to  be  formed  pursuant  to  the  Aviation  Safety  and  Capacity 
Interim  Amendments  Act  of  1992. 

Congress  should  also  consider  establishing  a  clear  policy  on 
foreign  investment  in  U.S.  airlines.   Ideally,  U.S.  carriers 
should  be  attractive  to  U.S.  investors  so  that  resort  to  foreign 
capital  would  not  be  a  necessity.   However,  it  is  plain  that  many 
carriers  can  benefit  by  foreign  investment  and  it  is  obvious  that 
there  is  a  great  deal  of  interest  by  foreign  investors  in  U.S. 
carriers.   We  believe  that  it  is  important  that  guidelines  for 
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this  investment  be  established  as  well  as  a  process  for  review  of 
potential  investments. 

Accordingly,  Congress  should  amend  the  Federal  Aviation  Act 
so  that  significant  foreign  investment  in  U.S.  carriers  will  be 
subject  to  prior  review  and  approval  by  the  DOT  to  ensure  that 
foreign  entities  will  not  have  actual  control  over  American 
carriers.   Foreign  persons  who  wish  to  acquire  more  than  a 
certain  percentage  of  the  voting  stock  or  capital  of  an  air 
carrier  should  be  required  to  file  an  application  for  approval  of 
the  investment,  and  interested  parties  should  then  be  afforded  an 
opportunity  to  review  and  comment  on  the  application.   If  there 
are  material  questions  of  fact  as  to  whether  the  proposed 
investment  would  lead  to  actual  control  of  the  U.S.  carrier,  a 
hearing  should  be  required. 

Congress  should  also  establish  a  set  of  factors  to  be 
considered  by  the  DOT  in  deciding  whether  to  approve  a  proposed 
foreign  investment.   Among  these  should  be  (1)  whether  U.S. 
investors  can  make  investments  comparable  to  the  proposed 
investment  in  the  airlines  of  the  investor's  home  country,  (2) 
whether  airlines  of  the  country  of  the  investor  are  in  whole  or 
part  state  owned,  (3)  the  possible  effect  of  the  investment  on 
the  ability  to  negotiate  for  increased  opportunities  for  United 
States  air  carriers  in  the  home  country  of  the  investor  or  other 
countries,  and  (4)  the  national  security  implications  of  the 
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investment.   Congress  should  also  specify  that  if  the  investor  is 
a  foreign  airline  or  person  controlling  a  foreign  airline, 
certain  transactions  such  as  the  transfer  of  flying  from  the  U.S. 
air  carrier  to  the  foreign  air  carrier  would  be  indicators  of 
prohibited  actual  control. 

The  Federal  Government  should  also  continue  to  strive  to 
obtain  additional  international  rights  for  U.S.  carriers.   The 
guiding  principle  in  this  endeavor  should  be  the  one  Congress  has 
already  established  as  the  primary  public  interest  factor  in  the 
Federal  Aviation  Act:   "the  strengthening  of  the  competitive 
position  of  United  States  air  carriers  to  assure  at  least 
equality  with  foreign  air  carriers."   Unfortunately,  in  recent 
years,  U.S.  policymakers  appear  to  have  neglected  this  principle. 

The  "open  skies"  initiative  with  the  Central  American 
countries  is  a  case  in  point.   There  is  little  to  be  gained  for 
U.S.  carriers  from  that  initiative  while  Central  American 
carriers  stand  to  gain  broad  access  to  our  vast  and  lucrative 
markets.   The  initiative  should  be  abandoned. 

Our  policy  of  offering  to  enter  into  an  "open  skies" 
agreement  with  any  European  country  should  likewise  be  abandoned. 
We  believe  that  the  policy  is  not  likely  to  achieve  its  stated 
goal  of  convincing  reluctant  major  trading  partners  to  fully 
liberalize  their  aviation  agreements  with  the  U.S.   Rather, 
European  countries  that  have  taken,  or  are  likely  to  take,  the 
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U.S.  up  on  its  offer  have  markedly  smaller  domestic  markets  than 
does  the  U.S.   Moreover,  as  a  general  matter,  U.S.  carriers 
already  have  virtually  all  the  rights  they  desire  from  those 
countries.   In  these  circumstances,  "open  skies"  agreements  will 
be  one-way  streets,  with  the  European  countries  receiving  vastly 
expanded  commercial  opportunities  with  U.S.  carriers  receiving, 
at  best,  marginally  increased  rights  and  suffering  from  traffic 
diversion. 

We  also  believe  Congress  should  direct  DOT  to  review  the  so- 
called  "Cities  Program"  that  routinely  grants  extra-bilateral 
rights  to  airlines  of  countries  that  have  liberal  bilaterals  with 
the  U.S.   This  program  also  involves  no  exchange  of  benefits  for 
U.S.  carriers  and,  indeed,  results  in  diversions  of  traffic  away 
from  them. 

We  also  urge  Congress  to  encourage  U.S.  negotiators  to 
attempt  to  calculate  before  each  aviation  negotiation  the 
approximate  value  of  the  rights  proposed  to  be  exchanged.   These 
calculations  will  make  the  negotiators  more  likely  to  obtain 
rights  for  U.S.  of  a  value  at  least  comparable  to  those  granted 
foreign  carriers. 

The  U.S.  Government  should  also  work  to  ensure  that  U.S. 
carriers  are  not  placed  at  an  economic  disadvantage  because  they 
are  subject  to  different  rules  than  foreign  carriers  in  the 
markets  where  they  compete.   Some  of  the  areas  where 
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discrepancies  in  standards  exist  are:  equipment,  certification 
and  training  of  pilots  and  mechanics,  flight  time/duty  time  for 
pilots,  and  minimum  fuel  reserve.   The  FAA  and  Europe's  Joint 
Airworthiness  Authority  (JAA)  are  engaged  in  an  effort  to 
harmonize  regulations  and  the  application  of  those  regulations. 
This  is  an  effort  that  Congress  should  encourage. 

We  believe  that  there  should  be  changes  in  the  way  route 
rights  are  transferred.   First,  there  is  a  striking  inconsistency 
between  the  standards  that  DOT  applies  to  the  initial  award  of  an 
international  route  and  those  the  agency  applies  when  deciding 
whether  or  not  to  approve  the  transfer  of  a  route  between 
carriers.   In  the  first  instance,  the  DOT  attempts  to  award  the 
route  to  the  carrier  that  convinces  the  Department  that  it  will 
provide  the  most  valuable  service  to  the  traveling  public.   In 
the  second  instance,  the  Department  will  approve  the  transfer  as 
long  as  the  transfer  "does  not  conflict  with  important 
international  aviation  policy  objectives  and  is  not  otherwise 
inconsistent  with  the  public  interest."   This  policy  has 
permitted  carriers  to  freely  purchase  routes  even  where  they 
would  not  have  been  awarded  the  route  in  a  carrier  selection 
proceeding.   In  addition,  the  policy  has  given  larger  carriers  an 
almost  insurmountable  advantage  over  smaller  carriers  in  the 
market  place  for  routes. 

Second,  Congress  should  amend  Section  401 (h)  to  attempt  to 
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ensure  that  route  sales  promote  the  financial  viability  of  an 
airline.   Because  route  rights  belong,  at  bottom,  not  to 
individual  carriers  but  to  the  United  States,  it  is  appropriate 
for  the  government  to  direct  that  any  proceeds  of  their  sale  be 
used  to  advance  public,  rather  than  merely  private,  interests. 
Any  carrier  that  wishes  to  sell  the  rights  that  have  been 
entrusted  to  it  should  be  required  to  first  submit  a  realistic 
plan  of  how  it  intends  to  use  the  proceeds  of  the  sale  to  enhance 
its  viability. 

Third,  we  believe  that  Congress  should  further  amend  Section 
401(h)  to  encourage  the  carriers  acquiring  routes  to  offer  jobs 
to  an  appropriate  number  of  employees  of  the  selling  carriers  as 
determined  by  the  Secretary.   These  employees  should  then  be 
afforded  fair  and  equitable  integration  into  the  appropriate 
classes  or  crafts  of  the  acquiring  carriers.   This  action  would 
be  similar  to  the  practice  followed  consistently  for  more  than  a 
quarter  of  a  century  by  the  CAB  before  being  abandoned  by  DOT 
when  it  assumed  authority  for  reviewing  route  applications.   That 
practice  recognized  the  real  reemployment  difficulties  facing 
airline  employees  dislocated  by  business  transactions  subject  to 
regulatory  control.   It  was  an  enlightened,  humane,  workable 
practice  that,  I  submit,  was  not  an  undue  burden  on  the  airlines 
involved. 

Finally,  I  would  like  to  voice  our  strong  support  for  the 
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Mr.  Chainnan,  members  of  the  Subcommittee,  my  name  is  Conrad 
W.  Bowers  and  I  am  President  of  the  National  Organization  to  Insure 
a  Sound-controlled  Environment  (N.O.I.S.E.),  an  association  of  local 
elected  officials  and  others  who  are  concerned  about  the  impact  of 
aircraft  noise  on  communities  near  our  nation's  airports. 

I  very  much  appreciate  the  opportunity  to  appear  before  you  today 
to  share  our  views  on  the  implications  of  the     financial  difficulties 
that  now  afflict  the  airline  industry.    We  all  have  a  stake  in  helping 
make  sure  the  nation's  air  transport  industry  remains  sound. 

In  addition  to  being  President  of  N.O.I.S.E.,  I  am  the  Mayor  of  the 
City  of  Bridgeton,  MO,  a  suburban  conmiunity  adjacent  to  Lambert 
International  Airport  near  St.  Louis.     The  airline  industry  is  very 
important  to  the  economy  of  our  area.     Trans  World  Airlines  and  the 
McDonnell  Douglas  Corporation  are  significant  employers  and 
contributors  to  the  welfare  of  the  entire  St.  Louis  metropolitan 
complex,  and  both  have  suffered  from  the  economic  downturn  of 
recent  years.     Clearly  the  failure  of  these  or  any  other  major  players 
in  the  air  transport  industry  would  be  a  severe  blow  to  both  the 
regional  and  national  economies. 

Consequently  I  want  to  commend  this  Subcommittee  for  holding 
these  hearings  to  examine  the  problem  and  hear  ideas  about  how  we 
might  undertake  to  solve  them.     N.O.I.S.E.  appears  here  today  as  part 
of  a  coalition  with  the  National  Airport  Watch  Group  (N.A.W.G.)  and 
the  Natural  Resources  Defense  Council  (N.R.D.C.)  to  present  a  proposal 
for  a  federal  investment  tax  credit  which  we  believe  will  help  restore 
the  flnancial  viability  of  the  airlines. 

But  in  putting  forward  this  proposal,  we  are  very  mindful  of  the 
fact  that,  while  federal  tax  policy  does  not  fall  within  the  jurisdiction 
of  this  Subconmiittee,  oversight  of  the  implementation  of  the  Airport 
Noise  and  Capacity  Act  of  1990  does.    My  main  purpose  here  today  is 
to  place  our  tax  proposal  in  the  context  of  your  responsibility  to 
ensure  that  intent  of  the  Act  is  met. 

We  want  to  give  tax  relief  to  the  airlines  to  help  make  sure  that  the 
pbaseout  of  Stage  2  aircraft  mandated  by  the  Airport  Noise  and 


395 


Capacity  Act  does  not  become  a  casualty  of  the  economic  hard  times 
the  air  carriers  are  now  suffering.      Also,  as  a  mayor  of  an  area  that 
de(>ends  on  the  aircraft  industry,  I  want  to  support  legislation  that 
will  preserve  jobs. 

I  admit  it  is  somewhat  ironic  that  I  am  here  today  to  urge  you  to 
preserve  the  Act     Anyone  who  has  followed  the  debate  over  aircraft 
noise  in  the  last  couple  of  years  knows  how  displeased  local 
communities  were  with  the  hasty  way  the  Act  was  passed,  and  how 
unhappy  we  are  with  the  way  the  Act  has  been  interpreted  ^y  the 
Federal  Aviation  Administration.       Conmiunities  virtually  lost  the 
right  to  impose  noise  restrictions  on  Stage  3  aircraft,     and    FAA 
contends  we  also  lost    the  right  to  phase  out  Stage  2  aircraft 
at  a  more  accelerated  rate  than  the  Act  called  for.     In  the  final 
implementing  rules  FAA   re-wrote  under  pressure  from  the  Bush 
Administration,   the  mandated   Stage  2  phaseout  became  riddled   with 
loopholes  and  escape  clauses.     The  N.O.l.S.E.  organization  has  duly 
protested  and  lamented  all  these  defects  in  the  Act. 

But  we  are  also  acutely  aware  that,  when  all  is  said  and  done,  the 
Stage  2  phaseout  required  by  the  Act  is  a  very  significant  benefit  for 
the  noise-impacted  citizens  of  this  country.     We  had  hoped  there 
would  be  other  benefits,  but  in  the  end,  there  were  not.     The 
phaseout  is  all  we  have,  imperfect  though  it  may  be. 

And  we  are  most  concerned  that  the  current  fmancial  plight  of  the 
air  transport  industry  will  be  used  by  some  as  an  argument  to  do 
away  with  the  phaseout,  to  relieve  the  airlines  of  the  costs  associated 
with  buying  Stage  3  planes  or  re-engining  or  hushldtting  Stage  2 
equipment  to  meet  Stage  3  noise  standards. 

There  may  be  legitimate  regulatory  relief  the  government  can  grant 
the  industry  to  ease  its  financial  woes.     But  abolishing  or  further 
slowing  down  the  Stage  3  conversion  schedule  is  not  one  of  them.      I 
urge  this  Subconmiittee  to  hold  fast  to  the  phaseout  and  look  for 
other  ways,  including  the  proposal  we  are  putting  forward  today,  to 
relieve  the  industry.     Millions  of  noise-impacted  citizens  around  this 
country  are  relying  on  the  phaseout  to  improve  the  quality  of  their 
lives.     That  means  they  are  also  relying  on  you  to  protect  it. 

Thank  you  very  much  for  your  attention.     1  will  be  happy  to  answer 
any    questions. 
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STATEMENT  OF  THE  AIRPORTS  COUNCIL  INTERNATIONAL-NORTH  AMERICA 
AND  THE  AMERICAN  ASSOCUTION  OF  AIRPORT  EXECUTIVES 
ON  THE  FINANCLIL  CONDITION  OF  THE  AIRLINE  INDUSTRY 
BEFORE  THE  HOUSE  AVUTION  SUBCOMMITTEE 
FEBRUARY  18,  1993 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  appreciate  this  opportunity  to  present  the  views  of  the  airport  operators  and 
executives  across  the  country  regarding  the  financial  health  and  future  viability  of  the 
airline  industry. 

As  you  know,  the  Airports  Coimcil  International-North  America  (ACI-NA)  represents 
the  local,  state  and  regional  governing  bodies  that  own  and  operate  commercial  service 
airports  in  the  U.S.,  Canada  and  Bermuda.  ACI-NA  member  airjrarts  serve  more  than 
90  percent  of  the  U.S.  domestic  scheduled  air  passenger  and  cargo  traffic  and  virtually 
all  U.S.  scheduled  international  travel.  The  American  Association  of  Airport  Executives 
(AAAE)  is  a  professional  organization  representing  the  men  and  women  who  manage 
airports  in  the  United  States. 

FINANCIAL  PLIGHT  OF  THE  AIRLINE  INDUSTRY 

There  is  no  question  that  the  airlines  are  facing  severe  financial  problems  and  record 
losses.  The  U.S.  airline  industry  has  lost  $8  bilhon  in  the  last  3  years,  with  many  airlines 
seeking  bankruptcy  protection,  reorganization  or  dissolution   Many  factors,  some 
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external  to  the  industry  and  others  tied  to  airline  management  decisions,  have 
contributed  to  the  poor  state  of  the  industry,  including: 

•  an  extended  worldwide  recession  which  has  softened  air  travel  demand  in 
the  past  few  years; 

•  drastic  fare  discounting  by  airlines  seeking  to  stimulate  traffic  and  fill 
excess  seat  capacity, 

•  unprecedented  debt  burdens  for  many  airlines,  which,  combined  with  poor 
operating  results  and  generally  tight  credit  conditions,  have  dried  up 
sources  of  capital; 

•  pricing  practices  of  airlines  operating  under  the  protection  of  Chapter  11  of 
the  U.S.  bankruptcy  laws,  and  the  resulting  uneconomic  pricing  practices  of 
other  airlines  seeking  to  remain  competitive; 

•  high  fare  levels  in  less  competitive  markets  that  have  risen  significantly,  as 
reaffirmed  in  a  recent  DOT  analysis,  tending  to  depress  traffic  further;  and, 

•  continuing  air  traffic  and  airport  system  delays,  costing  the  airlines  and 
their  customers  more  than  $3  billion  annually. 


Others  testifying  before  you  will  provide  insight  into  why  and  how  the  airlines  have 
gotten  into  their  current  financial  predicament.    Rather  than  focusing  on  the  reasons  for 
the  predicament,  we  want  to  focus  our  testimony  on  measures  to  help  stem  the  decline 
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of  the  airlines,  promote  airline  competition  and  consumer  interests,  and  advance  the 
continued  expansion  of  our  air  transportation  system. 

As  the  economy  rebounds,  we  can  expect  the  airlines'  fortunes  will  improve,  but  the 
benefits  could  be  reduced  if  actions  are  not  taken  now  to  ensure  that  sufficient  airport 
and  aviation  infi-astructure  capacity  and  an  efficient  air  traffic  control  system  are  in 
place,  and  the  operational  and  regulatory  environment  allows  the  airlines  to  grow  and 
prosper.  Of  course,  airline  managements  need  to  start  making  sound  business  decisions. 
No  business  can  continue  to  allow  its  costs  to  expand  unconstrained  and  then  price  its 
product  below  costs. 

AIRPORT  CONCERNS  OVER  AIRLINE  HNANCIAL  VIABILITY 

Airports  and  airlines  have  a  close  interrelationship;  neither  can  exist  without  the  other. 
Airports  approach  the  issue  of  airline  financial  viability  both  fi-om  the  standpoint  of 
being  the  providers  and  managers  of  airport  facilities  and  as  representatives  of  the 
community  and  public  interest. 

Airports  and  their  communities  are  among  the  first  to  feel  the  effects  when  air  carriers 
are  in  trouble.  As  the  governmental  agencies  responsible  to  local  communities  and  the 
public  interest,  airports  are  concerned  over  the  airlines'  financial  health.  Communities 
and  local  economies  suffer  when  a  carrier  with  a  significant  presence  at  an  airport 
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reduces  sendee  or  goes  bankrupt  The  impact  ripples  effect  through  the  community  and 
local  economy.  During  airline  bankruptcies,  airports  often  are  forced  to  deal  with  gates 
and  other  important  facilities  kept  idle  by  the  bankruptcy  courts.  This  creates  a  situation 
in  which  those  facilities  are  neither  used  by  the  bankrupt  carrier  nor  are  they  available 
to  another  carrier  serving  the  airport  that  wishes  to  expand  to  fill  the  void  or  to  a  new 
entrant  carrier  wanting  to  provide  new  service.  The  loss  of  carriers  in  markets  is  also  a 
threat  to  effective  airline  competition  and  reasonable  air  fares. 


We  want  to  ensure  that  the  air  transportation  system  in  the  U.S.  continues  to  offer 
competitive  air  service,  competitive  air  fares  and  maximum  choices  for  service  and 
frequency.  We  want  to  preserve  the  benefits  of  deregulation,  which  are  now  in  jeopardy. 
We  want  to  ensiire  that  the  airlines  have  the  means  for  the  continued  capital  investment 
required  for  their  own  au-craft  purchases  and  facilities,  and  to  help  support  the 
development  and  expansion  of  airport  faciUties.  Capital  investment  in  aircraft  is 
particularly  important  to  our  communities  to  enable  the  carriers  to  phase-out  noisy  Stage 
n  aircraft  fleets  and  to  achieve  an  all-Stage  in  fleet  by  the  end  of  the  decade,  to  achieve 
quieter  skies  for  airport  communities  as  promised  by  the  National  Noise  Policy. 
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FEDERAL  REGUL4T0RY  REQUIREMENTS  ADD  BURDENSOME  COSTS 

While  the  airlines  are  largely  responsible  for  their  financial  woes,  federal  government 
actions  and  regulations  also  contribute  to  the  problem.  Federal  regulatory  requirements 
have  added  greatly  to  airline  costs  and  thereby  contributed  to  their  lack  of  profitability. 
Neither  the  airports  nor  the  airlines  can  control  costs  associated  with  federal  regulations 
and  mandates,  and  these  requirements  have  grown  dramatically.  Unfortunately,  it  is  by 
no  means  clear  that  the  benefits  of  many  of  these  requirements  are  anywhere  near 
commensurate  with  the  costs  to  airports,  airlines  and  air  travelers. 

Federally  mandated  costs  are  a  fast-growing  component  of  costs  to  the  industry.  Based 
on  a  survey  of  U.S.  airports  we  conducted  last  year,  federal  mandates  cost  the  nation's 
airports  more  than  Si  billion  each  year.  These  include  federal  requirements  and 
regulations  regarding  aviation  security,  environmental  mitigation,  the  Americans'  with 
Disabilities  Act,  de-icing  facilities  and  requirements,  and  aviation  safety. 
For  example,  airports  and  airlines  nationwide  have  been  mandated  to  install  access 
control  systems,  with  a  cost  presently  approaching  $400  million.  The  job  is  only  about 
half  done,  with  final  cost  projections  in  the  neighborhood  of  $700  million,  plus  continuing 
operations  and  maintenance  costs.  These  new  systems  are  not  likely  to  prevent 
determined  terrorists  set  on  destruction.  There  are  a  number  of  other  new,  expensive 
security  proposals  under  consideration.  We  must  continue  to  question  the  level  of  threat 
versus  the  required  response,  to  distinguish  between  real  security  and  costly  programs 
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which  look  impressive  but  offer  little  real  protection. 

One  of  the  most  important  things  the  government  can  do  to  help  the  airlines  and  the 
industry  is  to  avoid  actions  that  will  add  to  the  current  high  cost  of  regulatory 
compliance.  By  simply  not  adding  new  regulations,  mandates  and  costs,  and  containing 
the  costs  of  new  regulations  that  become  necessary,  the  government  can  help.  The 
government  needs  to  fully  and  realistically  evaluate  the  costs  and  benefits  of  ai^ 
proposed  regulations  and  consider  the  detrimental  economic  impact  they  will  have  on  the 
indxistry. 

INCREASED  INVESTMENT  IN  AIRPORT  AND  AVUTION  INFRASTRUCTURE 
CAPACITY  IS  VITAL  TO  THE  AIRUNES'  AND  THE  NATION'S  ECONOMIC 
REVIVAL 

Investing  in  our  aviation  infrastructure  is  critical  to  provide  the  facilities  that  airlines  and 
the  air  transportation  system  need  now  and  into  the  future.  Airport  and  air  traffic  delays 
are  still  with  us,  despite  the  temporary  downturn  in  the  econon^. 

•       Currently  23  airports  suffer  20,000  hours  of  delay  or  more  per  year.  If  nothing  is 
done  to  increase  system  capacity,  the  FAA  forecasts  that  the  number  of  airports 
with  an  aimual  20,000  hours  or  more  of  delay  per  year  will  increase  to  36  by  the 
year  2001  ~  a  daunting  increase. 
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•  Airport  and  airspace  delays  increased  in  1992  by  4%  over  1991  delays,  according 
to  ATA,  while  the  level  of  operations  remained  flat    In  1991,  297,758  airCTaft 
operations  were  delayed  15  minutes  or  more,  according  to  the  FAA.  Even  though 
this  was  a  slight  decrease  from  1990,  can  we  afford  the  staggering  amount  of 
wasted  expense  in  cost  and  work  productivity? 

•  Despite  the  economy  and  industry  problems,  passenger  enplanements  are  forecast 
to  increase  from  484  million  in  1991  to  706  million  in  the  year  2000,  a  43% 
increase.  Yet  airport  capacity  developments  are  still  playing  catch-up  from  the 
dramatic  increases  from  the  1980's. 

This  growth  in  demand  will  place  tremendous  strain  on  the  existing  airspace  and  airport 
system,  and  require  renewed  focus  on  the  requirement  to  expand  system  capacity  and  the 
R&D  to  help  create  it  Despite  the  temporary  lull  in  air  travel  demand  in  the  United 
States,  growth  will  resume.  Even  if  the  growth  is  more  modest,  work  to  increase 
effective  capacity  is  fiilly  justifiable  in  the  light  of  the  score  of  airports  already  burdened 
with  serious  delays  and  delay  cost  The  inevitably  lengthy  development  and 
implementation  tasks  to  provide  new  airport  and  airspace  capacity  justifies  vigorous 
effort  now  to  ameliorate  the  already  veiy  serious  capacity  shortfall  and  high  delay  costs 
at  major  airports. 

There  is  no  doubt  that  the  shortcomings  of  our  technical  infrastructure  and  the 
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inefficiencies  of  the  ATC  system  are  costly  to  the  users  of  the  system.  They  create  major 
costs  due  to  aircraft  delays  and  inadequate  capacity.  Equally  important,  these 
inefficiencies  hurt  the  economic  competitiveness  of  the  United  States. 

We  are  strong  advocates  for  a  healthy,  efficient  FAA,  and  we  want  to  help  Congress  and 
the  administration  solve  FAA's  problems.  The  problems  which  are  plaguing  FAA  and 
which  need  firm  action  include  the  management  of  new  technologies,  husbanding  FAA 
skills  for  the  future,  improving  the  personnel  management  and  the  intractable 
procurement/acquisition  problem,  eliminating  the  rigidities  of  the  research  and 
development  process,  and  achieving  real  system  capacity/efficiency  gains. 

We  believe  that  the  federal  government  and  local  and  state  government  airport 
operators  have  the  responsibility  to  look  long-term,  to  plan,  finance  and  build  not  only 
the  airport  and  aviation  needed  today,  but  also  those  which  will  be  needed  in  the  near 
and  long-term.  It  is  not  surprising  that  airline  management  ~  especially  given  their 
current  predicament  -  look  to  the  short-term,  the  next  quarter,  or  in  the  case  of  some 
carriers  in  bankrupt^,  week-to-week.  They  are  seeking  a  "quick-fix"  that  might  be 
elusive.  When  the  economy  improves  and  air  traffic  improves,  we  must  make  sure  that 
we  have  anticipated  the  demand  and  buflt  sufficient  facilities  and  capacity  to  meet  it 

It  generally  takes  3-7  years  to  undertake  and  complete  an  airport  development  project. 
The  extensive  master  planning  process,  environmental  approvals,  long-term  financing  and 
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other  actions  that  must  be  accomplished  make  it  extremely  difficult  -  and  certainly  not 
cost-effective  --  to  disrupt  or  delay  projects  that  are  underway.  We  cannot  afford  to  be 
shortsighted.  That  is  what  got  us  into  the  position  we  are  in  now  with  inadequate  airport 
capacity  and  facilities.  Since  deregulation,  we  as  a  nation  failed  to  provide  adequate 
funding  and  means  to  expand  capacity  as  necessary  to  keep  pace  with  the  rapid  growth  in 
aviation  that  was  experienced  in  those  years.   We  are  still  catching  up  even  now,  despite 
the  slow  growth.  But  one  thing  we  should  have  learned  by  now  is  that  the  aviation 
business  is  cyclical,  and  we  can  fully  expect  that  when  the  economy  improves,  air  travel 
demand  will  take  off  again.  We  will  have  doomed  our  air  transportation  system  to 
perpetual  inadequacy,  inefficiency  and  unprofitability  if  we  do  not  continue  to  build  and 
expand  now  for  tomorrow. 

Three  years  ago,  this  Committee  created  and  passed  a  landmark  bill  that  authorized 
airports  to  raise  capital  development  funds  directly  from  air  passengers  by  imposing 
modest  passenger  facility  charges  (PFCs)  on  travelers  using  the  airport.  This  was  done 
to  help  bridge  the  gap  between  annual  airport  capital  development  funding  needs  - 
which  exceed  $10  billion  -  and  the  inadequate  funding  from  the  federal  Airport 
Improvement  Program  (AIP). 

PFCs  are  critical  to  provide  airports  with  the  financing  tools  and  greater  independence  to 
respond  to  the  air  traffic  and  expansion  needs  of  the  airlines  and  the  air  service  needs  of 
the  communities  they  serve.    PFCs  are  building  worthwhile  projects,  creating  jobs  and 
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stimulating  business  investment  and  opportunities  for  the  airlines  and  many  other 
airport-related  businesses.  Without  PFCs,  many  of  these  projects  would  go  unfunded  or 
be  delayed;  the  long-term  capacity  improvements  and  benefits  they  provide  would  not  be 
available  when  the  airlines  need  it,  and  the  jobs  and  economic  benefits  they  provide 
would  not  be  available  now  when  the  nation's  economy  needs  it. 

When  there  is  disagreement  fi-om  the  carriers  over  specific  airport  PFC  projects,  it  is 
usually  over  terminal  and  access  projects.  Although  the  airlines  may  not  perceive  these 
types  of  projects  to  be  of  direct  benefit  to  them,  these  projects  are  important  and 
beneficial  to  air  travelers.  Airport  operators  must  provide  facilities  that  are  safe, 
efficient,  and  in  compliance  with  federal  mandates  to  get  passengers  to,  through  and 
from  their  airports.    Passengers  pay  federal  ticket  taxes  and  PFCs  to  contribute  to  the 
development  and  improvement  of  airport  facilities  that  benefit  them  throughout  their 
entire  travel  experience,  not  just  those  facilities  that  are  used  by  the  airlines. 

Airport  operators  and  airlines  will  not  always  agree  on  the  need  for,  scope  or  timing  of  a 
particular  airport  development  project  or  program.  Often,  the  individual  tenant  airlines 
at  an  airport  will  not  agree  among  themselves  about  development  priorities.  This  is 
understandable,  since  they  are  competitors  and  each  has  its  individual  corporate 
strategies  and  preferences. 

This  is  precisely  why  AIP  and  PFCs  are  valuable.  Airport  operators  are  the  public 
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bodies  entrusted  with  developing  the  infrastructure  serving  all  elements  of  the  air 
transportation  system.  AIP  grants  and  PFC  programs  enable  them  to  proceed  with 
needed  development  without  first  obtaining  approvals  from  competing  and  diverse  airline 
companies. 

PFCs  must  be  preserved  if  airport  development  in  the  interest  of  the  overall  air 
transportation  system,  rather  than  of  a  particular  airline  or  group  of  airlines,  is  to  be 
met  Investment  in  airport  development  fosters  not  only  a  competitive,  efficient  and 
growing  air  transportation  system.  It  also  contributes  to  economic  revitalization  and 
growth  throughout  the  country.  Airport  development  creates  jobs,  and  spins  off  broader 
economic  benefits  in  the  localities  and  regions  served  by  the  airport.  For  each  Si  billion 
invested  in  airport  development,  approximately  40,000  to  50,000  jobs  are  created,  with 
related  multiplier  spending  and  tax  revenue  benefits  for  local,  state  and  the  federal 
government. 

With  the  focus  on  federal  deficit  reduction  and  economic  revitalization,  ways  must  be 
found  to  create  jobs,  ensure  a  sound  general  economic  recovery,  and  foster  a  healthy  and 
growing  transportation  system.  Investment  in  our  nation's  airports,  through  user-funded 
capital  development  programs,  will  return  enormous  dividends  to  citizens,  fravellers,  and 
shippers,  as  well  as  to  airlines  and  others  in  the  business  of  air  fransportation. 
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AIRPORT  COSTS  VIEWED  IN  PERSPECTIVE 

The  ATA  and  some  airlines  have  contended  that  airport  costs  are  a  fast  growing 
component  of  their  operating  costs.  In  response  to  these  claims,  we  feel  compelled  to 
make  clear  that  airport  costs  are  certainly  not  responsible  for  the  financial  deterioration 
of  the  airline  industry.  Despite  the  problem  created  by  the  federal  mandates  previously 
discussed,  airport  costs  have  remained  a  very  small  percentage  of  airlines'  total  operating 
costs,  on  average  consistently  comprising  about  4%.  By  comparison,  airline  salaries  and 
benefits  make  up  the  largest  percentage  -  approximately  33%  of  their  total  operating 
expense.  In  the  context  of  the  many  pressures  and  impacts  on  airline  cost  structures, 
airport  costs  are  the  good  news. 

The  vast  majority  of  airport  capital  development  programs  are  requested,  supported 
and/or  agreed  to  by  the  tenant  airlines  in  order  to  meet  traffic  demand.  A  considerable 
amount  is  also  required  to  meet  federally  mandated  programs.  During  the  1980s, 
airlines  urged  many  airports  to  issue  bonds  to  construct  major  connecting  hub  facilities  to 
meet  the  peak  requirements  of  airline  hubbing  operations.  These  expansion  programs 
account  for  much  of  the  airport  capital  development  during  the  1980s.  The  considerable 
airline  operating  cost  savings  and  efficiencies  that  result  from  many  of  these  capital 
programs  should  be  considered  an  offeet  to  these  cost  figures,  and  indeed,  were  the 
reasons  for  these  improvements.  All  of  these  projects  result  in  either  greater  operating 
efficiencies  or  better  overall  service  to  the  passenger  ~  in  most  cases  both. 
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RECOMMENDATIONS 


We  would  like  to  suggest  the  following  recommendations  to  this  Committee  and  the 
Congress  as  you  begin  to  consider  actions  that  may  now  be  necessary  to  revitalize  the 
airline  industry  and  strengthen  the  air  transportation  system. 

•  The  Congress  should  enact  tax  code  changes  to  provide  capital  formation  and 
investment  incentives  for  the  airlines  and  the  industry,  such  as  modification  of  the 
alternative  minimum  tax  and  creation  of  a  meaningful  investment  tax  credit. 

•  We  believe  the  government  should  be  open  to  increased  foreign  investment  in 
U.S.  airlines,  so  long  as  that  investment  capital  does  not  come  from  a  foreign 
carrier  that  is  controlled  or  subsidized  by  a  foreign  government  The  globalization 
of  air  transportation  as  well  as  capital  markets  is  upon  us.  We  must  be  open  to 
new  sources  of  capital  and  new  forms  of  airline  cooperation  that  reflect  the  new 
realities  of  a  global  aviation  market 

•  We  urge  that  efforts  toward  h'beralization  of  the  international  air  service  regime 
be  continued,  and  that  the  U.S.  continue  to  press  for  the  expansion  of  air  service 
opportunities  for  airlines  and  commimities.  The  broad  economic  benefits  to  U.S. 
communities  and  the  national  economy  which  result  from  increased  air  service 
must  not  be  jeopardized  by  counterproductive  moves  toward  protectionism. 
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•  Congress  can  help  reduce  the  costs  of  airport  development  by  enacting  tax  code 
changes  that  will  enhance  the  marketability  and  demand  for  tax-exempt  airport 
bonds.  Many  of  the  adverse  impacts  on  airport  and  other  state  and  local  public 
purpose  bonds  and  recommended  solutions  have  been  identified  by  the  Anthony 
Commission,  created  by  former  Representative  Beryl  Anthony.  The  alternative 
minimum  tax,  restrictions  on  arbitrage  and  advance  refunding,  and  other 
unnecessary  restrictions  imposed  on  airport  bonds  by  the  1986  Tax  Reform  Act 
have  hurt  the  market  for  tax-exempt  airport  bonds  and  added  to  airport  borrowing 
costs.  These  higher  costs  inevitably  translate  into  higher  rates  and  charges  for  the 
airlines  serving  an  airport,  who  have  to  pay  more  to  help  the  airport  service  its 
long-term  debt 

•  Any  proposals  to  establish  a  federal  energy  tax  should  take  into  account  the 
financial  condition  of  the  airlines  and  consideration  should  be  given  to  exempting 
airlines  and  aircraft  operators. 

•  Congress  should  consider  changes  to  the  Bankruptcy  Code  that  would  prevent 
airlines  from  remaining  under  bankruptcy  protection  virtually  indefinitely  without 
meeting  financial  obUgations  incurred  prior  to  the  filing  of  a  bankruptcy  petition. 
The  net  result  of  protracted  airline  bankruptcy  proceedings  is  that  carriers 
continuing  to  operate  while  under  Chapter  11  possess  a  cost  advantage,  at  least  in 
the  short  run,  over  their  non-bankrupt  competitors.  As  a  result,  these  carriers  are 
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able  to  offer  relatively  low  fares  which,  if  matched,  do  not  generate  an  economic 
rate  of  return  for  airlines  who  must  keep  up  payments  on  their  obligations, 
including  debt  service. 

Airports  continue  to  support  legislation  considered  during  by  the  last  Congress 
which  would  limit  the  length  of  time  an  airline  in  bankruptcy  has  to  assume  or 
reject  leases  for  airport  gates  and  other  airport  facilities.  To  the  best  of  our 
knowledge,  no  bankruptcy  court  has  ever  denied  a  request  for  an  extension  and 
required  a  bankrupt  airline  to  assume  or  reject  its  airport  leases  prior  to  the 
adoption  of  a  reorganization  plan.  Because  airports  receive  such  a  significant 
amount  of  public  funding,  the  underutilization  of  their  facilities,  due  to  protracted 
bankruptcy  proceedings,  disadvantages  other  air  carriers,  airport  passengers  and 
the  conmiunity  at  large,  who  could  benefit  by  the  productive  use  of  limited  airport 
gates  and  related  facilities. 

The  federal  government  should  review  current  regulations  and  federal  mandates 
that  adversely  affect  airlines  and  the  aviation  industry  and  take  action  to  reduce 
those  requirements  and/or  the  costs  associated  with  them.  Thorough 
consideration  should  be  given  to  proposed  new  regulations  or  requirements  and 
their  cost/benefits  in  an  effort  to  avoid  and  contain  new  costs. 

Increased  investment  to  expand  airport  and  airspace  capacity  to  reduce  airline 
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delay  and  operating  costs,  as  we  have  discussed  above. 

In  examining  possible  legislative  actions  to  help  the  airline  industry,  we  strongly  caution 
against  taking  short-term  actions  that  may  imperil  the  long-term  future  of  the  aviation 
system. 

Thank  you  for  the  opportunity  to  present  our  views. 
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We  appreciate  this  opportunity  to  present  our  views  on  the  status  of  the  airlines  and 
air  transportation.  The  committee  is  to  be  commended  for  inviting  users  of  the  system  to 
participate  in  this  important  dialogue.  We  are  pleased  that  you  are  interested  in  listening  to 
the  users  and  customers  and  not  just  to  the  airlines,  who  are  the  suppliers. 

It  is  important  to  understand  that  we  are  not  a  consumer  organization  that  represents 
individual  airline  passengers.  Rather,  the  association  represents  corporations  and  their 
travel  managers  who  are  involved  in  the  $130  billion  that  is  spent  annually  on  travel  and 
related  business  activity,  according  to  a  recent  American  Express  study. 

CORPORATE  TRAVEL  ROLE  WITH  AIRLINES 

No  other  affected  group  is  more  directly  at  risk  by  the  condition  of  the  airlines  and 
their  service  and  pricing  decisions  than  NBTA  members  and  corporate  America.  Pricing, 
flight  availability,  and  safety  issues  are  direct  ingredients  in  corporate  decisions  on  whether 
and  when  to  travel.  In  view  of  cost  considerations,  business  travel  is  no  longer  inelastic  or 
insensitive  to  pricing.  Airlines  need  our  business  to  survive.  One  carrier  projected  recently 
that  attracting  one  additional  paying  business  passenger  per  flight  generates  $12  million  in 
added  revenue  per  year.  Traditional  airline  practices  have  taken  business  air  travel  for 
granted  and  have  forced  business  to  subsidize  leisure  travel.  Yet,  we  are  the  airlines'  best 
customer  and  their  best  hope  for  recovery. 

Representing  over  60  percent  of  airline  passenger  revenues,  business  travel  also 
accounts  for  over  60  percent  of  the  federal  tax  dollars  flowing  into  the  Aviation  Trust  Fund 
in  addition  to  that  portion  of  the  fund  Congress  diverted  in  1990  to  underwrite  the  budget 
deficit.  Now,  we  are  being  required  to  shoulder  another  economic  burden  on  business,  the 
local  airport  passenger  facility  taxes  up  to  $12  per  round  trip.  Since  we  are  the  primary 
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revenue  source  for  government-directed  programs,  we  have  a  real  stake  in  what  Congress 
does  with  the  airlines  and  the  supporting  infrastructiue. 

THE  NEED  FOR  A  SOUND  SYSTEM 

U.S.  and  worldwide  commerce  must  have  a  dependable,  solvent,  and  safe  passenger 
air  transportation  system.  There  is  no  question  that  a  viable  airline  industry  and  the  futiue 
of  the  U.S.  economy  are  tied  together  inextricably.  For  corporate  and  business  decision 
makers,  time  is  money.  The  eflicient  movement  of  people  and  cargo  translates  into 
productivity.  Time  and  again,  it  has  been  proved  that  availability  and  pricing  of  air  service 
directly  impacts  corporate  operating  decisions.  Inefficiencies,  delays,  excessive  pricing, 
erratic  scheduling,  and/or  unsafe  operating  conditions  can  be  serious  negatives  in  basic 
travel  decisions  by  our  members.  Unless  there  is  a  pervasive,  healthy,  competitive,  and 
dependable  air  transport  system,  U.S.  and  international  business  will  not  grow  or  prosper 
as  it  should. 

NBTA  supports  a  fmancially  solvent,  airline  passenger  industry  which  offers  a  wide 
variety  of  choices  in  pricing  and  service  to  meet  the  needs  of  our  travelers.  None  of  us  can 
afford  the  crises  which  threaten  to  undermine  the  foundation  of  our  airline  passenger 
system. 

THE  AIRLINES  AND  ROOTS  OF  THE  TROUBLE 

We  all  agree  that  the  airline  industry  is  in  terrible  condition.  Recent  layoffs,  and 
equipment  order  cutbacks  and  inferior  bond  ratings  suggest  that  even  carriers  that  are  not 
in  Chapter  1 1  are  becoming  increasingly  vulnerable.  Even  with  an  improvement  in  the 
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economy,  major  carriers  are  not  expected  soon  to  show  reasonable  profits.  It's  difficult  to 
predict  whether  carriers  now  operating  in  Chapter  1 1  will  come  out  of  that  condition 
successfully  to  provide  continued  service. 

Although  the  economic  turndown  has  bad  a  negative  impact  on  the  industry,  this 
does  not  explain  everything.  Airline  practices,  especially  national  pricing,  account  for  a 
significant  part  of  their  own  dilemma. 

NBTA  supports  the  creation  of  a  special  national  commission  to  analyze  the  full 
dimension  of  industry  conditions.  This  Commission  should  include  representation  from 
NBTA  and  corporate  travel  entities.  As  major  customers  and  users  of  the  system,  we  are 
directly  affected  by  airline  decisions,  whether  involving  service  or  pricing.  The  experience  of 
corporate  travel  managers  can  provide  valuable  insight  into  the  way  that  carrier  decisions 
impact  business  travel,  and  the  results  for  carrier  bottom  lines.  Our  input  is  invaluable  in 
assessing  whether  proposed  measures  will  work  or  backfire  in  the  marketplace.  Ultimately, 
steps  adopted  as  a  positive  cure  must  work  effectively  for  business  travel  or  such  measures 
will  be  doomed  to  failure  from  the  outset. 

There  are  four  fundamental  factors  we  believe  are  central  to  the  Committee's 
deliberations  in  determining  how  the  airline  industry  got  in  the  shape  that  it  is  today. 

1.         Impact  of  Leveraged  Buyouts 

Leveraged  buyouts,  encouraged  through  govenunental  action  and  inaction,  are  in 
part  responsible  for  the  current  fmancial  crises  in  the  airline  industry. 
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Several  years  ago,  industry  experts  warned  that  uncontained  leveraged  buyouts 
eventually  infect  the  industry  with  "financial  root  rot".  At  that  time,  the  DOTs  position 
was  that  such  financial  leverage  would  allow  for  growth.  A  GAO  analysis  of  one  major 
airline  involved  in  a  leveraged  buyout  concluded  the  carrier  would  make  vast  profits.  To 
the  contrary,  that  carrier  never  came  close  to  the  rosy  prediction. 

In  Congress,  various  members  tried  to  deal  with  the  problem.  One  ofiered  a 
proposal  to  require  a  DOT  fitness  review  of  airline  leverage  buyouts.  The  theory  was  that 
the  agency  needed  stronger  authority  and  direction  to  assure  fitness  prior  to  an  acquisition. 
This  proposal  was  never  adopted. 

Another  Member  introduced  legislation  to  limit  leveraged  buyouts  by  denying 
interest  deductions  on  indebtedness  incurred  through  such  transactions.  The  threshold  for 
denial  of  tax  deductions  was  $100  million.  Although  concern  was  expressed  about  this  issue 
in  the  Senate,  and  a  resolution  was  adopted  calling  on  DOT  to  review  the  impact  of  higher 
expenses  from  increased  debt,  no  significant  action  was  taken. 

The  consequences  of  such  inaction  are  evident  and  are  confirmed  in  a  recent  study  by 
Travel  Technics  LTD  that  concluded  that  the  amount  of  available  seat  miles  to  debt  and 
leveraged  buyouts  are  prime  reasons  for  airline  decUne  and  failures. 

2.        Overexpansion  of  Service  and  Overconunitment  to  Aircraft  Purchases 

Although  expanding  service  and  committing  to  more  aircraft  may  have  appeared  to 
make  sense  to  carrier  management  to  be  competitive  and  to  grow,  these  types  of 
conunitments  have  proved  to  be  lethal  in  the  face  of  stagnated  traffic. 
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The  dire  result  of  decisions  to  expand  service  and  capacity  are  apparent  today.  The 
industry  has  collapsed  on  itself  with  predictable  results  reflected  in  enormous  losses  and 
recent  layoflis.  Business  travelers  are  seeing  the  eflect  of  service  cutbacks  such  as  the 
reduction  of  flights  and  hubs,  deterioration  and  elimination  of  food  service,  cramped 
seating  and  daily  delays  traceable  to  equipment  malfunction  and  lack  of  parts. 

3.         Airiine  Pricing  and  Marketing  Practices 

We  believe  that  the  airline  treatment  of  their  best  customers,  our  members,  has 
contributed  to  their  problems  today.  The  business  travel  segment  yields  the  highest  revenue 
for  airlines  but  instead  of  pricing  to  that  market,  the  larger  carriers  have  employed  tactics 
that  ignore  the  reality  of  the  source  of  their  largest  and  most  consistent  revenues. 

The  general  practice  has  been  to  maintain  higher  fares  for  business  travelers  while 
creating  a  "bargain  basement  mentality"  on  the  part  of  leisure  travelers  by  almost  giving 
away  seats.  This  has  created  a  circumstance  where  business  travel  subsidizes  leisure  travel. 
Such  disparate  pricing  tactics  for  business  travel,  the  bread  and  butter  of  the  industry,  was 
continued  through  this  recession.  Faced  with  a  softening  economy,  and  the  need  to  control 
costs,  companies  have  simply  reduced  their  travel  budgets  and  cut  back  on  travel. 

Last  Spring,  some  of  the  larger  carriers,  assimiing  they  could  dominate  domestic 
traffic  and  dictate  prices  to  their  business  customers,  declared  they  would  no  longer 
recognize  corporate  travel  through  favorable  pricing  in  return  for  volume.  In  addition  to 
negative  impact  of  the  recession  on  business  travel,  corporations  cut  back  even  more  due  to 
lack  of  any  pricing  which  addressed  group,  meeting  and  volume  travel  otherwise.  Efforts  at 
pricing  "simplification"  backfired.  In  an  effort  to  attract  passengers,  carriers  engaged  in 
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special  promotions  directed  to  discretionary  travelers.  Ironically,  the  result  was  that  yields 
spiraled  downward  in  the  face  of  increased  trafiic  overall.  Seats  were  filled  but  at  a 
staggering  loss  for  the  carriers. 

Clearly,  the  airlines  need  to  rethink  their  approach  to  the  marketplace. 

4.        The  High  Cost  of  Airline  Tickets  Which  Suppresses  Travel 

Escalating  unrestricted  air  fares  are  causing  corporate  decision  makers  to  reduce 
their  travel  budgets  and  cutback  in  an  unprecedented  manner  the  amount  of  authorized 
business  travel.  Higher  unrestricted  fares  for  corporate  travelers,  exacerbated  by  heavy 
federal  taxes  and  PFCs,  is  contrary  to  the  interests  of  the  country  in  recovering  from  the 
recession,  acts  as  a  disincentive  for  business  travel.  The  airline  industry  operating  results 
reflect  this  fact. 

There  needs  to  be  a  direct  attack  on  the  problem  of  the  total  cost  of  air  fares.  The 
Congressional  decision  to  allow  a  25%  tax  hike  on  airline  passengers  and  shippers  in  1990 
needs  to  be  readdressed.  PFCs  were  authorized  up  to  $12  per  round  trip.  This  is  too  much 
of  a  burden  on  business  travel.  It  suppresses  travel  on  which  the  airlines  are  vitally 
dependent  and  it  exacts  a  double  penalty.  PFCs  add  unreasonably  to  the  cost  base  of  air 
travel.  In  some  cases,  these  new  taxes  have  to  be  absorbed  by  the  carriers  which  causes 
them  to  recover  against  the  tax  burden  by  more  fare  increases. 

These  issues  are  partly  responsible  for  the  industry's  condition  today.  They  need  to 
be  addressed  directly  through  the  National  Commission  with  an  emphasis  on  creative 
problem  solving  and  realistic  planning  to  avoid  recurrence  of  such  problems. 
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MEASURES  FOR  AIRLINE  RECOVERY 

We  suggest  that  Congress  take  the  following  course  of  action  to  help  restore  the  vigor  of  air 
travel: 

1.         Enact  a  Sensible  Long-Term  Growth  Package 

The  future  of  the  airline  industry  depends  on  the  health  of  the  U.S.  economy,  which 
will  be  influenced  by  corporate  activity.  Congressional  decisions  on  taxes  and  economic 
stimulus  will  have  a  major  impact  on  the  future  of  the  industry.  Lifting  burdens  on  business 
air  travel  is  one  important  way  to  assure  recovery  by  the  airline  industry.  Airlines  cannot 
come  out  of  the  doldrums  if  corporate  travel  is  inhibited. 

As  we've  done  with  President  Clinton,  we  urge  Congress  to  develop  a  pro-growth 
economic  package.  These  include,  at  a  minimum,  stimulation  of  business  and  providing 
incentives  for  investment,  savings  and  capital  formation  that  will  lead  to  long-term 
productivity.  More  important  than  "jump  starting"  the  economy  through  politically 
appealing  tax  cuts,  is  the  need  for  long-term  measures  for  long-term  growth.  We  need 
immediate  steps  to  improve  the  economy,  enhance  productivity,  and  strengthen  air 
transportation  in  the  long  run.  One  beneficial  step  in  a  growth  package  would  be  to 
eliminate  double  corporate  taxation.  We  support  integration  of  the  corporate  and 
individual  tax  systems.  A  Treasury  Department  study  last  year  estimated  that  integration 
would  increase  capital  stock  in  the  corporate  sector  by  $125  billion  to  $500  billion  and 
decrease  debt  to  asset  ratio  from  1%  to  the  7%.  Further,  the  projection  was  for  a  gain  of 
$25  billion  annually  for  the  overall  economy.  This  type  of  tax  relief,  if  available  soon,  will 
help  the  airlines  as  well  as  other  businesses. 
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There  is  synergy  between  taking  positive  steps  to  assure  the  long  term  improvement 
and  growth  of  the  economy  and  the  airline  industry.  NBTA  supports  a  growth  oriented 
package  that  will  help  stimulate  busines  and  improve  the  entire  economy. 

2.        Take  Steps  to  Reduce  the  Costs  of  Business  Air  Travel 

The  total  cost  of  airline  tickets  needs  to  be  reviewed  and  considered.  It  is  not  only 
the  product  of  airline  marketing  decisions,  but  is  also  directly  affected  by  taxes  which  have 
been  imposed  or  approved  by  Congress.  The  combined  impact  of  the  domestic  ticket  tax  of 
10%  (up  from  8%)  and  PFC  taxes  up  to  $12  per  round  trip  is  causing  business  travel  to  lag 
behind  any  improvement  in  the  economy. 

Travel  is  the  third  largest  operating  expense  for  major  companies.  As  the  ticket  price 
goes  up,  companies  either  stop  traveling  altogether  or  they  cut  back  on  their  travel  budgets. 
In  either  case,  the  airlines  are  deprived  of  customers  and  so  are  hotels,  car  rental  companies, 
restaurants,  airports  and  other  suppliers  in  the  private  sector  who  depend  on  the  dollars  our 
members  spend  in  the  travel  network. 

The  airlines  are  in  a  contradictory  situation.  One  effective  way  to  improve  their 
financial  condition  is  to  obtain  more  revenue  from  passengers  and  shippers.  But  as  the 
ticket  price  becomes  too  high,  aggravated  by  escalating  taxes,  the  carriers  lose  passengers,  in 
particular  business  travelers.  That  is  what  is  happening  today  with  the  cutback  in  business, 
which,  in  turn,  is  causing  the  airline  fmancial  dilemma.  Action  must  be  taken  concerning 
the  biu'densome  charges  faced  by  business  travelers  and  shippers. 
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Although  there  has  been  discussion  about  transferring  passenger  and  shipper  tax 
revenues  to  the  carriers,  this  option  would  be  unfair  to  users  and  would  remove  these  funds 
altogether  from  the  Aviation  Trust  Fund.  A  more  equitable  option  is  to  provide  a 
reasonable  suspension  in  such  taxes. 

NBTA  recommends  repealing  the  added  2%  passenger  tax  and  the  added  1  &  1/4% 
shipper  tax  that  Congress  levied  in  1990  and  then  diverted  to  underwrite  the  budget  deficit. 
This  would  help  remove  some  of  the  negative  impact  on  elasticity  affecting  business  travel 
and  would  help  promote  and  stimulate  such  travel  for  the  future. 

It  has  been  estimated  that  a  reduction  of  2%  in  the  domestic  ticket  tax  would 
stimulate  1.4%  increase  in  trafRc.  That  would  mean  an  additional  6.5  million  passengers 
and  could  result  in  profits  of  $300  million  and  an  additional  7,500  jobs  in  the  industry. 

The  business  traveler  bears  a  disproportionate  ticket  cost  and  tax  burden.  On  the 
same  trip,  a  business  traveler  might  be  paying  $700  for  a  ticket  and  a  $70  tax  while  a  leisure 
passenger  on  a  $210  ticket  pays  a  $21  tax.  Both  use  the  same  airport  space,  the  same 
facilities  and  travel  for  the  same  amount  of  time,  but  are  not  required  to  share  the  tax 
burden  equally. 

The  passenger  tax  mechanism  should  be  revised  to  reflect  actual  usage.  Passenger 
taxes  should  be  imposed  on  a  cost  per  mile  basis,  at  5  or  6  cents,  which  would  mean  that 
everyone  would  share  equally  in  the  tax  burden  based  on  their  usage  of  the  system.  The 
same  principle  should  apply  to  all  travelers  flying  on  frequent  flyer  tickets.  There  is  no 
justification  for  exempting  frequent  flyer  tickets  from  sharing  in  the  tax  burden. 
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Safety  and  reduced  air  and  ground  congestion  are  just  as  important  for  the  leisure  as 
for  the  business  traveler.  The  cost  of  supporting  the  system  should  be  borne  equally  by  all 
users.  It  is  unfair  to  require  the  business  traveler  to  subsidize  the  leisure  traveler  in  terms  of 
tax  burden  when  both  are  major  beneficiaries  of  the  airline  passenger  system.  At  a 
minimum,  the  disparity  in  burden  should  be  reduced  if  it  is  not  eliminated  by  a  flat  cost  per 
mile  tax  structure. 

3.        Adopt  Investmoit  Incentives  and  Tax  Relief  for  the  Airiines 

We  have  previously  emphasized  that  the  airline  industry  will  be  helped  in  its  recovery 
by  tax  measixres  which  benefit  business  in  general.  We  believe  the  airlines  also  require 
special  assistance.  Availability  of  capital  to  meet  long-term  growth  is  important  to  air 
carriers,  and  also  to  aircraft  manufacturers  and  suppliers. 

Airlines  only  have  two  sources  of  needed  capital,  investment  mechanisms  and/or  the 
airline  passenger.  They  cannot  continually  raise  fares  to  obtain  necessary  capital.  They 
need  investment  tax  credits  so  they  can  purchase  more  efficient,  lower  capacity,  aircraft. 

We  support  reintroduction  of  the  investment  tax  credit,  with  an  accompanying 
change  in  the  alternative  minimum  tax  to  assist  recovery.    It  is  ironic  at  a  time  when  they 
are  experiencing  heavy  losses,  that  some  carriers  have  had  to  borrow  money  to  pay  the 
alternative  mininnTm  tax. 

We  support  the  carrier  proposal  to  offset  AMT  liability  as  well  as  regular  tax 
liability.  Airlines  should  be  assisted  through  restructuring  tax  liability  to  give  them  an 
adequate  long-term  lead  time  for  aircraft  purchases. 


10 


424 


We  also  support  a  change  in  tax  treatment  of  "intangible  assets."  Airlines  should  be 
allowed  to  amortize  intangible  assets  such  as  gate  leases  and  airport  takeoff  and  landing 
slots  to  improve  their  cash  flow  and  promote  profitability. 

4.        Assure  Infrastructure  Development  and  Oversight  that  Promote  Increased 
Efliciency 

A  recent  study  at  George  Washington  University  concluded  that  the  U.S. 
government  has  failed  to  supply  essential  infrastructure  development  in  air  transportation. 
In  NBTA's  view,  that  condition  warrants  immediate  and  effective  Congressional  attention. 

This  Committee  should  reexamine  the  infrastructure,  and  determine  if  funding  for 
airport  and  airways  development  is  adequate  or  should  be  enhanced.  Every  effort  should  be 
made  to  assure  that  tax  revenue  which  is  collected  from  users  is  earmarked  for  necessary 
improvements.  This  is  important  to  improve  airline  operating  efficiency  and  to  reduce 
airport  and  airway  congestion.  Elimination  of  delays  will  help  considerably  to  improve  the 
airlines'  financial  condition.  Delays  also  cause  business  to  curtail  travel  and  impose  higher 
costs  for  corporate  America  to  complete  its  business  through  the  airline  system.  We  cannot 
afford  the  negative  impact  from  air  delays  on  corporate  productivity. 

As  major  users  of  the  airport  and  airway  system,  NBTA  members  have  assumed  that 
federal  taxes  would  be  used  for  airport  and  airway  development.  We  believe  Congress  has 
broken  its  faith  with  users  in  1990  when  it  raised  taxes  by  25%  while  diverting  resulting 
revenue  to  reduce  the  federal  budget  deficit. 

We  appreciate  the  fact  that  members  of  this  Committee  opposed  that  action  and  we 
commend  you  for  doing  so  and  look  forward  for  continued  action  to  correct  this  inequity. 
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Funding  for  airport  and  airway  development  has  improved  in  recent  years  as  a  result 
of  your  efforts  as  well  as  those  of  the  Appropriations  Committee.  We  urge  you  to  keep  on 
the  pressure  in  this  regard. 

At  the  same  time,  it's  extremely  important  to  focus  on  the  government  structure  and 
operation  of  the  airport  and  airway  system.  The  study  previously  referred  to  characterized 
the  partnership  of  the  airlines  and  the  government  as  "failed"  due  largely  to  the 
inadequacies  of  the  DOT.  The  carriers  have  called  for  a  quasi-govemment  organization  to 
manage  the  Air  Traffic  Control  system  and  other  FAA  functions.  We  feel  this  concept        "^ 
warrants  careful  consideration. 

The  FAA  should  not  be  permitted  to  be  a  subordinate  and  underfunded  function  if  it 
is  to  carry  out  the  mandate  to  meet  the  public  need  for  efficient  and  safe  air  transportation. 
Appointment  of  a  well  qualified  administrator  for  a  fixed  term  would  add  stability  and 
stature  to  the  agency.  We  support  such  an  appointment. 

If  there  is  not  to  be  a  basic  structural  change  immediately  -  such  as  estabUshing  a 
more  independent  FAA  -  the  sporadic  and  inefficient  procurement  process  must  be 
corrected  to  avoid  further  delays  in  system  improvements. 

S.        Maintain  Reasonable  Government  Regulation  of  Safety  and  Security 

A  safe  and  secure  air  transport  system  is  essential  for  everyone  concerned  with  the 
air  travel  industry.  We  cannot  afford  to  jeopardize  safety  or  security  to  reduce  operating 
costs  or  assure  profits.  We  are  sympathetic  to  the  carrier  view  that  unnecessary,  increased, 
and  costly  government  regulation  is  contributing  to  the  current  fmancial  crises.  While  we 
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do  not  believe  excessive  expenditures  should  be  required  for  measures  such  as  retrofitting 
aircraft  that  will  be  retired  in  the  near  future,  we  believe,  at  the  same  time,  that  a  reasonable 
expenditure  in  the  interest  of  safety  is  necessary  to  protect  the  frequent  business  traveler. 
Again,  we  emphasize  that  the  business  traveler  flies  week  in  and  week  out  and  is  exposed  to 
the  highest  risk  of  safety  defects  especially  in  regard  to  older  aircraft,  or  any  failure  in  the 
system.  We  applaud  the  efforts  of  the  carriers  to  retire  older  aircraft  and  we  concur  in  their 
decision  to  ground  aircraft  rather  than  incur  the  expense  of  multiple  repairs  which  would 
not  be  cost  efficient.  In  short,  in  a  number  of  cases,  it  simply  doesn't  pay  to  repair  older 
planes. 

Above  all,  NBTA  supports  the  continuing  role  of  Congress  to  maintain  and  assure 
public  safety  and  security  in  air  passenger  transportation.  At  the  same  time,  however, 
inefficient  or  costly  measures  should  not  be  required  xmless  absolutely  necessary  due  to 
safety  concerns. 

6.        Consider  Minimum  Pricing  Requirements 

The  irrational  pricing  tactics  of  the  airlines  are  debilitating  and  self-defeating. 
Carriers  are  prone  to  give  away  seats  for  leisure  travel  and  to  discourage  business  travel  by 
constantly  charging  disproportionate  rates  for  this  segment  of  the  market. 

We  strongly  recommend  that  the  National  Commission  address  this  problem  in 
detail  and  consider  what  action  might  be  appropriate  in  regard  to  protecting  business  travel 
from  being  imposed  with  a  disproportionate  burden  in  providing  airline  revenues.  The  idea 
of  a  cap  or  minimum  pricing  mechanism  in  the  airline  industry  should  be  approached 
cautiously,  and  be  imposed  only  as  a  last  resort  or  as  an  interim  solution. 
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IS  FULL  REREGULATION  NEEDED? 

NBTA  does  not  believe  that  deregulation  has  accomplished  everything  intended  by 
Congress  when  it  changed  the  regulatory  scheme  in  1978.  A  number  of  deregulation  of 
theories  have  proved  imrealistic.  One  of  those  was  that  potentially  larger  dominant  carriers 
would  be  subject  to  constant  competition  from  new  entry  carriers. 

However,  experience  has  shown  that  entry  barriers  are  too  high  to  encourage 
effective  competition  by  new  entry  carriers.  Congress  significantly  underestimated  the 
power  of  large  carriers  to  acquire  fleets  of  aircraft,  control  slots  and  gates,  and  attract  and 
hold  frequent  flyer  loyalty  through  free  travel  programs,  as  well  as  control  market  share  at 
hubs  as  result  of  consolidations  which  passed  muster  without  meaningful  antitrust  review 
by  the  DOT.  Economies  of  scale  favor  dominant  carriers  and  significant  multiple  carrier 
entry  has  not  taken  place. 

Regardless  of  the  current  financial  condition  of  the  industry,  we  do  not  believe  that 
the  situation  warrants  full  reregulation  at  this  time.  Returning  to  the  days  of  protectionism 
when  airlines  were  regulated  as  a  utility  might  provide  more  financial  stability,  as 
Connecticut  Governor  Weicker  suggested  recently.  On  the  other  hand,  the  interests  of 
consumers  warrant  serious  consideration.  The  public,  including  business  travel,  has 
benefitted  from  deregulation  of  the  airlines  in  frequency  of  service,  and  pricing  latitude. 
U.S.  airlines  have  had  to  become  more  efficient  and  more  competitive  providers  of  air 
service  even  in  difficult  economic  times.  Even  though  carrier  management  response  may  be 
criticized,  we  believe  the  discipline  required  and  opportunities  offered  by  deregulation  and 
competition  still  outweigh  the  management  of  airlines  by  the  Federal  Government.  We 
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know  the  airlines  would  oppose  return  to  the  days  of  yesteryear  where  it  took  weeks  to 
obtain  approval  to  recoup  costs  which  had  been  previously  incurred  prior  to  a  tarifT  filing  at 
the  CAB. 

At  the  same  time,  we  recommend  that  the  matter  of  government  oversight  or 
regulation  of  the  industry  should  receive  continuing  analysis  through  the  special 
Commission  charged  with  reviewing  problems  and  developing  solutions.  Any  degree  of 
reregulation,  such  as  a  cap  or  maximum  on  fares  at  hubs,  should  be  considered  only  as  a 
last  resort  if  the  antitrust  laws  will  not  assiue  adequate  or  current  competition. 

We  do  believe  that  Congress  needs  to  continually  monitor  the  economics  and  market 
behavior  of  the  carriers.  Recent  antitrust  cases  relating  to  price  fixing  allegations  involving 
the  airlines  are  distiirbing.  NBTA  shares  the  concern  of  industry  experts  that  there  may  be 
a  trend  toward  oligopoly  with  implications  involving  dictated  pricing  and  control  of  routes. 

The  recent  example  of  cable  TV  reregulation  is  instructive.  Because  a  few  companies 
exerted  dominance  and  control  over  that  industry  with  harmful  impact  on  consumers. 
Congress  had  no  alternative  but  to  regulate  cable  TV. 

We  hope  there  are  other,  less  severe  measures  available  for  the  airlines,  such  as  those 
we  have  set  forth  in  our  statement,  before  we  reach  the  point  where  consumers,  including 
business  travelers,  must  look  to  the  government  for  protection  and  total  control  of  service 
and  pricing. 
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Mr.  Chairman,  members  of  the  Sxibcommittee ,  my  ncime  is 
Richard  Kassel,  and  I  am  a  senior  project  attorney  for  the 
Natural  Resources  Defense  Council  (NRDC) .   NRDC  is  a  national 
non-profit  environmental  organization  with  over  170,000  members 
nationwide.   For  over  20  years,  NRDC  has  worked  to  improve  our 
nation's  public  health  and  environment.  We  greatly  appreciate 
the  opportunity  to  appear  before  you  today. 

While  financial  difficulties  have  created  great  hurdles  for 

many  of  our  nation's  air  carriers,  NRDC  believes  that  the  current 

financial  crisis  facing  the  air  carriers  and  being  considered  by 

this  Subcommittee  has  created  an  opportunity  to  rectify  certain 

environmental  shortcomings  of  past  noise  and  aviation  legislation 

for  those  of  us  on  the  ground  below.   I  will  briefly  discuss 

three  suggestions  for  this  Subcommittee's  consideration. 

1.    The  schedule  for  the  timely  phase-out  of  Stage  2 

aircraft  mandated  by  the  Airport  Noise  and  Capacity  Act 
of  1990  (the  "Noise  Act")  must  be  maintained  at  all 
costs. 

Perhaps  the  greatest  achievement  of  the  Noise  Act  was  to 

mandate  -  by  the  end  of  this  decade  -  the  phase-out  of  thousands 

of  noisy  Stage  2  aircraft  and  the  phase-in  of  quieter  Stage  3 

aircraft.^  With  little  or  no  recourse  against  airport  or 

aircraft  operators,  what  solace  noise-impacted  citizens  have 

stems  from  the  assurances  of  the  Noise  Act  that  permanent  relief 

from  Stage  2  aircraft  noise  would  be  in  place  by  the  turn  of  the 

century.   We  recognize  that  the  Noise  Act  may  provide  waivers  for 


^  Noise  Act  $9308,  49  U.S.C  App.S2157. 
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financially  troubled  airlines  until  2003,^  and  that  perhaps  the 

easiest  way  to  ease  the  financial  burdens  of  the  airlines  with 

respect  to  the  Noise  Act  might  be  to  extend  or  delay 

implementation  of  the  phase-out  schedule.   Notwithstanding  the 

foregoing,  NRDC  feels  strongly  that,  under  no  circumstances,  can 

the  airlines'  pleas  for  financial  relief  be  met  by  waivers, 

extensions  or  other  delay  in  the  timely  phase-out  of  Stage  2 

aircraft  by  the  year  2000. 

2 .    Congress  should  include  tough  Noise  Act  sanctions  and  a 
citizen  suit  provision  in  any  legislation  providing 
financial  relief  to  the  airlines  and  governing  the 
regulation  of  aircraft  noise. 

Noise  -  like  many  environmental  problems  -  affects  millions 
of  people  every  day,  in  a  myriad  of  ways  both  short-term  and 
long-term,  in  ways  both  obvious  and  difficult  to  gauge.   However, 
unlike  many  other  statutes  protecting  our  nation  against  harmful 
environmental  impacts,  the  Noise  Act  contains  no  citizen  suit 
provision  to  provide  recourse  to  harmed  citizens  in  the  absence 
of  government  enforcement.   In  addition,  no  specific  supplemental 
enforcement  regulations  or  sanctions  were  issued  with  respect  to 
the  Noise  Act  phase-out  schedule.   In  effect,  citizens  have  been 
asked  to  wait  until  the  end  of  the  decade  for  noise  relief,  and 
then  are  provided  with  no  recourse  in  the  event  that  noise  relief 
never  appears. 

Legislation  and  regulation  can  only  be  effective  when 
accompanied  by  vigorous  enforcement  of  the  duties  and  schedules 

2  14  C.F.R.  S91.873. 
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set  forth  in  those  laws  and  rules.   An  environmental  statute 
without  the  means  for  such  enforcement  is  a  statute  bound  to  be 
violated  when  the  costs  of  compliance  rise  above  the  costs  of 
noncompliance,  especially  when  the  risk  of  sanction  is  minimal. 

Citizens  should  have  the  same  right  to  vigorous  enforcement 
of  the  Noise  Act  as  they  have  with  respect  to  violations  of  the 
Clean  Air  Act,  Clean  Water  Act  and  many  other  environmental 
statutes  that  contain  citizen  suit  provisions.   In  fact,  such  a 
citizen  suit  provision  is  not  unprecedented  in  the  noise  area. 
The  Noise  Control  Act  of  1972  contains  such  a  citizen  suit 
provision.^ 

NRDC  strongly  urges  this  Subcommittee,  in  connection  with 

any  financial  relief  package,  to  amend  the  Noise  Act  to  include 

tough  sanctions  and  a  citizen  suit  provision  to  strengthen  the 

incentives  for  compliance  and  to  give  citizens  the  right  to  sue, 

in  the  absence  of  government  enforcement,  to  enforce  the 

provisions  of  the  Noise  Act. 

3.    Any  financial  package  approved  by  this  subcomir it-tee 
should  include  incentives  for  reducing  aircraft 
emissions. 

Hundreds  of  thousands  of  pounds  of  carbon  monoxide,  ozone 

precursors  and  other  pollutants  are  pumped  into  the  atmosphere  by 

aircraft  every  day,*  endangering  human  health  and  hampering 


^  Noise  Control  Act  of  1972,  42  U.S.C.  S  4911. 

*  The  1987  New  York  State  emissions  inventory  estimated  that 
5,500  tons  of  hydrocarbons,  5,000  tons  of  nitrogen  oxides  and 
19,000  tons  of  carbon  monoxide,  along  with  unknown  quantities  of 
particulates  and  other  air  toxics,  are  generated  annually  from 

(continued. . . ) 
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regional  efforts  to  comply  with  the  Clean  Air  Act  Amendments  of 
1990.   Certain  noise-reducing  engine  technologies  have  the  effect 
of  reducing  these  harmful  emissions,  while  others  may  result  in 
increased  emissions.   NRDC  feels  strongly  that  any  financial 
incentive  package  recommended  by  this  Subcommittee  should  include 
incentives  to  steer  airlines  toward  those  technologies  which  will 
result  in  reduced  emissions. 


Thank  you  again  for  the  opportunity  to  speeik  to  you  today. 
I  am  happy  to  answer  any  questions  you  may  have. 


(. . .continued) 
aircraft  emissions  at  Kennedy  and  LaGuardia  Airports  alone.   See 
Goldstein,  Izeman,  The  New  York  Environment  Book.  Island  Press, 
1990,  p.  120-121. 

-4- 
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Good  afternoon  Mr.  Chainnan  and  members  of  the  Aviation  Subcommittee. 
My  name  is  Mary  Rose  Loney  and  I  am  the  Deputy  Executive  Director  and  Chief 
Financial  and  Administrative  Officer  of  Dallas/Fort  Worth  International  Airport,  the 
world's  2nd  busiest  airport  in  tenns  of  both  passengers  and  operations.  In  that 
position  I  have  daUy  as  well  as  long-term  responsibility  for  the  financial  health  of 
DFW. 

Thank  you  for  the  opportunity  to  address  you  today  on  the  financial 
condition  of  die  airline  industry.  Because  airports  serve  as  the  nexus  of  tiie  air 
transportation  industry,  we  have  both  a  symbiotic  and  reciprocal  relationship  with 
the  airline  industry.  Typically,  a  local  community  develops  its  airport  facilities 
through  tax  exempt  bonding,  federal  grant  proceeds  and  more  recentiy.  Passenger 
FaciUty  Charges  (PFCs).  The  airlines  support  repayment  of  debt  and  operating  costs 
through  landing  fees  and  rents.  OAer  businesses  that  derive  economic  benefit  from 
the  airport  also  share  in  the  costs.  The  goal  is  to  provide  airfield,  terminal  and 
landside  facilities  that  accommodate  the  airlines  and  the  traveling  public  and  serve 
local/national  transportation  needs. 

The  impact  of  airport  operating  and  development  costs  represent  only  otc 
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component  in  the  complex  sdwdole  of  aiiline  e]q>en8es.  However,  Aerc  are  ihtce 
compelling  reasons  for  aiiports  to  respond  to  die  current  ilnancial  condition  of  the 
airline  industry: 

1)  Airline  service  reductions,  consolidations  and  bankruptcies  disrupt  the 
flow  of  ftmds  that  support  long-tenn  bond  obligations  at  airports. 

2)  Local  communities  are  dependent  on  aiiports  as  major  centers  of 
business  activity  to  support  regional  economies.  Airline  service 
reductions  or  foilures  diminish  tfie  airport's  positive  impact  on 
business  activity. 

3).  Aiiports  are  critical  to  the  creation  and  retention  of  diousands  of  jobs 
in  the  United  States  and,  hi  fact,  globally.  Currently,  DFW  is  directly 
responsible  for  more  than  39,000  jobs  and  an  additional  29,000  are 
attributed  to  airpoit-related  activities.  Over  the  next  ten  years, 
construction  activities  at  DFW  will  sustain  nearly  4,500  jobs  each 
year.  The  new  Administration's  hifrastructure  Stimulus  legislation  is 
an  acknowledgment  of  the  vital  role  airpoits  play  in  employing 
millions  of  Americans. 

Now  more  than  ever,  it  is  essential  that  die  federal  government,  aiipons  and 
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airlines  recognize  die  need  to  vigorously  focus  on  the  efficiency  of  the  air 
transportation  system  in  addressing  the  financial  plight  of  the  aiiiine  industry.  Each 
participant  in  the  air  transportation  system  needs  to  examine  ways  to  improve  die 
way  we  operate.  Reducing  inefficiencies  can  have  a  major  irapact  on  abating 
airline  losses.  Tlie  cost  of  congestion  delays  in  the  airways  and  at  aiiports  is 
staggering.  At  Chicago  O'Hare,  aircraft  delays  cost  die  airiines  $188  million  in 
idle  labor  and  wasted  ftiel  fai  1988  (Chicago  Delay  Task  Force).  At  DFW,  airUne 
delay  costs  approximated  $75.5  million  last  year.  Even  more  sobering  is  the  fact 
that  ttiese  costs  do  not  include  die  substantial  losses  of  missed  connections,  wasted 
time  and  lost  business  opportunities  for  the  public.  Inefficient  operation  of  die  air 
transportation  system  is  wasteful  and  costly  for  die  airlines  as  well  as  the  public, 
business  community  and  die  environment  Qearly.  an  accelerated  thrust  toward 
upgrading  die  nation's  air  traffic  c<»itrol  system  and  expanding  airfield  capacity  at 
our  most  constrained  aiipoits  will  contribute  to  an  improved  financial  outlook  for 
the  endre  air  transportation  industry  in  delay  reduction  benefits  alone. 

At  DFW  a  major  investment  is  being  made  by  bodi  die  federal  government  and 
the  Airport  in  improving  operational  efficiency.  The  PAA  has  invested  $160 
million  in  the  construction  of  two  new  air  traffic  control  towers  for  improved  traffic 
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separation  and  flow  as  well  as  expansion  of  the  Airport's  Terminal  Radar  Approach 
(TRACON)  facility  and  oibtt  navigational  system  iq>grade8.  The  Airport  intends 
to  complement  enhanced  air  traffic  capacity  with  expanded  airfield  facilities, 
including  two  new  runways.  These  improvements  will  not  only  reduce  current 
gridlock  and  delays  but  will  boost  the  Airport's  capacity,  directly  benefiting  the 
airline  industry  and  the  air  traveling  puUic.  Coordinated  efforts  such  as  DFW's 
airway  and  airfield  enhancement  program  also  maximize  both  die  federal 
government's  and  local  airport's  return  on  tiieir  respective  investments.  This  is 
exactly  the  type  of  infrastructure  spending  which  the  Congress  and  Administration 
^pear  to  be  seeking. 

In  an  effort  to  illustrate  airports*  concern  for  die  financial  health  of  the 
airline  industry,  I  would  like  to  talk  specifically  about  1992  at  Dallas/Fort  Worth 
International  Airport.  DFW  is  a  hub  airport  to  two  of  the  "Big  3"  U.S.  airlines: 
American  and  Delta.  TogeAer  they  carry  89%  of  DFW's  traffic;  approximately 
65%  on  a  connecting  basis.  The  challenge  for  a  mega-hub  airport  like  DFW  is  to 
efficiently  provide  adequate  capacity  -  terminal  and  airfield  facilities  -  to  meet 
peak  period  demand  that  is  so  characteristic  of  airiine  hub  and  spoke  systems. 
Approximately  2,100  aircraft  take-offs  and  landings  occur  each  day  at  DFW,  but 
the  majority  take  place  in  duee,  two-hour  time  periods.  This  creates  a  tremendous 
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and  disparate  demand  for  airfield  and  terminal  ci^city  during  each  24-hour  period. 
One  can  compare  die  similarity  of  hub  airports  needing  to  maximize  the  utility  of 
their  investments  in  facilities  to  airline  efforts  to  fill  empty  airplane  seats  during 
non-peak  periods. 

Nearly  52  million  passengers  traveled  to  and  passed  through  DFW  last  year  • 
-  an  8%  increase  over  1991  levels  and  double  the  national  growth  rate  for  air 
travel.  1992  aircraft  takeoffs  and  landings  also  broke  previous  records,  reaching 
more  than  three-quarters  of  a  million  operations.  Much  of  the  activity  growth  we 
experienced  last  year  was  c(»npressed  over  die  summer  months,  directly  attributable 
to  die  now  infamous  "half  price  ftuc  wars."  Yet,  the  most  paradoxical  aspect  of 
1992  was  its  effect  on  airports  and  airlines.  Increased  trafBc  volumes  escalated 
DFW's  operations  and  maintenance  costs  widi  die  need  for  added  traffic 
enforcement,  more  public  safety  calls,  and  other  increased  demands  for  services 
that  as  landlord,  the  airport  provides  to  its  tenants  and  users.  While  retail  operators 
and  other  aiipoit-related  companies,  such  as  car  rental  agencies,  etyoycd  increased 
gross  revenues  from  heightened  passenger  levels,  airline  losses  continued  to  mount. 
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At  DFW,  as  is  tfie  case  at  most  publicly-owned  commercial  service  airports 
in  the  U.S.,  the  airlines  contractually  agree  to  support  the  costs  of  operating, 
maintaining  and  improving  airport  facilities.  These  costs  have  traditionally 
represented  a  small  proportion  of  airline  operating  costs,  largely  over-shadowed  by 
airline  labor  and  fuel  expenses.  However,  general  economic  conditions,  three 
consecutive  years  of  staggeitag  airline  losses  and  bankruptcy  actions  as  well  as 
rising  aiiport  operating  and  capital  costs,  due  to  passenger  traffic  growth,  generated 
concern  over  the  sustained  viability  of  DFW.  This  prompted  us  to  aggressively 
examine  DFW's  operating  costs  and  identify  ways  to  enhance  efficiency  with  the 
objective  to  reduce  costs  as  well  as  ensure  our  ability  to  underwrite  needed  capacity 
enhancement  projects. 

This  year  the  cost  of  operating  and  maintaining  DFW's  four  terminals, 
support  facilities  and  18,000  acres  and  meeting  debt  service  obligations  is  $227 
million.  Over  die  next  ^e  years,  DFW  Aiiport  is  undertaking  a  runway  expansion 
program  and  nuuor  idiabilitation  of  existing  airfield  pavemem  areas  that  wiU 
require  capital  funding  exceeding  one-half  biUion  dollars.  We  have  taken  the 
position  that  it  makes  sense  to  identify  and  inqdement  cost  efficiency  initiatives 
today  that  will  help  to  minimisee  the  budgetary  impact  of  fliture  capital  facilities. 
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Funher,  as  rating  agencies  have  indicated  a  potential  credit  review  of  aiiports  with 
hub  operations,  DFW  Airport  wants  to  ensure  that  we  retain  our  outstanding  credit 
worthiness  to  secure  Aiture  financing  at  competitive  rates. 

Our  plan  of  action  began  last  year  with  a  review  of  all  current  operations  and 
maintenance  programs  and  tasks  including: 

the  frequency  and  schedules  for  all  maintenance  activities  and  services 

including   janitorial,    groundskeeping,    trash   hauling,    and   more 

specialized  tasks,  such  as  maintenance  of  our  automated  train  system; 

the  continuing  cost  of  fleet  and  equipment  ownership  vs.  leasing  of 

same; 

the  potential  use  of  contracting  certain  specialized  services  which  have 

traditionally  been  in-house  activities; 

salary  and  overtime  costs  with  action  already  taken  to  fieeze  current 

salaries,  restricting  new  hiring  and  reducing  our  travel  budget. 

As  a  second  focus,  we  have  also  evaluated  die  Airport's  outstanding  debt 
obligation  and  restroctured  a  number  of  bond  series  to  take  advantage  of  lower 
interest  rates.    Since  1990,  gross  savhigs  passed  onto  die  airlines  derived  from 
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refinancing  transactions  total  $117  million.  Over  time,  this  will  re<luce  debt  service 
costs,  but  more  in^rtantly,  preserve  bonding  capacity  for  new  projects.  Further, 
we  have  segregated  certain  routine  and  on^going  maintenance  tasks  that  have 
previously  been  funded  through  bond  programs,  which  consume  valuable  bonding 
capacity.  In  balancing  today's  costs  wi&  long-tenn  debt  levels,  we  budgeted  tasks 
such  as  replacement  of  terminal  carpeting  and  airfield  security  gates  using  operating 
revenues,  again,  conserving  bonding  capacity  for  larger  capital  improvement 
projects. 

We  have  also  scaled  down  this  year's  cq>ital  spending  to  include  only  those 
essential  projects  that  truly  enhance  safety  and  capacity.  For  exan^le,  we  are 
currently  extending  an  existing  runway  and  three  taxiways,  but  we  reduced 
automotive  and  heavy  equipment  purchases  by  35%.  We  have  already  seen  results 
from  our  efforts:  A  comprehensive  re-evaluation  of  the  1993  proposed 
improvement  projects  has  resulted  in  a  reduction  of  $118  million  in  capital 
spending. 

A  third  area  of  attenticm  is  maximizing  existing  revenue  sources  and 
exploring  new  ones.  Here  we  have  targeted  of^oitunities  for  the  airlines  to  help 
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us  improve  efficiency,  by  relinquishing  exclusive  control  of  under-utilized  terminal 
space.  As  an  example,  we  have  identified  prime  space  for  retail  concession 
operations  that  has  been  used  for  airline  administrative  offices  which  will  be 
vacated  and  converted  to  revenue-producing  space. 

Mr.  Chairman,  these  are  just  a  few  examples  of  die  initiatives  we  are 
undertaking  at  DFW  to  begin  the  process  of  maximizing  our  efficiency.  At  DFW 
we  believe  that  our  continued  efforts  to  reduce  costs  will  provide  the  most 
supportive  environment  to  assist  the  airlines  in  returning  to  ftill  economic  health. 
And,  we  also  believe  it  is  in  tlie  best  interest  of  tlie  air  traveling  public  and  our 
nation's  economy  for  airports  and  airlines  to  jointly  find  new  and  creative  ways  to 
strengthen  the  air  transpoitadon  mdustry. 

Thank  you  again  for  this  oppommity  to  share  my  views  with  you.  I  would 
be  pleased  to  answer  any  questions. 


444 


2-12-93 
DFW  ArePORT  BOARD  AUSTERITY  INITIATIVES 

OPERATIONS  &  MAINTENANCE  BUDGET 

$843,000  F/Y  1992  Year-end  savings 

$1,462  Mil  F/Y  1993  Contingency  budget  reduction 

$4  Mil  reduction  in  airline  terminal  rental  fees 

No  across-the-board  employee  wage  increase 

Static  employee  benefits  program 

Reduced  travel  bi|dget 


n.        CAPITAL  IMPROVEMENT  PROGRAM 

Comprehensive  re-evaluation  of  1993  proposed,  capital  projects  resulted  in  major 
reduction  to  capital  spending:  $118  Mil. 

Board  offer  to  fund  program  with  discretionary  account. 


m.      LONG-TERM  DEBT  OBLIGATION 

Bond  refundings  to  reduce  interest  and  expense 
1990  -  1992:   $117  Mil  gross  savings 

Use  of  surplus  bond  fiind  balances  to  fund  current  projects  and  reduce  borrowing 
needs 

More  effective  use  of  operating  revenues  to  fund  routine  maintenance  tasks 


IV.       NEW  REVENUE  GENERATION 

Off-aiipoit  rental  car  income 
1989-  1991:  $1.9  MU 


OPERATIONS  EFTICIENCY  REVIEW 

Major  aiiport-airline  joint  evaluation  to  identify  opportunities  to  maximize 
revenues  and  reduce  expenditures  while  preserving  service  levels.  The  evaluation 
will  examine  airport  operations  and  maintenance  programs,  capital  spending  and 
potential  new  revenue  sources. 
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December.  1992 


DALLAS/FORT  WORTH  (DFW)  INTERNATIONAL  AIRPORT 

COST  EFFIQENCY  INITUTIVES  REVIEW 

SUMMARY  SCOPE  OF  WORK 


OBJECTIVE 


Evaluate  the  organizational  and  operational  efCciency  of  DFW  Airport  operations  and  identify 
opportunities  to  maximize  revenues  and  reduce  expenditures  while  preserving  service  levels. 

BASIS  FOR  TAKING  ACTION 

Continuing  economic  recession 
Effects  of  recent  air  fare  structuring 
Fiscal  constraints  of  the  airline  industry 

Challenge  to  all  U.S.  airports  to  control  costs  and  reduce  user  fees  and  charges 
Challenge  to  all  U.S.  airports  to  preserve  service  levels  without  sacrificing  safety, 
security,  quality  and  on-going  capital  improvement  needs 
•  Preserve  DFWs  competitive  role  in  the  airport  industry 

PLAN  OF  ACTION 

Immediate  reductions  to  FY  1993  Operations  and  Maintenance  (O  &  M)  Budget 

Maximize  eGHciency  and  contain  costs  of  operations  and  maintenance  programs: 

evaluate  contract  services;  lease  vs.  purchase 
examine  maintenance  schedules  and  frequency 
review  fleet  maintenance  operations 
examine  personnel  costs  (overtime;  benefits) 
efficient  utQization  of  part-time  and  temporary  staff 
evaluate  provision  of  utilities 

Assess  short  and  intermediate  term  capital  funds  requirements 

provide  sufBcient  major  maintenance  cash  flow 
reduce  cost  of  bonxiwing 
reduce  long-term  debt  burden 

Identify  potential  new  revenue  sources  and  maximize  existing  sources  of  revenue 
collateral  land  development 
foreign  trade  zone 
tenants;  concessionaires;  off-airport  operators 


OUTCOME 


Safe,  quality  and  eCOcient  operation  of  DFW  Airport  at  the  lowest  possible  cost  to 

users 

Abilify  to  undertake  long-term  Capital  Improvement  Program  while  minimizing 

budgetary  impact 
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December  1992 


DALLAS/FORT  WORTH  (DFW)  INTERNATIONAL  AIRPORT 

COST  EFFICIENCY  INITIATIVES  REVIEW 

DETAIL  SCOPE  OF  WORK 


OBJECTIVE 

The  primary  objective  of  the  DFW  International  Airport  Cost  Efficiency  Initiatives  Review 
is  to  evaluate  the  organizational  and  operational  efficiency  of  DFW  Airport  operations  and 
identify  opportunities  to  maximize  revenues  and  reduce  expenditures  while  preserving  service 
levels. 

AIRPORT  PROFILE 

Dedicated  in  September  1973,  the  Dallas/Fort  Worth  International  Airport  (DFW)  is  a  joint 
venture  of  the  cities  of  Dallas  and  Fort  Worth.  Located  in  Dallas  and  Tarrant  Counties,  real 
property  at  DFW  consists  of  18,247  acres,  the  largest  land  area  airport  in  the  United  States. 
Based  on  total  passengers  and  aircraft  operations,  DFW  Airport  is  the  second  busiest  airport 
in  the  world.  The  airport  is  governed  by  an  eleven-person  Board  of  Directors,  who  serve 
without  compensation.  Seven  members  are  appointed  by  the  Dallas  City  Council  and  four 
members  by  the  Fort  Worth  City  Council.  Under  authority  of  a  Contract  and  Agreement 
between  the  cities,  the  organization  and  operation  of  the  airport  is  the  responsibility  of  the 
Executive  Director,  who  is  appointed  by  the  Board  of  Directors. 

Operations  are  financed  totally  by  user  charges  and  the  cities  have  no  current  responsibility 
for  debt  service  requirements  of  the  airp>ort.  A  majority  of  the  operating  revenues  is  derived 
by  charging  tenant  airlines  for  landing  fees,  utility  system  usage,  and  terminal,  ground  and 
fueling  system  rental  in  accordance  with  a  Use  Agreement  between  the  Airport  Board  and 
seventeen  airlines.  The  on-going  development  of  the  airport  is  supported  by  tax  exempt 
financing,  federal  grants  and  tenant-funded  improvements.  The  two  largest  carriers  are 
American  Airlines  and  Delta  Air  Lines,  that  carry  89%  of  DFW's  passengers. 

Total  enplaned/deplaned  passenger  activity  in  calendar  year  1992  reached  51,943,567.  In 
1992,  aircraft  take-offs  and  landings  averaged  2,088  per  day.  The  fiscal  year  1992-93  budget 
(October  1,  1992  -  September  30,  1993)  appropriated  operating  expenses  of  $101,390,000, 
and  debt  service  and  coverage  expenses  totaling  $125,700,000.  The  fiscal  year  1992-93 
budget  includes  1,404  full-time  authorized  positions. 

HISTORY 

The  continuing  economic  recession,  the  effects  of  last  year's  air  fare  structuring  and  the  fiscal 
constraints  facing  the  airline  industry  prompted  this  Review.  While  airport  operating  costs 
have  traditionally  represented  a  relatively  small  proportion  of  airline  expenses,  the  effect  of 
operating  costs  at  mega-hub  airports  can  be  more  pronounced,  particularly  for  large  volume 
users.    Although  DFW  Airport  has  a  good  track  record  of  prudent  administration  of 
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being  challenged  to  control  their  costs  and  to  reduce  fees  and  charges,  while  preserving 
service  levels  without  sacrificing  safety,  security,  quality  and  on-going  capital  improvement 
needs.  It  is  in  the  best  interest  of  both  the  North  Texas  region  and  the  airlines  serving  DFW 
that  the  cost  of  conducting  business  at  DFW  Airport  remains  competitive. 

STRATEGY 

The  first  step  that  DFW  Airport  initiated  in  response  to  these  concerns  was  the  adoption 
of  the  FY  1993  Operations  and  Maintenance  (O  &  M)  Budget,  which  reflected  significant 
reductions  in  certain  areas.  These  reductions  from  the  FY  1992  O  &  M  Budget  include 
a  $1.5  million  decrease  in  funding  for  unanticipated  occurrences,  no  across-the-board 
employee  wage  increase,  a  static  employee  benefits  program  and  a  4.6%  reduction  in  the 
travel  budget.  These  decreases  will  potentially  impact  the  ability  to  respond  to  unanticipated 
occurrences  and  do  not  leave  DFW  Airport  a  great  deal  of  flexibility  to  respond  to  factors 
associated  with  increased  landings  and  passenger  traffic.  Accordingly,  all  departments  have 
been  directed  to  allocate  a  portion  of  their  base  budget  to  be  used  as  a  contingency  source. 

The  next  step  in  response  to  the  significant  challenge  of  managing  resources  in  the  coming 
year  is  to  undertake  a  major  evaluation  to  identify  cost  saving  measures  and  generate  new 
revenues  at  DFW  Airport.  This  Review  will  examine  three  areas  of  concern: 

Module  I  -  Airport  Operations  and  Maintenance  Programs:  will  evaluate  the  implementation 
of  policies,  procedures  and  programs  relating  to  daily  airport  maintenance,  public  safety, 
transportation,  parking,  airside  and  landside  operations  and  administration  of  airport 
operations. 

Module  II  -  Capital  Improvement  Program/Long  Term  Debt:  will  examine  the 
implementation  of  the  Capital  Improvement  Plan  (CIP)  and  long  term  debt  obligation. 

Module  III  -  New  Revenue  Generation:  will  identify  potential  new  revenue  sources  and 
maximizing  existing  sources  of  revenue. 

Examination  and  research  of  the  efficiency  initiatives  and  development  of  the  recommended 
actions  will  be  accomplished  within  a  nine-month  timeframe.  A  final  report  identifying  all 
actions  for  improved  efficiencies  and  a  plan  of  implementation  will  be  issued.  However,  cost 
savings  measures  that  are  found  during  the  Review  that  can  be  readily  achievable  will  be 
adopted  and  implemented  prior  to  completion  of  the  Review. 

SCOPE  OF  WORK 

Module  I 

•  Analyze  service  levels,  workload  and  staffing  for  each  department  to  include  the  allocation 
of  personnel,  equipment  and  other  resources 
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•  Examine  the  duties  and  hours  of  part-time  and  temporary  staff  to  determine  efficient 
utilization 

•  Study  staff-hour  requirements  of  FLSA  hourly  positions  to  include  overtime  requirements 

•  Examine  frequency  of  services  provided  to  tenants  (i.e.,  garbage  pickup,  terminal 
maintenance) 

•  Examine  fleet  operations  including  maintenance  schedules,  options  for  computerized  fleet 
management  and  v^arranty  tracking,  and  vehicle  assignment  and  utilization 

•  Identify  opportunities  to  achieve  improved  productivity  and  efficiency  through  private 
contracting  vs.  provision  of  services  by  Airport  Board  staff 

•  Examine  parking  control  plaza  staff  requirements  and  scheduling 

•  Analyze  grounds  maintenance  schedules  and  standards 

•  Examine  replacement  schedule  for  all  vehicles  and  equipment  to  include  examination  of 
useful  life  requirements 

•  Examine  lease  vs.  purchase  of  vehicles  and  equipment 

•  Analyze  Department  of  Public  Safety  (DPS)  staffing  requirements,  scheduling,  cross- 
training  program,  ratio  of  management-to-line  and  field  staff  and  effective  utilization  of 
uniformed  officers 

•  Review  options  for  replacement  of  DPS  system  with  computer-aided  dispatching  and 
integrated  databases,  CCTV,  911,  DFW  radio  system,  alarm  systems,  and  mobile  data 
terminals,  as  well  as  Operations  and  Airport  Maintenance  dispatching 

•  Analyze  O  <&  M  costs  associated  with  administering  contracts 

•  Study  options  for  energy  savings  to  include  ten-hour  work  day  and  utilization  of  energy 
consuming  equipment  and  facilities  during  "off  duty"  hours 

•  Review  Airport  Board-provided  maintenance  vs.  contract  maintenance  of  all  leased  and 
owned  equipment 

•  Examine  decentralization  vs.  centralization  of  the  Records  Management  Section 

•  Review  Graphics  Section  printing  and  copier  policies  and  procedures 
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Module  II 

•  Implement  structured  five-year  Capital  Improvement  Program  for  FY  1993  -  1997 

•  Evaluate  adequacy  of  available  facilities  and  equipment 

•  Assess  the  levels  of  performance,  productivity  and  efficiency  of  capital  purchases 

•  Examine  replacement  schedule  for  all  vehicles  and  equipment 

•  Extend  the  useful  life  of  equipment 

•  Refinance  existing  debt 

•  Analyze  other  fxjtential  instruments  to  finance  capital  projects 
Module  III 

•  Examine  collateral  land  development  potential 

•  Examine  assessing  service  charges  for  user-specific  services  currently  absorbed  in 
departmental  budgets 

•  Examine  maximization  of  net  collections 

•  Lease  or  rent  proi)erty  that  is  not  currently  in  use 

•  Analyze  cost  of  services  vs  revenues  generated  for  each  service 

•  Analyze  parking  revenues 

•  Examine  development  of  new  tenants  and  concessionaires 
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Chairman  Oberstar,  Members  of  the  Subcommittee:  Thank  you  for 
this  opportunity  to  testify  at  this  Important  hearing  on  the 
Financial  Condition  of  the  Airline  Industry.  Ny  name  Is  Dee  Makl 
and  I  am  the  National  President  of  the  Association  of  Flight 
Attendants  [AFA] ,  AFL-CIO.  I  am  here  today  to  discuss  the 
financial  condition  of  the  Industry  from  the  perspective  of  the 
33,000  flight  attendemts  at  the  20  U.S.  carriers  AFA  represents. 

Two  years  ago  this  month,  you  held  hearings  before  this 
committee  to  examine  the  financial  condition  of  the  airline 
Industry.  Unfortunately,  In  those  two  years,  we  have  seen  a 
further  we«Jcenlng  of  the  Industry  and  more  job  losses.  Chairman 
Obersteur,  you  opened  your  testimony  at  that  hearing  by  stating 
that  "of  the  twenty-two  major  new  entremts  since  deregulation, 
only  four  have  survived.  The  others  either  failed,  or  were 
acquired  by  other  carriers,  or  changed  to  commuter  service."  Mr. 
Chairman,  In  two  years  we  have  lost  three  more  of  those  surviving 
four.  Only  America  West  Airlines  survives  today  and  It  Is 
operating  under  Chapter  11  bankruptcy.  At  each  closing,  jobs  and 
markets  are  lost.  The  airline  Industry  Is  In  a  critical  and 
unstable  condition. 


452 


2. 

As  you  consider  what  steps  we  should  take  to  i^>rove  the  health 
of  the  aviation  industry,  I  ask  that  you  keep  in  aind  that 
aviation  workers  are  the  victins,  not  the  cause,  of  the 
industry's  woes.  To  be  sure,  flight  attendants  and  other  workers 
have  made  numerous  contract  concessions  to  assist  their  companies 
in  making  it  through  difficult  financial  periods.  Thousands  of 
aviation  workers  have  lost  their  jobs  as  a  result  of  bankruptcies 
and  layoffs.  You  should  not  be  dissuaded  from  passing  much 
needed  legislation  to  protect  aviation  workers'  health  and 
passenger  safety  emd  to  put  U.S.  aviation  workers  on  a  level 
playing  field  with  employers.  In  particular,  steps  should  be 
taken  to  insure  that  foreign  carriers  and  workers  are  not  given 
an  unfair  advantage,  because  they  are  not  subject  to  the  same 
regulations  as  U.S.  carriers. 

For  too  long  the  press  has  been  reporting  meunmoth  losses  in  the 
airline  industry.  The  deregulated  era  was  first  an  era  of  wild 
swings  between  profit  and  loss  and  now  has  turned  to  a  period  of 
catastrophic  losses.  We  are  all  familiar  with  the  net  loss 
numbers  from  1992.  For  the  big  three  carriers,  American,  Delta 
and  United,  net  losses  totaled  nearly  $2.5  billion.  Only 
Southwest  Airlines  netted  a  profit  in  1992.  In  addition,  in  1991 
imd  1992  alone,  three  carriers  ceased  operations  (Braniff ,  Midway 
and  Pan  Am)  and  three  others  filed  for  bankruptcy  (MarkAir, 
StatesHest  and  Trans  World  Airlines) . 
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3. 
Add  these  losses  to  the  dozens  and  dozens  of  mergers  and 
acquisitions  that  AFA-represented  flight  attendants  have 
experienced  since  deregulation  and  the  picture  becones 
frightening.  Each  bemkruptcy,  each  nerger  and  acquisition,  each 
financial  crisis  was  brought  on,  in  part,  by  poor  manageaent. 
This  has  exacted  a  very  heavy  toll  on  the  flight  attendants  and 
other  workers  in  the  font  of  lost  wages,  dislocation,  and  lost 
jobs. 

You  have  heard  from  a  number  of  experts  from  the  airline  Industry 
^iho  have  long  lists  of  causes  for  the  state  of  the  airline 
industry.  These  include  deregulation,  price  wars,  the  recession, 
high  fuel  prices,  increased  taxation  and  new  regulations.  Some 
airline  executives  have  even  blamed  leJ9or  for  some  of  their 
financial  difficulties  during  the  '80's  and  'SO's.  This  despite 
the  fact  that  flight  attendant  costs,  for  example,  represent  only 
four  to  six  percent  of  U.S.  airlines'  total  operating  costs. 
Domestic  flight  attendants'  starting  pay  averages  only  about 
$12,850  per  year  —  comparable  to  only  $6.17  per  hovir  for  someone 
working  a  standard  40  hour  week.  It  takes  12  to  14  years  before 
flight  attendants  can  expect  to  reach  the  top  of  the  longevity 
scale  and  double  their  earnings.  In  addition,  the  highest-paid 
employees  are  those  at  the  financially-strongest  U.S.  carriers. 
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Carriers  that  are  struggling  financially  often  cone  to  AFA  and 
other  unions  demanding  concessions  to  help  cover  their  financial 
problems.  During  the  last  two  years  alone,  the  following 
carriers  have  asked  their  flight  attendants  for  concessions; 

*Alas)ca  -  Now  In  negotiations  (since  1990) ,  Alaska  is 
asking  for  significant  cuts  in  pension,  workrules,  and 
vacation  leave  from  its  flight  attendants. 

*Aloha  -  In  eeurly  February  1993,  the  company  asked  its 
flight  attendants  to  reopen  their  labor  contract  in  order 
to  give  back  a  5  percent  wage  increase  which  had  just  been 
implemented  Februtury  1st,  to  accept  a  freeze  on  longevity 
increases,  and  to  accept  a  smaller  pension  contribution. 

*Continental  -  In  June  1992  flight  attendants  agreed  to  a 
pay  freeze  at  1989  rates  until  1994.  This  agreement  was 
part  of  their  first  collective  bargaining  contract  since 
the  company  implemented  wages  and  work  rules  in  1983 
following  the  strike  and  bankruptcy. 

*Delta  -  Management  Implemented  a  5  percent  wage  cut 
effective  February  1,  1993  on  its  non-union  flight 
attendants. 
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*Havallan  -  In  Jemuazy  1993  the  company  was  looking  for 
additional  equity  investors  to  stave  off  bankruptcy.  In 
October  1992  flight  attendants  agreed  to  pay  up  to  $50  per 
■onth  for  health  insurance  that  had  previously  been  non- 
contributory.  Other  union  groups  at  Hawaiian  gave  sinilar 
concessions  to  assist  the  company  in  attracting  new  equity 
investors  and  refinancing  its  debt  to  avoid  bemkruptcy. 

*Northwest  -  Flight  Attendants  are  now  in  negotiations 
regeurding  the  company's  demand  for  wage/salary  cuts  from 
all  its  unions  of  $900  million  over  three  years. 

*TNA  -  In  August  of  1992,  flight  attendants  agreed  to  a  net 
11  percent  cut  in  wages  and  workrule  chemges  as  part  of  a 
"Turn  Around  PleLn"  to  assist  the  company's  emergence  from 
bankruptcy. 

*united  -  In  January  1993,  iTnited  asked  its  flight 
attendants  and  other  unions  to  reopen  their  labor 
contracts.  From  the  AFA  contract  that  was  signed  at  the 
end  of  1991,  the  company  asked  AFA  to  waive  a  4  percent 
wage  increase  scheduled  for  March,  to  accept  a  freeze  on 
longevity  increases,  and  to  assume  a  larger  share  of 
medical  insurance  costs.  AFA  refused  the  request,  as  did 
the  other  unions. 
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*USAir  -  In  negotiations  (since  1989) ,  the  company  had 
demanded  pay  cuts  and  vorlcrule  changes.  A  tentative 
agreement  was  announced  on  Februairy  10th;  no  details  are 
available.  Other  USAlr  unions  had  earlier  agreed  to  some 
of  the  company's  concession  demands. 

This  does  not  begin  to  measure  the  impact  on  flight  attendants 
who  have  suffered  through  furloughs,  transfers,  and  outright  job 
loss.  According  to  the  Future  Aviation  Professionals  of  America 
(PAPA),  in  February  of  1992,  2,137  flight  attendants  were 
furloughed.  This  includes  the  1,100  Pan  Am  flight  attendamts  who 
lost  their  jobs  when  the  company  ceased  operations  in  December  of 
1991.  This  month,  PAPA  listed  1,325  furloughed  flight 
attendants.  And  yet,  even  these  immense  sacrifices  by  flight 
attendants  have  done  little  to  stop  the  bankruptcies  and 
mergers. 

Moving  into  1993,  the  potential  for  fiurther  furloughs  or  job 
losses  is  tremendous. 

*A  perfect  example  of  the  sorry  state  of  today's  airline 
industry  is  the  recently  announced  break  up  and  sale  of  Air 
Wisconsin.  United  bought  Air  Wisconsin  in  order  to  acquire 
their  very  valuable  slots  at  Chicago's  O'Hare  Airport. 
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After  operating  Air  Wisconsin  for  only  10  months.  United 
announced  it  is  now  dismantling  the  C2unrier  —  selling  it 
piecemeal  and  keeping  only  the  O'Hare  slots. 

In  order  to  answer  ay  Union's  concerns  about  the  flight 
attendants,  many  of  «rtiom  have  worked  for  Air  Wisconsin  for 
decades.  United  answers  that  this  sale  is  "assets  only". 
"Assets  only"  is  the  root  of  the  problem  with  today's 
airline  industry.  This  tremsaction  belies  em  industry  that 
functions  on  eun  assets-only  basis  without  concern  for 
dedicated  employees  or  the  public  it  serves. 

Even  before  the  break  up  and  sale.  United  refused  to 
recognize  the  rights  of  the  Air  Wisconsin  flight  attendamts 
—  preferring  extensive  litigation  to  simply  honoring  the 
legally  won  contract. 

Only  two  weeks  ago.  Air  Wisconsin  emnounced  60  furloughs 
in  conjunction  with  Atlantic  Coast  Airline's  acquisition  of 
Air  Wisconsin's  East  Coast  Division.  The  number  of 
furloughs  may  be  reduced  by  Atlantic  Coast's  offer  to  hire 
up  to  48  Air  Wisconsin  flight  attendants  to  crew  the  new 
operations  at  a  significant  loss  of  flight  attendemt  pay 
and  benefits. 
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*ABerica  West  is  presently  operating  in  bankruptcy  and 
struggling.   There  are  1,400  flight  attendants  at  Aaerica 
West. 

*Hawaiian  Airlines'  financial  condition  remains  shaJcy,  and 
the  company  has  said  it  would  cease  operations  rather  than 
operate  in  b2m]cruptcy.  There  are  600  flight  attendants  at 
Hawaiian. 

*Northwest  Airlines  is  struggling  under  massive  debt  load. 
Some  down-sizing  may  be  necessary  in  the  future  thus 
jeopardizing  the  job  security  of  the  remaining  9,900  flight 
attendants. 

Since  deregulation,  airline  managements  have  found  ingenious  ways 
to  wreck  what  had  been  the  greatest  air  transport  system  in  the 
world.  Simple  bad  management  resulted  in  the  destruction  of 
several  significemt  airlines.  A  never  ending  streeua  of  mergers 
and  acquisitions  swallowed  up  others.  Adversarial,  even 
belligerent,  attitudes  toward  labor  have  destroyed  some  carriers 
while  affecting  all. 

In  addition  to  reducing  competition,  mergers  and  acquisitions 
have  loaded  many  of  the  surviving  carriers  with  so  much  debt  that 
their  continuing  viability  is  threatened.   Continental,  USAir, 
TWA,  and  Northwest,   among  others,   have  levels  of  debt  that 
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9. 
severely  liait  their  ability  to  weather  a  downturn  in  the  market 
or  a  continued  recession  in  the  general  economy.  Further 
consolidation  in  the  a.S.  airline  industry  will  have  adverse 
economic  effects  on  cities  that  had  once  enjoyed  the  benefits  of 
industry  growth.  For  example,  hub  airports,  such  as  St.  Louis, 
currently  enjoy  levels  of  service  that  would  be  lost  if  TWA 
ceased  operations.  We  are  hopeful  that  the  new  administration 
will  not  be  so  willing  to  transfer  routes  and  slots,  approve 
mergers  and  neglect  the  effect  each  transaction  has  on  the 
workers. 

Wages  and  benefits  eure  not  the  only  things  affected  by  the 
financial  state  of  the  airline  industry.  The  ceurriers  and  the 
previous  administration  have  also  used  the  financial  state  of  the 
Industry  as  an  excuse  not  to  implement  basic  safety  measxires. 
Among  the  importzmt  safety  steps  the  carriers  and  FAA  have 
avoided  are  maximum  duty  time  amd  minimum  rest  requirements  for 
flight  attendants,  better  standards  on  fleunmability  of  materials 
used  inside  aircraft.  Improved  access  to  window  exits,  more  crash 
resistant  seats  and  installation  of  crash  resistant  fuel  tanks. 

Steps  should  be  taken  to  insure  that  safety  measures  that  apply 
to  U.S.  ceurriers  also  apply  to  foreign  carriers  flying  in  the 
U.S.  It  is  appalling  that  despite  a  1988  NPRN  requiring 
carriers  to  retrofit  aircraft  seats  (to  sustain  166  force)  in  the 
existing  fleet  in  seven  years,  there  is  still  no  final  rule. 
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10. 
Lives  Bay  b«  lost  purely  for  financial  reasons.  In  addition, 
flight  attendants  are  fighting  to  continue  full-scale  evacuation 
testing  because  we  believe  these  full-scale  tests  are  essential 
to  crash  siirvivability.  Ignoring  these  crucial  safety  issues 
threatens  both  flight  attendemts  and  passenger  safety. 

Can  it  get  worse?  Yes,  and  things  will  continue  to  worsen  with 
the  future  including  a  global  aarket,  increased  foreign  control, 
and  possibly  cabotage.  As  global  conpetition  increases  and  the 
shake  do%fn  in  the  donestic  aviation  sector  continues,  pressures 
will  Bount  to  increase  foreign  control  of  U.S.  flag  carriers  and 
to  permit  cabotage.  He  cannot  allow  foreign  flag  carriers  to 
have  an  improved  competitive  advantage  by  liberalizing  landing 
rights,  permitting  cabotage,  or  tJiking  other  steps  unless  there 
is  absolute  reciprocity.  To  do  so  would  be  to  give  away  U.S. 
jobs.  Similarly,  efforts  to  increase  foreign  control  of  U.S. 
flag  carriers  should  be  examined  to  instire  that  U.S.  retains  a 
vital  aviation  sector.  Each  tremsaction  involving  foreign 
investment  in  U.S.  carriers  must  be  carefully  reviewed  to  insure 
that  U.S.  consumers  and  workers  receive  sufficient  benefit  in 
relation  to  the  investment.  He  strongly  believe  that  the 
federal  government  should  take  legislative  and  administrative 
action  to  help  the  airline  industry.  But,  increasing  foreign 
control  and  cabotage  are  not  the  answers. 
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11. 
At  the  same  time,  aviation  workers  need  to  be  on  a  level  playing 
field  with  their  ea^loyers.  We  urge  you  to  start  by  protecting 
the  workers.  It  is  vitally  inportant  that  labor  protective 
provisions  be  granted  during  mergers.  This  will  protect  workers 
from  being  laid  off  without  sone  type  of  compensation  and 
provide  for  a  fair  process  for  combining  workforces. 

In  addition,  we  implore  Congress  not  to  accept  the  argument  that 
further  aviation  regulations  will  further  injure  the  industry. 
In  particular,  on  behalf  of  the  Coalition  of  Flight  Attendant 
Unions,  we  urge  you  to  pass  H.R.  14,  the  Flight  Attendant  Duty 
Time  Act.  It  is  time  to  protect  the  last  safety  sensitive 
transportation  workforce  by  regulating  the  number  of  hours  a 
flight  attendant  can  be  on  duty  as  well  as  requiring  adequate 
rest  provisions.  It  is  deplorable  that  flight  attendemts,  the 
only  predominately  female  workforce  In  the  aviation  industry, 
have  no  federal  regulations  governing  their  duty  and  rest  times. 

It  is  also  essential  that  H.R.  5,  the  Workplace  Fairness  bill,  be 
passed.  This  bill  assures  workers  the  right  to  strike  and  to 
return  to  their  jobs  at  the  conclusion  of  a  dispute.  As  more  «uid 
more  coiqpanies  force  their  workers  out  on  strike  and  then 
permanently  replace  them,  the  collective  bargaining  system 
established  by  Congress  is  being  turned  on  its  head.  A  decade 
long  series  of  cotirt  decisions  have  undermined  the  balance 
between  employers  smd  employees  in  strike  situations.   This  has 
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12. 
upsat  th«  dallcata  balance  of  econonic  power  that  for  nany  years 
■ade  the  collective  bargaining  system  work  efficiently.  We  ask 
that  Congress  restore  a  proper  balance  between  employers  and 
employees . 

AFA  also  believes  there  should  be  more  vigilance  on  the  part  of 
the  government  in  enforcing  anti-trust  laws  to  prevent 
oligopolies  from  being  formed.  This  will  ensure  that  the 
remaining  competition  stays  intact.  Also,  it  will  encourage  new 
entrants,  thus  providing  passengers  with  more  choices  and 
reasonable  fares,  and  providing  flight  attendants  and  other 
airline  workers  some  stability.  These  changes  will  not  only 
benefit  the  workers  but  will  greatly  protect  and  aid  consumers. 
Finally,  AFA  supports  the  establishment  of  a  commission  to  study 
the  airline  industry.  Action  is  needed  today. 

*We  must  actively  promote  a  financially  stable  U.S.  airline 
industry. 

*We  must  cut  back  the  now  suffocating  t«uc  burden  on  the 
industry. 

*We  must  provide  improvements  in  the  infrastructxire. 

*We  must  promote  financial  stability  for  both  the  carriers 
and  employees. 
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13. 
*He  aust  prevent  the  exportation  of  airline  jobs  and 
safeguard  the  benefits  and  pensions  of  airline  employees. 

*He  must  work  to  Inprove  the  safety  and  health  of  all 
employees,  the  flying  public  and  the  carriers  as  well. 

In  conclusion.  It  Is  Imperative  that  we  save  the  airline 
Industry  «md  treat  workers  fairly.  Flight  attendants  and  other 
airline  workers  have  already  lost  their  jobs,  they  have  been 
relocated,  they  have  been  forced  to  take  concessions. .  .and  still 
the  Industry  is  suffering.  It  is  time  to  take  action  and  look  at 
ways  to  better  manage  coiqMuiies  and  run  the  Industry.  We  urge 
you  to  look  out  for  the  workers  and  the  travellers  they  serve. 

Members  of  the  Subcommittee,  thank  you  again  for  allowing  me  to 
testify  today  on  behalf  of  the  Association  of  Plight  Attendants. 

I  will  be  happy  to  answer  any  questions. 
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Mr.  Chairmcui  and  Members  of  the  Subcommittee: 

We  appreciate  the  opportunity  to  testify  on  the  state  of  the 
airline  industry.   We  have  completed  an  extensive  body  of  work  over 
the  past  several  years  on  airline  competition  and  the  financial 
condition  of  the  industry,  some  of  which  was  done  at  the  request  of 
this  Subcommittee.'  Our  testimony  today  will  discuss  the 
interrelated  competitive  and  financial  problems  of  the  industry, 
with  a  view  toward  protecting  the  interests  of  U.S.  consumers  and 
ensuring  that  U.S.  airlines  are  positioned  to  successfully  compete 
in  domestic  and  international  aviation  markets. 

Our  basic  points  are  the  following: 

--  The  losses  sustained  by  the  major  U.S.  airlines  over  the 
last  3  years  need  to  be  placed  in  perspective.   Although 
every  major  scheduled  passenger  airline  except  Southwest 
has  experienced  substantial  losses,  the  losses  have  been 
especially  severe  for  the  financially  weakest  airlines. 
Also,  over  $2  billion  of  the  $4.4  billion  in  losses 
reported  so  far  for  1992  is  due,  not  to  operations,  but  to 
a  change  in  the  way  licibilities  for  retiree  benefits  are 
recorded.'  The  five  major  airlines  that  have  failed  or  are 
operating  under  bankruptcy  court  protection  have  seen  their 
market  share  fall  from  about  35  percent  in  1987  to  less 
than  18  percent  in  1992.'  At  the  same  time,  the  three 


'a  list  of  our  reports  and  testimonies  on  airline  competition  issues 
released  over  the  last  5  years  can  be  found  in  app.  V. 

'Our  analysis  includes  only  the  major  scheduled  passenger  airlines, 
i.e.,  those  with  at  least  $1  billion  per  year  in  revenues. 

'The  five  airlines  are  Eastern  and  Pan  Am  (which  ceased  operations 
in  1991)  and  America  West,  Continental,  and  TWA  (which  are 
reorganizing  under  bankruptcy  court  protection) .   Market  shares  are 
based  on  systemwide  revenue  passenger  miles. 
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largest  airlines  have  increased  their  market  share  from  41 
percent  to  almost  58  percent. 

No  single  factor  explains  the  succession  of  recent  losses 
suffered  by  U.S.  airlines.   High  debt -service  costs 
resulting  from  leveraged  buy-outs,  ill-timed  expansions, 
limited  access  to  capital,*  and  fare  wars  have  all 
contributed  to  the  financial  problems  of  the  industry.   The 
effect  of  these  factors  has  been  exacerbated  by  other 
factors,  such  as  the  Persian  Gulf  War  and  the  recession. 
Also,  some  analysts  have  pointed  to  airline  pricing 
practices- -especially  those  of  bankrupt  airlines  whose 
prices  may  not  cover  all  of  their  costs  of  operations 
because  of  bankruptcy  court  protection- -as  another  factor 
undermining  the  financial  condition  of  the  industry. 
Because  demand  for  air  travel  provided  by  any  particular 
airline  is  price  sensitive,  airlines  feel  compelled  to 
match  low  fares  in  order  to  be  competitive.   In  addition, 
as  we  have  reported  previously,  physical  and  marketing 
barriers  to  competition,  such  as  restricted  access  to  key 
airports  and  computerized  reservation  systems  (CRS) ,  have 
made  it  difficult  for  the  smaller  and  financially  weaker 
airlines  to  compete,  especially  in  markets  dominated  by  the 
largest  airlines.   Our  1991  analysis  of  1,600  routes  showed 
that  these  barriers  increase  fares.* 

Just  as  no  single  factor  explains  the  current  state  of  the 
industry,  no  single  action  will  address  all  of  its 
interrelated  financial  and  competitive  problems.   Thus,  the 
challenge  will  be  for  the  Congress  and  the  new 


*rhe  primary  limitation  on  U.S.  airlines'  access  to  capital  are  the 
restrictions  on  foreign  investment  and  control, 

^Airline  Competition;   Effects  of  Airline  Market  Concentration  and 
Barriers  to  Entry  on  Airfares   (GAO/RCED-91-101,  Apr.  26,  1991). 
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administration  to  work  with  the  industry  toward  a  broad  and 
well -designed  strategy.   One  possible  vehicle  for 
developing  such  a  strategy  would  be  the  National  Commission 
to  Promote  a  Strong  and  Competitive  Airline  Industry.*  In 
our  opinion,  such  a  strategy  would  be  most  effective  if  it 
contained  four  key  elements:   (1)  improving  U.S.  airlines' 
access  to  capital  markets  through  relajcing  the  restrictions 
on  foreign  investment  and  control,  under  certain 
conditions;  (2)  enhancing  access  to  the  growing 
international  market  for  all  U.S.  airlines;  (3)  reducing 
barriers  to  competition;  and  (4)  examining  the  claims  and 
counterclaims  about  airline  pricing  practices,  especially 
those  of  bankrupt  airlines. 

We  would  now  like  to  discuss  in  more  detail  the  competitive 
and  financial  problems  of  the  airline  industry  and  the  way  we  see 
these  problems  affecting  competition  in  both  the  domestic  and 
international  markets. 

THE  INDUSTRY'S  FINANCIAL  PROBLEMS 
REDUCE  COMPETITION 

The  major  U.S.  airlines  have  lost  over  $10  billion  in  the  last 
3  years.   (See  app.  I,  table  I.l.)   However,  that  aggregate  figure 
is  skewed  by  the  huge  losses  suffered  by  a  few  airlines.   For 
example,  about  two- thirds  of  the  industry's  1990  and  1991  losses 
were  recorded  by  Eastern,  Pan  Am,  and  Continental.   Among  the 
airlines  reporting  full -year  financial  results  for  1992,  about  half 
of  the  losses  reported  are  due  to  the  new  Financial  Accounting 
Standard  (FAS  106) ,  which  changes  the  way  retiree  medical  and  life 
insurance  benefit  costs  are  recorded.   (See  app.  I,  table  1.2.)   In 
addition,  some  of  the  losses  reported  by  the  three  largest  and 


*This  commission  was  authorized  by  the  Congress  in  October  1992  to 
examine  current  conditions  in  the  airline  industry  and  suggest 
possible  strategies  for  addressing  its  problems. 
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strongest  airlines  (American,  Delta,  and  United)  stem  from  the 
costs  associated  with  integrating  the  assets  they  have  purchased 
from  their  bemkrupt  rivals  in  the  last  few  years.   For  exan^le. 
Delta's  1992  operating  expenses  rose  more  than  20  percent  from 
calendar  year  1991,  largely  because  of  the  costs  associated  with 
the  takeover  of  Pan  Am's  European  operations. 

In  response  to  the  losses  the  major  airlines  have  sustained, 
they  have  been  implementing  cost -cutting  programs,  laying  off 
en^loyees,  cancelling  or  delaying  aircraft  deliveries,  and 
refocusing  service.   For  exeut^le,  TWA  reduced  overall  capacity  by 
almost  20  percent  between  1990  and  1992  and  USAir  closed  its 
Dayton,  Ohio,  hub.   While  such  actions  should  help  the  industry 
improve  its  financial  performance,  they  can  have  negative  impacts 
on  an  airline's  long-term  competitive  position.   For  exaimple, 
cancelling  or  delaying  aircraft  deliveries  can  reduce  current 
capital  spending  but  can  also  limit  future  service  options  because 
of  airport  noise  programs  that  restrict  the  use  of  older,  noisier 
aircraft . 

Financial  Problems  Weaken  Competition 
and  Reduce  Profitability 

Both  GAO  and  the  Department  of  Transportation  (DOT)  have  found 
that  consximers  pay  higher  fares  when  flying  from  airports  where 
there  is  little  coirqpetition.   In  our  analysis  of  1988  fares, ^  we 
found  that  fares  for  flights  from  concentrated  airports  were  about 
20  percent  higher  for  trips  of  similar  lengths.*  We  are  updating 


Aiyline  CPirtpetition; Higher  Fares  and  Reduced  Competition  at 

Concentrated  Airports  (GAO/RCED-90-102,  July  11,  1990).   Our  study 
compared  fares  on  the  basis  of  yield,  i.e.,  fare  per  passenger 
mile. 

•we  classified  an  airport  as  concentrated  if  one  airline  handled  at 
least  60  percent  of  the  passengers  enplaning  at  that  airport  or  two 
airlines  handled  at  least  85  percent  of  the  enplaning  passengers. 
We  excluded  airports  in  metropolitan  areas  served  by  more  than  one 
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this  study  and  the  results  should  be  available  this  spring.   DOT 
reported  that  fares  at  a  group  of  eight  airports  dominated  by  one 
airline  were  about  19  percent  higher  than  average  fares  in  1988.' 
A  recently  released  DOT  study  of  1991  fares  showed  no  change  in 
this  premium.   While  most  routes  continue  to  be  served  by  several 
competitors,  if  the  industry  continues  to  consolidate,  the  decrease 
in  competition  could  lead  to  higher  fares. 

Since  January  1990,  two  major  airlines  have  ceased  operations 
and  three  more  are  reorganizing  under  bankruptcy  court  protection. 
The  financially  weaker  airlines  have  also  sold  more  than  $2  billion 
worth  of  assets,  primarily  international  route  rights  and  slots,'" 
to  their  stronger  competitors.   (See  app.  II.)   The  market  shares 
of  the  five  bankrupt  major  airlines  have  fallen  from  35  percent  in 
1987  to  less  than  18  percent  in  1992.   During  that  same  period,  the 
market  share  of  the  three  largest  airlines  has  grown  from  about  41 
percent  to  almost  58  percent. 

Many  factors  affect  the  profitability  of  the  airline  industry 
and  of  individual  airlines.   Demand  for  air  travel  is  sensitive  to 
swings  in  the  level  of  economic  activity  and  to  unexpected  events, 
such  as  the  increased  concern  about  air  travel  safety  during  the 
Persian  Gulf  War. 

Over  the  past  decade,  several  large  airlines  have  developed 
serious  problems  that  weaken  their  financial  position.   Chief  among 
these  problems  are  the  high  levels  of  debt  some  airlines  have 


commercial  airport,  such  as  New  York  City  and  Chicago,  and  airports 
outside  the  contiguous  48  states. 

'in  the  DOT  study,  airports  were  classified  as  concentrated  if  one 
airline  enplaned  75  percent  or  more  of  the  passengers. 

'"a  slot  is  a  reservation  for  take-off  or  landing  at  one  of  four 
U.S.  airports  where  access  is  restricted  under  the  High  Density 
Rule  (14  C.F.R.  Part  93,  Subpart  K) . 
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incurred  to  finance  leveraged  buy-outs  and  expansion  plans,  and  the 
operating  and  marketing  practices  that  raise  the  costs  of  competing 
with  the  dominant  airlines  in  a  market.   The  five  major  airlines  in 
financial  trouble  in  1990- -America  West,  Continental,  Eastern,  Pan 
Am,  and  TWA- -all  experienced  substantial  increases  in  their  debt 
ratios  (i.e.,  long-term  debt  as  a  percentage  of  total 
capitalization)  during  the  1980s.   All  of  those  airlines  had 
average  debt  ratios  over  80  percent.   In  contrast,  the  other  six 
major  airlines  all  held  their  debt  ratios  under  65  percent  and  most 
of  them  held  their  average  debt  ratios  under  50  percent  in  1985-89. 
(See  app.  rv. ) 

In  the  future,  airlines  will  have  to  spend  billions  of  dollars 
to  repair  and  modify  older  aircraft  to  ensure  safety  and  reduce 
noise.   For  example,  we  have  estimated  the  industry's  cost  of 
retrofitting  or  replacing  noisier  Stage  2  aircraft  to  be  between  $2 
billion  and  $5  billion  dollars."  In  addition,  airlines  must 
finance  the  acquisition  of  new  aircraft  if  they  are  to  remain 
competitive. 

For  more  than  a  decade,  profit  margins  in  the  U.S.  airline 
industry  have  been  about  half  those  of  the  average  U.S.  company  in 
other  industries,  and  airlines  have  had  to  borrow  or  sell  stock  to 
raise  capital.   Debt  financing,  whether  through  issuing  debt 
instruments  such  as  bonds  or  through  the  sale- leaseback  of 
aircraft,  carries  fixed  charges  for  interest,  principal,  and  lease 
payments.   In  a  cyclical  industry  like  the  airline  industry, 
revenues  available  to  cover  fixed  charges  may  fluctuate  widely, 
making  it  difficult  to  cover  fixed  charges  during  cyclical 
downturns  in  demand  or  short-term  increases  in  costs.   Another  way 
to  raise  additional  capital  is  to  sell  stock.   However,  because  of 


"Aviation  Noise:   Costs  of  Phasing  Out  Noisy  Aircraft  (GAO/RCED-91- 
128,  July  2,  1991),  p.  2.   CXir  estimate  reflects  the  present-value 
cost  to  the  industry  in  1990  dollars. 
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their  low  returns,  the  weaker  U.S.  airlines  are  not  likely  to 
attract  much  additional  equity  investment  from  U.S.  sources. 
Therefore,  the  most  likely  investors  are  foreign  airlines,  because 
they  can  capitalize  on  operating  synergies  between  the  two 
airlines,  something  nonairline  investors  Ccuuiot  do. 

Some  industry  observers  believe  that  the  actions  of  certain 
bankrupt  airlines  may  have  also  affected  profitability.   Because 
bankrupt  firms  can  suspend  repayment  of  long-term  debt,  they  may 
set  prices  to  generate  sufficient  cash  flow  to  meet  short-term 
needs,  rather  than  setting  prices  that  cover  the  full  costs  of 
operation."  To  remain  competitive,  the  other  airlines  respond  by 
matching  these  low  fares  and,  as  a  result,  suffer  losses. 

STRATEGIES  FOR  ADDRESSING  AIRLINE 
FINANCIAL  AND  COMPETITIVE  PROBLEMS 

We  believe  that  the  most  appropriate  approach  to  resolving  the 
con^jetitive  and  financial  problems  of  the  airline  industry  is  to 
focus  on  strategies  that  address  the  multiple  factors  that  have  led 
to  the  current  problems.   Airlines'  access  to  capital  needs  to  be 
improved,  possibly  by  relaucing  restrictions  on  foreign  investment 
and  control.   However,  improved  access  to  capital  is  not  a  panacea 
for  the  airlines'  financial  and  competitive  problems.   Access  to 
international  markets  also  needs  to  be  enhanced,  and  the  releucation 
of  U.S.  restrictions  on  foreign  investment  could  be  linked  to 
gaining  better  access  for  U.S.  airlines  to  international  markets. 
In  addition,  a  number  of  barriers  to  con^jetition  resulting  from 
airline  marketing  emd  operating  practices  continue  and  must  be 
reduced  if  conpetition  is  to  thrive.   Finally,  claims  e±)out  unfair 
pricing  practices  need  to  be  carefully  examined  before  any  action 
is  tcUcen  to  "protect"  the  airlines. 


'^he  full  costs  of  operation  would  include,  for  exeut^jle,  the  costs 
of  financing  aircraft. 
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Improving  Airlines'  Access  to  Capital 

U.S.  airlines  have  not  generated  an  attractive  rate  of  return 
in  recent  years  and,  as  a  result,  must  either  borrow  or  sell  equity 
to  finance  capital  needs.   However,  borrowing  raises  fixed  costs 
for  debt  repayment  and  many  airlines  already  have  heavy  debt  loads. 
Moreover,  because  of  low  rates  of  return,  the  most  likely  investors 
in  the  financially  weaker  U.S.  airlines  are  other  airlines  that  can 
capitalize  on  operating  and  marketing  synergies.   The  continuing 
consolidation  within  the  U.S.  airline  industry  may  mean  that 
further  mergers  between  U.S.  airlines  could  have  a  difficult  time 
clearing  the  Justice  Department's  antitrust  scrutiny.   The  most 
likely  investors,  therefore,  are  foreign  airlines  that  could  link 
the  domestic  and  international  operations  of  the  U.S.  airline  with 
their  own  route  system.   For  example,  DOT  recently  approved  Air 
Canada's  investment  in  Continental,  and  USAir  and  British  Airways 
have  announced  a  modified  version  of  their  previous  investment 
agreement,  which  was  withdrawn  last  December. 

We  have  examined  the  issue  of  foreign  investment  in  some 
detail."  Federal  law  currently  limits  foreign  investment  in  U.S. 
airlines  to  25  percent  of  the  airline's  voting  stock.   In  addition, 
the  president  and  two-thirds  of  the  airline's  board  of  directors 
and  key  management  officials  must  be  U.S.  citizens.   DOT  interprets 
the  law  to  require  that  effective  control  must  also  remain  in  the 
hands  of  U.S.  citizens.  Some  of  the  reasons  that  the  restrictions 
were  first  put  in  place,  such  as  protection  of  a  heavily 
subsidized,  fledgling  industry,  are  no  longer  a  concern.   Allowing 
greater  foreign  investment  could  help  some  U.S.  airlines  remain 
viedale  competitors,  thus  enhancing  domestic  competition.  However, 
other  concerns  remain. 


'^Airline  CcrnpgtitJiqni; impact  of  changing  Foreign  Investment  and 

Control  Limits  on  U.S.  Airlines  (GAO/RCED-93-7,  Dec.  9,  1992). 
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On  the  one  hand,  foreign  airlines  are  not  likely  to  invest 
substantially  in  U.S.  airlines,  particularly  the  weaker  ones, 
unless  they  can  (1)  exercise  control  over  their  investment 
commensurate  with  the  amount  of  voting  stock  held  and  (2)  integrate 
the  operations  of  the  two  airlines  into  one  system.   On  the  other 
hand,  U.S.  airlines  that  already  have  significant  international 
operacions  are  concerned  that  allowing  a  foreign  airline  to  gain 
control  over  a  U.S.  airline  could  place  them  at  a  competitive 
disadvantage,  especially  if  the  investing  foreign  airline  is  from  a 
country  that  has  a  particularly  restrictive  bilateral. 

There  are  other  issues  in  the  debate  on  foreign  investment  and 
control  as  well .   The  Department  of  Defense  is  concerned  about  the 
continued  availability  of  commercial  aircraft  and  crews  to 
supplement  its  own  airlift  capacity  in  times  of  military  emergency. 
Airline  labor  unions  are  concerned  about  potential  job  losses, 
especially  high-paying  crew  jobs  on  international  flights,  if 
foreign  airlines  are  allowed  to  gain  effective  control  over  U.S. 
airlines. 

Our  analysis  of  the  likely  impacts  of  changing  foreign 
investment  and  control  limits  showed  that  these  interests  and 
concerns  could  be  addressed.   If  the  Congress  chooses  to  relcix  the 
limits  on  foreign  investment  and  control  of  U.S.  airlines,  it  could 
consider  requiring  DOT  to  proactively  consider  potential  impacts  on 
international  aviation  competition  in  assessing  the  proposed 
investment  and  consider  limiting  eligibility  to  make  such 
investments  to  airlines  from  nations  that  are  willing  to  exchange 
irtproved  access  to  their  markets.   The  Congress  could  also  expand 
DOT'S  review  of  these  treuisactions  to  consider  their  potential 
impact  on  national  security.   We  also  suggested  that  our 
examination  of  potential  job  impacts  concluded  that  there  are 
practical  limits  to  the  number  of  jobs  that  might  be  lost  and  that 
U.S.  airline  employees  are  highly  cost -competitive  with  their 
international  counterparts.   Finally,  the  potential  for  jobs  to  be 
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lost  if  an  airline  ceases  operations  because  it  cannot  get  the 
capital  needed  to  stay  afloat  is  likely  to  be  much  greater  than  any 
losses  associated  with  increased  foreign  investment  and  control. 

Domestic  Issues  Should  Be  Considered 
in  the  Context  of  the  Changing 
International  Environment 

The  second  element  of  the  strategy  is  enhancing  access  to 
international  markets.   The  international  aviation  industry,  like 
the  domestic  industry,  has  been  changing.   The  international  market 
is  expected  to  grow  about  twice  as  fast  as  the  domestic  market 
through  the  year  2000.   Thus,  the  major  U.S.  airlines  have  begun  to 
focus  greater  attention  on  expanding  their  international 
operations.   Between  1987  and  1991,  the  proportion  of  major  U.S. 
airlines'  systemwide  revenue  passenger  miles  represented  by 
international  operations  grew  about  22  percent  and  international 
operations  now  account  for  about  26  percent  of  operations.   (See 
app.  III.)   For  the  three  largest  major  airlines,  the  growth  in 
international  operations  has  been  dramatic,  with  international 
revenue  passenger  miles  more  than  doubling  between  1987  and  1991. 

Access  to  international  markets  is  regulated  by  bilateral 
agreements  between  governments  that  set  the  conditions  under  which 
U.S.  and  foreign  airlines  operate  and  compete.   These  agreements, 
known  as  bilaterals,  can  restrict  competition  by  limiting  the 
services  and  fares  that  can  be  offered.   The  United  States  has  72 
bilaterals  with  95  countries  around  the  world,  each  one  separately 
negotiated.  Although  the  European  Community  (EC)  has  integrated 
its  internal  market,  the  Commission  does  not  yet  negotiate  for  the 
12  EC  member  nations  as  a  whole.   While  the  U.S.  can  mandate  change 
in  the  domestic  industry,  it  can  influence,  but  cannot  dictate,  the 
pace  of  international  change.   Change  in  the  international  arena  is 
likely  to  be  slow  because  of  the  many  bilaterals  in  place  and  the 
necessity  of  negotiating  changes  with  each  country  individually 
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under  the  current  system.   We  believe  that  an  examination  of  U.S. 
policy  to  ensure  that  it  encourages  greater  international 
competition,  protects  the  interests  of  consumers,  and  allows  all 
U.S.  airlines  to  participate  in  international  markets  would  be 
useful . 

Also,  while  some  industry  analysts  believe  that  the  system  of 
bilaterals  will  be  replaced  by  a  more  open,  competition- oriented 
system,  the  results  of  recent  negotiations  with  our  aviation 
trading  partners  are  mixed.   For  example,  within  the  past  year,  the 
United  States  had  concluded  an  open- skies  bilateral  with  the 
Netherlands,  but  several  other  countries- -France,  Germany,  and 
Japan- -have  requested  changes  to  their  bilaterals,  such  as 
temporary  capacity  constraints,  that  would  place  additional  limits 
on  competition.   In  addition,  many  industry  officials  and  analysts 
believe  that  the  current  consolidation  in  the  U.S.  airline  industry 
is  the  precursor  of  a  global  trend,  leading  to  the  eventual 
domination  of  worldwide  aviation  by  a  handful  of  mega- carriers. 
Thus,  many  U.S.  and  foreign  airlines  have  been  developing  networks 
of  equity  and  marketing  alliances  to  improve  access  to  each  others' 
international  and  domestic  markets  and  thereby  improve  their 
chances  of  surviving  the  expected  restructuring. 

An  airline's  financial  condition  affects  whether  it  can 
continue  to  participate  in  international  markets  and  how  it  can 
participate.   The  financially  distressed  airlines  have  sold 
international  routes  and  some  have  reduced  their  participation  in 
the  international  market,  while  the  stronger  U.S.  airlines  have 
expanded  their  international  operations.   In  addition,  some  of  the 
smaller  or  financially  weaker  U.S.  airlines  have  had  to  rely  on 
marketing  agreements  with  foreign  airlines  to  continue  or  expand 
their  participation  in  some  international  markets.   Thus,  U.S. 
airlines  must  be  financially  sound  if  they  are  to  continue  to  play 
a  significant  role  in  international  markets. 
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Barriers  to  Competition  Limit  Market 
Entry  and  Raise  Fares 

The  third  element  of  the  strategy  is  addressing  the  barriers 
to  competition  on  which  we  have  reported  and  testified  extensively. 
Airline  operating  and  marketing  practices  make  it  more  difficult 
for  some  airlines  to  compete  by  limiting  access  to  airports  and  by 
limiting  the  ability  of  new  airlines  on  a  route  to  market  their 
services.   These  practices  also  affect  airline  prof itaJaility  by 
raising  the  costs  of  competing  airlines.   When  entry  into  markets 
is  constrained,  competition  is  reduced.   In  our  1991  report,'*  we 
found  that  fares  were  5  to  9  percent  higher  on  routes  when  two  or 
more  of  these  barriers  were  present.   We  have  previously  presented 
a  number  of  options  for  addressing  these  barriers,  which  we  will 
summarize  today. 

Certain  Practices  Limit  Access  to  Airports 

Airport  access  is  limited  by  the  practice  of  leasing  airport 
gates  and  other  facilities  to  airlines  on  long-term,  exclusive-use 
leases.   These  leases  give  control  of  key  airport  facilities  to 
airlines  and  make  it  possible  for  them  to  exclude  other  airlines 
from  using  the  facilities.   Federal  government  action  to  encourage 
the  use  of  preferential -use  leases  on  airport  facilities  could  help 
improve  access  to  the  terminal  facilities  an  airline  needs  to  offer 
service."  Since  new  facilities  built  with  Passenger  Facility 
Charges  (PFC)  can  not  be  leased  on  long-term,  exclusive-use  leases. 


'^Airline  Competition;   Effects  of  Airline  Market  Concentration  and 
Barriers  to  Entry  on  Airfares  (GAO/RCED-91-101,  Apr.  26,  1991). 

"a  preferential -use  lease  protects  the  primary  lessee's  right  to 
use  the  facilities  whenever  the  airline  has  operations  scheduled, 
but  allows  the  airport  to  make  the  facilities  availc±»le  to  other 
airlines  when  the  facilities  would  otherwise  be  idle. 
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the  1990  PFC  legislation  clearly  moved  in  that  direction.'*  As  of 
November  1992,  this  legislation  has  made  more  than  $75  million 
available  for  terminal  expansion  projects  that  could  increase 
competition. 

Another  factor  limiting  airport  access  is  the  Federal  Aviation 
Administration's  (FAA)  High  Density  Rule,  which  restricts  access  to 
take-off  and  landing  slots  at  four  key  airports- -Washington's 
National,  Chicago's  O'Hare,  and  New  York's  Kennedy  and  La  Guardia 
Airports.   Competition  at  the  slot -controlled  airports  could  be 
enhanced  if  slots  were  made  available  to  airlines  with  little  or  no 
service  at  those  airports.   The  limits  on  operations  at  the  slot- 
controlled  airports  were  designed  to  tailor  demand  for  air  traffic 
services  to  the  capacity  of  the  airports.   However,  technical 
improvements  in  air  traffic  control  may  make  it  feasible  for  FAA  to 
increase  the  number  of  slots  available  at  those  airports.   In 
addition,  the  buy/sell  rule,  which  was  designed  to  create  a  market 
in  slots,  could  be  altered  to  encourage  airlines  to  sell  slots  they 
do  not  use. 

Marketing  Practices  Limit  the  Ability  of 
Airlines  Entering  New  Markets  to  Compete 

Certain  airline  marketing  practices  also  limit  competition. 
These  practices  include  CRSs,  travel  agent  incentives,  frequent 
flyer  plans,  and  code -sharing. 

CRSs  and  Travel  Agent  Incentives- -Because  each  airline  must, 
as  a  practical  matter,  have  its  flights  listed  on  each  CRS  in  order 
to  market  its  flights  successfully,  each  airline  must  pay  the 
booking  fees  charged  by  the  other  airlines  that  own  the  CRSs.   As 


'*PFCs  were  authorized  in  sec.  9110  of  the  Aviation  Safety  and 
Capacity  Expansion  Act  of  1990,  which  was  signed  by  the  president 
on  November  5,  1990. 
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we  reported  in  1991,"  the  lack  of  effective  conpetition  in  the  CRS 
industry  allows  the  dominant  CRSs,  which  are  controlled  by  American 
and  United,  to  each  receive  substantial  revenues,'*  in  excess  of 
the  costs  of  the  service  provided  (including  a  reasonable  profit) , 
from  other  airlines  in  the  industry,  most  of  which  are  financially 
weaker.  Travel  agent  commission  overrides"  may  also  restrict 
competition.   Commission  overrides  and  other  travel  agent 
incentives  encourage  agents  to  divert  traffic  to  the  airline 
offering  the  best  incentives,  usually  the  largest  in  the  market, 
when  the  passenger's  needs  can  be  met  by  the  services  of  more  than 
one  airline. 

DOT  issued  new  CRS  rules  in  September  1992  that  addressed  the 
concerns  we  have  raised  in  the  past  eJaout  the  contractual 
relationships  between  travel  agents  and  CRS  vendors.   These 
concerns  included  minimum-use  clauses,  automatic  rollovers,  and  5- 
year  minimum  contract  terms.   The  new  regulations  should  make  it 
easier  for  travel  agents  to  change  systems.   However,  DOT  did  not 
address  the  problem  of  booking  fees.   Eliminating  or  reducing 
booking  fees  would  halt  or  reduce  the  revenue  tremsfers  from 
participating  airlines  to  CRS  vendor  airlines.   Although  such  a 
strategy  could  raise  the  cost  of  the  systems  for  travel  agents, 
travel  agents  are  in  a  better  position  to  negotiate  terms  with  the 
vendors  than  are  the  airlines  that,  as  a  practical  matter,  must 
participate  in  eveiry  system.  Alternatively,  requiring  arbitration 


"Airline  Competition:   Weak  Financial  Structure  Threatens 
Competition  {GAO/RCED-91-110,  Apr.  15,  1991). 

"Based  on  data  collected  by  DOT  for  its  1988  study  of  the  CRS 
industry,  we  calculated  that  the  two  dominamt  CRSs  annually 
transferred  over  $300  million  to  their  airline  owners.   Although  we 
recommended  that  DOT  update  its  information  on  the  CRS  industry, 
DOT  has  not  gathered  more  recent  data. 

"Commission  overrides  are  bonus  commissions  paid  by  individual 
airlines  to  travel  agents  to  encourage  booking  on  a  particular 
airline. 
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of  increases  in  booking  fees  could  give  participating  airlines  some 
leverage  and  help  minimize  revenue  transfers.   In  addition, 
eliminating  commission  overrides  and  other  travel  agent  incentives 
could  reduce  agents'  tendency  to  book  on  the  dominant  airline  in  a 
market.   However,  policies  to  eliminate  the  adverse  effects  of  CRSs 
on  competition  should  be  designed  to  preserve  their  positive 
features.   Consumers  benefit  from  CRSs  because  the  systems  allow 
travel  agents  to  quickly  search  among  the  fare,  route,  and  schedule 
offerings  of  competing  airlines  to  find  the  flight  that  best  meets 
the  passenger ' s  needs . 

Frequent  Flyer  Plans- -Frequent  flyer  plans  may  also  have  a 
significant  effect  in  reinforcing  the  market  power  of  dominant 
airlines.   Our  survey  of  travel  agents  indicated  that  business 
flyers  often  choose  an  airline  on  the  basis  of  frequent  flyer 
plans,  which  generally  favor  the  larger  airlines  in  each  market. 
The  aspects  of  frequent  flyer  plans  that  reinforce  the  market  power 
of  dominant  airlines  could  be  reduced  without  eliminating  the 
plans.   For  example,  making  mileage  transferable  between  passengers 
belonging  to  the  same  plans  would  reduce  passengers'  incentives  to 
fly  only  with  the  dominant  airline  in  a  market,  but  airlines  and 
travelers  would  still  benefit  from  the  plans.   This  is  because 
passengers  must  still  take  flights  on  an  airline  to  earn  awards 
from  that  airline,  but  the  passengers  do  not  have  to  concentrate 
their  travel  on  a  single  airline  if  they  can  trade  mileage  earned 
with  other  travelers  who  belong  to  the  same  frequent  flyer 
progrcims . 
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Code -sharing  Agreements- -Code -sharing  agreements^  appear  to 
strengthen  the  position  of  major  airlines  with  such  agreements, 
especially  at  the  airlines'  h\ibs.   One  option  for  reducing  the 
anticompetitive  impact  of  code-sharing  would  be  to  remove  the 
preference  code-shared  flights  currently  have  over  interline 
flights  in  CRS  displays,^'  since  flights  that  are  displayed  sooner 
are  more  likely  to  be  booked.   However,  our  survey  of  travel  agents 
showed  that  passengers  tend  to  prefer  code- shared  flights  over 
interline  flights  because  of  customer  convenience  factors,  such  as 
the  proximity  of  gates  for  changing  planes  and  increased 
reliability  in  baggage  handling.   Thus,  passengers  should  at  least 
have  information  on  whether  code-shared  flights  are  available  so 
that  they  may  choose  the  service  that  best  meets  their  needs. 

Conflicting  Claims  About  Airline  Pricing 
Practices  Should  Be  Carefully  Examined 

The  fourth  element  of  the  strategy  is  a  careful  examination  of 
the  claims  and  counterclaims  about  the  role  of  airline  pricing 
practices  in  the  industry's  financial  difficulties.   We  urge 
caution  before  acting  on  the  claims  and  counterclaims  cibout  the 
pricing  practices  of  airlines.   The  extent  of  the  problem  and  its 
systemwide  effects  need  to  be  established  and  weighed  against  the 
longer-term  competitive  implications  of  any  proposed  action.   Some 


'°Code- sharing  agreements  are  cooperative  marketing  agreements, 
generally  between  large  airlines  and  smaller,  commuter  airlines,  in 
which  the  commuter  airline  transports  connecting  passengers  to  and 
from  the  larger  airline's  flights.   The  passenger's  ticket  shows 
the  two- letter  airline  code  of  the  larger  airline  for  all  segments 
of  the  trip  even  though  part  of  the  trip  is  actually  flown  on  the 
smaller  airline. 

^'Interlining  arrangements  are  the  traditional  method  by  which 
airlines  facilitate  travel  for  passengers  who  must  use  more  than 
one  airline  to  reach  their  destinations.   Interlining  agreements 
between  airlines  allow  the  passenger  to  book  passage  on  one  airline 
for  the  first  part  of  a  trip,  on  a  second  airline  for  the  second 
part  of  a  trip,  and  on  other  airlines  for  subsequent  parts  of  the 
trip. 
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industry  observers  believe  that  bankrupt  airlines  may  be  pricing 
below  the  full  costs  of  operations.   However,  because  the 
bankruptcy  code  is  not  structured  on  an  industry- specif ic  basis, 
any  action  to  change  the  bankruptcy  laws  would  likely  affect  firms 
in  other  industries  as  well  as  airlines.   In  addition,  actions  that 
would  force  airlines  to  limit  time  spent  in  reorganization  could 
force  additional  airlines  to  simply  cease  operations  and  adversely 
affect  the  interests  of  airline  creditors.   If  measures  were 
implemented  to  protect  the  non-bankrupt  airlines  from  alleged 
below- cost  pricing  by  bankrupt  airlines,  theses  measures  could  make 
it  more  difficult  for  bankrupt  airlines  to  successfully  reorganize, 
regain  financial  health,  and  offer  effective  competition. 
Moreover,  not  all  discounting  is  initiated  by  bankrupt  airlines. 
Finally,  actions  to  limit  airline  pricing  activity  could  harm 
consumers  by  reintroducing  fare  regulation  and  raising  fares. 

Thus,  there  are  risks  to  competition  from  intervening  in  the 
market,  even  if  there  is  a  need  to  protect  airlines  from  unfair 
pricing  practices,  whether  the  practices  emanate  from  bankrupt 
airlines  or  from  other  airlines.   In  our  opinion  it  is  crucial  to 
first  determine  whether  the  pricing  practices  of  the  airline 
industry  are  unique  and  would  thus  warrant  different  treatment 
before  giving  consideration  to  changing  airline  pricing  behavior  or 
to  changing  the  bankruptcy  laws.   This  task  could  be  assigned  to 
the  National  Commission  to  Promote  a  Strong  and  Competitive  Airline 
Industry  so  that  a  dispassionate  evaluation  of  the  issue  can  be 
undertaken.   Another  option  would  be  a  joint  investigation  by  DOT 
and  the  Department  of  Justice. 

CONCLUSIONS 

Overall,  deregulation  of  the  domestic  airline  industry  has 
benefited  U.S.  consumers  and  has  made  U.S.  airlines  more  efficient 
coit^etitors.   Fares  are  lower  and  service  is  more  frequent  on  many 
routes.   U.S.  airlines  have  become  more  efficient,  and  U.S.  airline 
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en^loyees  are  among  the  world's  most  productive.   Nevertheless, 
some  firms  in  the  industry  face  serious  financial  problems,  and  the 
long-term  competitive  health  of  the  industry  could  be  at  risk.   A 
well -designed,  broad  program  that  covers  the  elements  we  have 
outlined  today  is  the  best  strategy  for  in5>roving  the  long-term 
financial  status  of  distressed  airlines  and  making  them  more 
effective  competitors  in  the  airline  marketplace.   Postponing 
action  will  dramatically  narrow  the  range  of  options  open  to  the 
Congress.   Ensuring  a  competitive  marketplace  will  be  much  more 
difficult  with  fewer  airlines  in  the  market. 

In  selecting  solutions,  policymakers  will  need  to  consider  the 
total  impact  of  the  action  chosen.   For  example,  enhancing 
conqpetition  by  improving  access  to  slot -controlled  airports  could 
have  negative  consequences  for  some  airlines  that  have  large 
numbers  of  slots.   More  broadly,  policies  designed  to  promote 
domestic  competition  must  take  into  account  the  impact  on 
international  markets.   For  example,  allowing  greater  foreign 
investment  in  U.S.  airlines  could  strengthen  domestic  competition 
by  allowing  airlines  to  reduce  debt  burdens,  invest  in  new 
aircraft,  and  compete  more  effectively  with  the  dominant  airlines. 
But  it  could  also  reduce  competition  in  some  international  markets 
if  investments  between  U.S.  and  foreign  airlines  serving  the  same 
routes  were  allowed,  or  if  other  U.S.  airlines  were  shut  out  of 
those  markets. 

The  government ' s  interest  in  the  survival  of  threatened 
airlines  is  one  of  ensuring  that  there  are  enough  airlines  to 
provide  effective  competition  and  that  airlines  have  the  access  to 
individual  routes  necessary  for  competition.   To  the  extent  that 
the  difficulties  e3Q)erienced  by  a  specific  firm  are  the  result  of 
anticompetitive  forces  within  the  industry,  government  policies  are 
appropriately  directed  at  opposing  those  forces.   To  the  extent 
that  a  specific  firm's  problems  stem  from  mismanagement  or 
inefficiency,  its  distress  reflects  the  natural  processes  of  the 
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marketplace  that  favor  the  efficient,  well-run  business  over  an 
inept  competitor,  and  government  intervention  harms  the  consumer  by 
keeping  inefficient  suppliers  in  the  industry. 


That  concludes  our  testimony.   We  would  be  happy  to  respond  to 
any  questions  you  may  have. 
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Table  I.l:   YEARLY  AND  CUMULATIVE  NET  INCOME/LOSSES  OF  MAJOR  U.S. 
AIRLINES.  1987-92 


Astne 

19J7 

1988 

1989 

1990 

1991 

1992 

1987-92  loul 

AjDcnca  West 

»(45.7) 

$9.4 

120.0 

$a4.7) 

$(213.8) 

(131.8) 

(436.6) 

America 

207.6 

449.3 

423  1 

(76.8) 

(239.9) 

(933.0) 

(171.6) 

Couincliul 

(25S.0) 

(315.S) 

3.1 

(1.236.4) 

(305.7) 

(125.3) 

(2,237.8) 

Delu 

217.5 

344.S 

473.2 

(134.0) 

(239.3) 

(564.8) 

76.9 

Eulen 

(1«1  7) 

(335.4) 

(832.3) 

(1.113.9) 

* 

• 

(2,485.3) 

Nonhwen 

K0.7 

162.8 

355.2 

(10.4) 

(3.1) 

(383.0) 

261  4 

PmAm 

(274.6) 

(118.3) 

(414.7) 

(638.1) 

(283.1) 

(1,728.8) 

Soulhwesl 

3.1 

57.4 

71.4 

47.1 

26.9 

1036 

3102 

TWA 

106.2 

249.7 

(298.5) 

(237.6) 

48.2" 

(239.8) 

(371.8) 

(tailed 

33.3 

589.2 

358.1 

95.8 

(331.9) 

(956.8) 

(212.3) 

USAu 

2386 

217.2 

2.1 

(410.7) 

(303.3) 

(1,2300) 

(1,488.2) 

T«. 

$1879 

(1,310.5 

S1406 

t(3,811.8) 

$(1,847.2) 

$(4,462.9) 

$(8,482.9) 

Note:   Losses  are  in  parenthesis. 

Totals  may  not  ad(J  (due  to  rouneiing. 

'No  (Jata  available.   Eastern  ceased  operations  in  January  1991. 

'Pan  Am  ceased  operations  in  December  1991.   Full -year  1991  and  1992  data  are 
not  availeible.   1991  data  reflect  January-through-September  results. 

"TWA  had  an  operating  loss  of  $353.5  million  during  1991.   Its  net  profit, 
therefore,  can  be  attributed  to  the  sale  of  three  of  its  transatlantic 
routes  to  American  Airlines  for  $445  million. 

Source:   Compiled  by  GAO  from  data  supplied  by  the  Air  Transport 
Association. 
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Table  1.2:   One -Time  Charges  for  Compliance  with  Financial 
Accounting  Standard  106 


Airline 

1992  net  income (loss) 

FAS  106 

American* 

$(935.0) 

$595.0 

Northwest 

(383.0) 

227.0 

United* 

(956.8) 

540.0 

US  Air* 

(1,230.0) 

848.4 

Total 

$(3,504.8) 

$2,210.4 

*Data  shown  are  for  the  holding  company. 

Source:   Compiled  by  GAO  from  Air  Transport  Association  data. 
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SELECTED  INTERNATIONAL  ROUTE  SALES  BETWEEN 
MAJOR  U.S.  AIRLINES.  1986-92 


Dollars  in  millions 

Buyer 

Seller 

Route 

Price' 

American'' 

Eastern 

Latin  American  system 

$471 

Trans  World 

3  U.S. -London  routes 

445 

Delta 

Pan  Am 

European  routes 

526 

Pan  Am 

New  York -Mexico  City 

25 

Northwest' 

America  West 

Honolulu - Nagoya ,  Japan 

15 

Hawaiian 

Pacific  routes 

9 

US  Air" 

TWA 

2  U.S. -London  routes 

50 

United" 

Pan  Am 

Pacific  routes 

716 



Pan  Am 

U.S.- London  routes 

400 

Pan  Am 

Latin  American  system, 
Los  Angeles -Mexico  City 

148 

'Prices  were  verified  with  the  airlines  that  bought  the  routes.   In 
some  cases,  the  prices  include  related  facilities  and  assets  as 
well  as  international  route  authority. 

"Price  given  includes  related  facilities  and  assets. 

'Price  given  does  not  include  related  facilities  and  assets. 


22 


487 


APPENDIX  III 


APPENDIX  III 


PERCENTAGE  OF  MAJOR  U.S.  AIRLINES' 

SYSTEMWIDE  REVENUE  PASSENGER  MILES  (RPMS) 

REPRESENTED  BY  INTERNATIONAL  OPERATIONS.  1987  AND  1991 


Airline 

International 

operations  as 

percent  of  total 

operations 

Percentage  change 

in  international 

operations 

(in  RPMs)' 

1987 

1991 

America  West 

0.0 

1.9 

b 

American 

12.8 

21.6 

139.5 

Continental 

16.3 

27.3 

73.9 

Delta 

9.4 

15.3 

145.3 

Eastern 

9.2 

1.3 

(99.3) 

Northwest 

35.1 

42.3 

60.7 

Pan  Am 

79.8 

71.5 

(27.9) 

Southwest 

0.0 

0.0 

b 

TWA 

36.7 

35.7 

(17.9) 

US  Air' 

1.7 

3.5 

498.2 

United 

15.5 

30.7 

142.6 

Subtotal:  American, 
United,  and  Delta 

27.1 

45.5 

142.0 

Subtotal :  Top  three 
airlines  in  1987 

58.6 

41.0 

(1.0) 

Subtotal :  Top  three 
airlines  in  1991 

39.3 

56.1 

105.6 

*An  RPM  is  a  revenue  passenger  mile,  i.e.,  one  paying  passenger 
carried  one  mile. 

•iJot  applicable. 

■TJSAir's  data  reflects  the  airline's  acquisition  of  Piedmont  on 
November  5,  1987. 

Source:   Compiled  by  GAO  from  Department  of  Transportation  data. 
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LONG-TERM  DEBT  AS  A  PERCENTAGE  OF  TOTAL  CAPITALIZATION.  1986-90 


Airline 

1986 

1987 

1988 

1989 

1990 

Average 

Pan  Am  Corp. 

99.0 

132.3 

151.1 

272.9 

■ 

131.1 

1  Eastern' 

90.7 

97.3 

473.3 

(52.9) 

(21.8) 

117.3 

Continental" 

97.3 

85.4 

96.3 

96.3 

197.2 

114.5 

TWA' 

94.2 

89.8 

101.3 

114.8 

140.6 

108.1 

America-  West 

81.5 

89.0 

86.9 

84.5 

96.7 

87.7 

OAL  Corp. 

45.8 

32.7 

62.7 

46.1 

42.8 

46.0 

OSAir' 

24.8 

44.5 

35.6 

44.8 

61.8 

42.2 

AMR  Corp. 

45.1 

45.0 

41.0 

33.5 

42.8 

41.5 

Southwest 

35.3 

29.5 

35.6 

33.4 

31.4 

33.0 

Delta' 

33.4 

28.7 

21.0 

18.3 

29.8 

26.2 

NWA,  Inc.' 

50.8 

34.4 

32.1 

Industry  average' 

56.8 

54.6 

53.6 

56.2 

73.6 

Note:   For  years  for  which  no  data  appear,  data  were  not  publicly  available. 

'Pan  Am's  ratio  of  long-term  debt  to  total  capitalization  was  infinity  in  1990. 

"tJue  to  Eastern's  bankruptcy,  1989  and  1990  data  for  Eastern  are  not  comparable 
with  earlier  data  for  Eastern  or  with  data  for  other  airlines. 

"Before  December  31,  1986,  Continental  had  $653.9  million  in  liabilities 
subject  to  Chapter  11  reorganization  proceedings. 

*rWA's  data  for  1986  and  subsequent  years  reflect  the  airline's  acquisition  of 
Ozark  on  September  15,  1986. 

"USAir's  data  for  1987  and  subsequent  years  reflect  the  airline's  acquisition 
of  Piedmont  on  November  5,  1987. 

'Delta's  data  for  1987  and  subsequent  years  reflect  the  airline's  acquisition 
of  Western  on  December  18,  1986. 

•NWA,  Inc.,  was  acquired  by  Wings  Acquisition,  Inc.,  on  August  4,  1989. 
Consequently,  company  reports  for  NWA,  Inc.,  are  not  available  for  1989  and 
subsequent  years.   NWA's  data  for  1986  and  subsequent  years  reflect  the 
airline's  acquisition  of  Republic  on  August  12,  1986. 

'industry  average  data  include  data  for  Ozark,  People  Express,  Piedmont, 
Republic,  and  Western  until  their  respective  mergers. 
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Source:  Julius  Maldutis,  The  Financial  Condition  of  the  U.S.  Airline  Industry 
at  Year-End  1990.  Salomon  Brothers  (New  York:  June  1991),  p. 8,  fig.  10.  Data 
are  drawn  from  company  reports . 
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RELATED  GAP  PRODUCTS 

Airline  Competition;   Impact  of  Changing  Foreign  Investment  and 
Control  Limits  on  U-S.  Airlines  (GAO/RCED-93-7,  Dec.  9,  1992). 

Computer  Reservation  Systems:   Action  Needed  to  Better  Monitor  the 
CRS  Industry  and  Eliminate  CRS  Biases  (GAO/RCED-92-130,  Mar.  20, 
1992)  . 

Aviation  Noise:   Costs  of  Phasing  Out  Noisy  Aircraft  (GAO/RCED-91- 
128,  July  2,  1991)  . 

Airline  Competition;   Effects  of  Airline  Market  Concentration  and 
Barriers  to  Entry  on  Airfares  (GAO/RCED-91-101,  Apr.  26,  1991). 

Airline  Competition:   Weak  Financial  Structure  Threatens 
Competition  (GAO/RCED-91-110,  April  15,  1991;  GAO/T-RCED-91-6,  Feb. 
6,  1991). 

Airline  Competition;   Fares  and  Concentration  at  Small -City 
Airports  (GAO/RCED-91-51,  Jan.  18,  1991). 

Airline  Competition:   Passenger  Facility  Charges  Represent  a  New 
Funding  Source  for  Airports  (GAO/RCED-91-39 ,  Dec.  13,  1990). 

Airline  Deregulation;   Trends  in  Airfares  at  Airports  in  Small  and 
Medium- Sized  Communities  (GAO/RCED-91-13 ,  Nov.  8,  1990). 

Airline  Competition;   Industry  Operating  and  Marketing  Practices 
Limit  Market  Entry  {GAO/RCED-90-147,  Aug.  29,  1990). 

Airline  Competition:   Higher  Fares  and  Reduced  Competition  at 
Concentrated  Airports  {GAO/RCED-90-102 ,  July  11,  1990). 

Effects  of  Airline  Entry  Barriers  on  Fares  (GAO/T-RCED-90-62,  Apr. 
5,  1990)  . 

Airline  Competition;   DOT  and  Justice  Oversight  of  Eastern  Air 
Lines'  Bankruptcy  (GAO/RCED-90-79,  Feb.  23,  1990). 

Barriers  to  Competition  in  the  Airline  Industry  (GAO/T-RCED-89-65, 
Sep.  20,  1989  and  GAO/T-RCED-89-66,  Sep.  21,  1989). 

Airline  Competition:   DOT'S  Implementation  of  Airline  Regulatory 
Authority  (GAO/RCED-89-93,  June  28,  1989). 

Competition  in  the  Airline  Computerized  Reservation  System  Industry 
(GAO/T-RCED-88-62,  Sep.  14,  1988). 
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TESTIMQWY  QF  LOREN  SDffiRt 

Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is 
Loren  Simer  and  I  eun  President  of  the  National  Airport  Watch 
Group,  a  coalition  of  163  citizens  groups  across  the  United 
States  which  are  deeply  and  adversely  affected  by  aircraft  noise 
pollution.   I  am  here,  as  are  Noise  and  NRDC,  to  alert  the 
subcommittee  to  the  unforeseen  impacts  of  the  airline  industry's 
financial  crisis  on  noise  impacted  citizens. 

At  the  time  of  the  passage  of  the  Airport  Noise  and 
Capacity  Act  in  1990,  NAWG  and  its  members  were  very  unhappy 
with  the  Act,  because  it  addressed  so  few  of  the  numerous 
airport  noise  problems.   The  one  really  helpful  part  of  the  Act 
was  the  National  Phase  Out  of  the  Stage  2  aircraft  by  the  year 
2000.   Despite  the  watering  down  by  the  Bush  Administration  of 
the  Act's  Phase  Out  provisions,  and  its  introduction  of  the 
"Phase  In"  which  Congress  never  intended,  my  membership  was  and 
is  eager  to  see  the  Act's  Phase  Out  provisions  implemented. 

Now,  however,  the  Phase  Out  is  threatened  by  the 

economic  hardships  of  the  airline  industry.   Airlines  have 

collectively  lost  hundreds  of  millions  of  dollars  during  the 

last  two  years.   As  a  result,  rumblings  are  being  heard  from  the 

airline  industry  that  the  requirements  of  the  Airport  Noise  and 

Capacity  Act  are  too  onerous  and  that  the  industry  should 

receive  relief  from  them.   Noise  impacted  citizens  are  deeply 

disturbed  by  this  trend. 
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Therefore,  we  have  chosen  to  take  an  approach  which  we 
believe  is  constructive  for  both  the  airlines  and  noise  impacted 
citizens.   We  have  proposed  legislation  granting  investment  tax 
credits  to  aircraft  owners,  including  airlines  and  lessors,  for 
the  noise  modification  of  their  aircraft.  Noise  modification 
includes  both  re-engining  and  hush-kitting.   In  the  process  of 
formulating  this  legislation,  we  have  consulted  with  many  of  the 
parties  interested  in  this  issue,  including  transport  industry 
associations,  environmentalists,  individual  airlines,  the  re- 
engining  and  hush  kitting  companies  and  engine  and  parts 
manufacturers.   We  believe  the  legislation  as  currently  proposed 
will  meet  the  needs  of  the  airline  industry  as  well  as  those  of 
noise  impacted  citizens.   At  this  point,  counsel  to  The  National 
Airport  Watch  Group,  Barbara  Lichman,  will  discuss  critical 
aspects  of  the  legislation. 

TESTIMONY  OF  BARBARA  T-Tt^HMAWi 

Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is 
Barbara  Lichman  and  I  am  Counsel  to  the  National  Airport  Watch 
Group.   I  am  here  today  because  The  National  airport  Watch  Group 
believes  that  the  legislation  we  have  formulated  is  a  balanced 
proposal  which  meets  the  needs  of  the  airlines  and  aircraft 
owners  for  financial  relief  in  meeting  their  obligations  under 
the  Airport  Noise  and  Capacity  Act,  and  of  noise  impacted 
citizens  for  conversion  of  the  stage  2  fleet.  And  we  believe 
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that  it  can  do  both  without  placing  a  burden  on  the  already 
constrained  national  budget. 

The  legislation's  key  points  are  as  follows: 

1.  A  10%  Investment  Tax  Credit  for  aircraft  owners, 
including  airlines  and  leasing  companies,   for  the  noise 
modification  of  their  aircraft  from  Stage  2  to  Stage  3  noise 
levels,  as  defined  by  Federal  Aviation  Regulations  Part  36; 

2.  Modification  includes  hush  kitting  or  engine 
replacement ; 

3.  The  Investment  Tax  Credit  will  apply  to  costs 
incurred  by  taxpayers  for  noise  modifications  which  return 
aircraft  to  service  between  January  1,  1992,  and  December  31, 
1996;  and 

4.  The  Investment  Tax  Credit  will  apply  against  the 
Alternative  Minimum  Tax  as  well  as  the  regular  corporate  tax. 

It  is  not  the  goal  of  this  legislation  to  solve  all  the 
financial  problems  of  the  airlines  nor  do  we  believe  that 
government  can  do  that.  Rather,  this  legislation  is  focused  on 
helping  to  achieve  compliance  with  the  Aiirport  Noise  and 
Capacity  Act  on  a  timely  basis,  with  the  least  possible  impact 
on  aircraft  owners  or  the  treasury.  And  by  relieving  the  already 
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strapped  airline  industry,  it  will,  in  turn,  insure  that  noise 
impacted  citizens  will  have  the  benefits  of  fleet  conversion, 
the  only  real  noise  relief  available  to  them  under  the  law. 

Moreover,  in  so  far  as  the  Investment  Tax  Credit 
stimulates  accelerated  investment  in  noise  modification 
technologies,  there  will  be  a  concomitant  increase  in  the  number 
of  jobs  and  income  created  by  the  noises  modification  industry. 
It  is  the  stated  purpose  of  this  administration  and  this 
Congress  to  create  jobs  and  encourage  the  development  of 
incipient  industries .   That  is  exactly  what  the  proposed 
legislation  will  do. 

Finally,  we,  like  all  other  citizens  are  painfully 
aware  of  the  budgetary,  trade  and  deficit  constraints  under 
which  our  government  must  operate.   Our  cost  estimates  indicate 
that  its  gross  cost  to  the  treasury  of  approximately 
$120,000,000  per  year,  can  be  largely  offset  by  the  job 
creation,  industrial  stimulus  and  multiplier  effects  of  the 
Investment  Tax  Credit. 

Congress  has  already  expressed  its  support  for  noise 
relief  for  impacted  citizens  through  the  passage  of  the  Airport 
Noise  and  Capacity  Act.  In  view  of  that  support,  it  is 
appropriate  for  Congress  to  take  the  steps  necessai^  to  insure 
the  fair  and  expeditious  implementation  of  that  Act.   Given  the 
current  economic  crisis  in  the  airline  industry,  we  strongly 
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urge  as  a  critical  step,  Congressional  support  for  the  carefully 
tailored,  long-term  revenue  enhancing  Investment  Tax  Credit  for 
aircraft  noise  modification  which  we  propose. 

Thank  you  very  much  for  your  time  and  attention.  We  will  be 
happy  to  answer  any  questions  that  you  may  have. 
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My  name  is  John  F.  Peterpaul.  I  am  the  Vice  President  for 
Transportation  of  the  800,000  member  International  Association  of 
Machinists  and  Aerospace  Workers  ("lAM") .  I  am  also  a  Vice 
President  of  the  Transportation  Trade  Department  of  the  AFL-CIO. 
We  are  the  largest  union  in  the  air  transport  industry  representing 
approximately  105,000  employees  including  mechanics,  dispatchers, 
flight  attendants,  office  clerical,  fleet  and  passenger  service 
employees . 

At  the  outset  I  would  like  to  thank  Chairman  Oberstar  and  all 
members  of  this  committee  for  providing  the  lAM  with  this 
opportunity  to  again  express  our  concerns  regarding  the  dire 
financial  condition  of  this  airline  industry  and  the  woeful  failure 
of  deregulation.  We  wish  to  give  particular  thanks  to  Chairman 
Oberstar  for  his  efforts  and  vigilance  in  attempting  to  insure 
competition  in  the  airline  industry  and  the  preservation  of  jobs 
that  pay  a  living  wage. 

However,  I  would  be  less  than  candid  if  I  did  not  take  this 
opportunity  today  to  also  express  our  collective  frustration  at 
having  repeatedly  come  before  various  committees  of  Congress  for  a 
decade  and  a  half  sounding  the  alarm  against  the  devastating  impact 
of  deregulation  while  we  all  watched  in  horror  as  the  industry  went 
into  a  tailspin.  We  take  no  pleasure  in  the  fact  that  our 
prophecies  have  been  fulfilled  to  the  letter.  However,  it  does 
appear  that  the  realization  has  finally  set  in  that  our  government 
was  seduced  by  Alfred  Kahn  and  other  refugees  from  academia  as  well 
as  the  leveraged  buyout  vultures.  The  American  people  are  left 
with  less  competition,  liigher  airfares,  a  reduction  in  a  margin  of 
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safety  due  to  cost  cutting  and  deferral  of  maintenance,  as  well  as 
a  loss  of  60,000  jobs  in  an  airline  industry  which  paid  living 
wages.  Frankly,  Mr.  Chairman,  for  approximately  15  years  now, 
labor  has  felt  that  it  is  a  voice  in  the  wilderness.  We  are 
frankly  sick  and  tired  of  alerting  one  Administration  after  another 
to  the  fact  that  the  airline  industry  is  in  a  financial  tailspin 
largely  due  to  deregulation  only  to  be  told  that  we  must  stay  the 
course.  I  am  not  the  first  to  state  that  deregulation  is  the  most 
Republican  thing  the  Democrats  have  ever  done.  He  fervently  hope 
that  this  Democratic  Administration  will  take  the  controls,  change 
course  and  reject  the  banJcrupt  policies  of  the  past. 

However,  this  is  not  a  petrtisan  issue.  Our  nation  is 
experiencing  the  final  and  irrevocable  collapse  of  a  once  proud 
industry.  The  American  Transport  Association,  an  industry  trade 
group,  has  demonstrated  that  over  the  last  three  years  U.S.  air 
carriers  have  lost  collectively  about  $8  billion  wiping  out  all 
profits  made  since  the  Wright  Brothers  flew  at  Kitty  Hawk. 
Moreover,  since  1990  alone,  three  major  carriers,  Eastern,  Pan  Am 
and  Midway  have  ceased  operations.  Three  more  —  Continental,  TWA 
and  America  West  are  operating  under  the  protection  of  a  bankruptcy 
court  and  hanging  on  for  dear  life.  Northwest  and  USAir,  without 
the  infusion  of  foreign  capital,  may  meet  a  similar  fate.  We  have 
already  lost  more  than  60,000  airline  jobs,  our  nation's  economy 
cannot  afford  to  lose  thousands  more. 

Early  in  the  Bush  Administration,  the  decision  to  adopt  the 
hands  off  policy  at  Eastern  Airlines  despite  Frank  Lorenzo's  avowed 

-  2  - 


500 


intention  to  destroy  unionized  workers,  was  the  kiss  of  death  to 
the  jobs  of  30,000  Eastern  AirLines  employees.  We  believe  a  strong 
pro-worker  President  would  have  intervened  and  that  disaster  might 
have  been  averted. 
The  Causes  of  the  Pinancial  Tailapin 

The  causes  of  the  industry's  financial  difficulties  are  not  a 
mystery.  Deregulation,  ushered  in  the  era  of  leveraged  buyouts  and 
towering  debt  loads  which  caused  carriers  to  service  that  debt  by 
selling  valuable  assets  thus  throwing  the  furniture  on  the  fire. 
With  a  weakened  economy  demand  decreased  and  airline  revenues 
shrunk  while  increased  fuel  costs  played  havoc  with  the  expense 
side  of  the  carriers'  income  statement.  Inevitably,  carriers 
turned  to  their  employees  to  shoulder  the  debt  burden  that  they 
created  to  satisfy  corporate  greed. 
Leas  Competition 

Despite  predictions  of  free  market  profits,  deregulation 
produced  an  unprecedented  period  of  ruinous  competition,  resulting 
in  150  bankruptcies  and  50  mergers.  It  is  no  surprise  that  we  now 
have  a  highly  concentrated  shared  monopoly.  Along  the  way  tens  of 
thousands  of  dedicated  airline  employees  have  lost  their  jobs. 
Creditors  and  investors  were  stiffed  and  consumers  defrauded. 
Cities  and  whole  regions  saw  service  deteriorate  or  disappear.  The 
economic  law  of  the  jungle  unleashed  by  deregulation  has  placed 
more  than  90  percent  of  the  domestic  passenger  market  in  the  hands 
of  eight  airlines  with  three  or  four  of  them  in  serious  jeopardy. 

Our  past  Secretary  of  Transportation  turned  a  blind  eye  to  the 
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fact  that  deregulation  had  created  far  less  competition  not  more. 
In  Atlanta,  Pittsburgh,  Minneapolis,  St.  Louis  and  Charlotte  a 
single  carrier  controls  more  than  75  percent  of  the  market.  He 
ignored  the  fact  that  in  Detroit,  Houston,  Chicago  and  Dallas  only 
two  carriers  control  more  than  75  percent  of  the  market.  Is  it  any 
wonder  that  airfares  have  gone  haywire? 

When  push  comes  to  shove,  the  larger  airlines  have  the 
resources  to  control  the  major  airports  and  keep  the  weaker 
carriers  out  and  they  have.  Today,  at  17  major  hub  airports  a 
single  carrier  dominates  more  than  60  percent  of  the  gates, 
passengers  and  teUceoffs  and  landings.  Notwithstanding  the  fact 
that  the  American  taxpayer  owns  the  one  trillion  dollar  airport  and 
air  traffic  control  system,  monopoly  has  become  the  name  of  the 
game  with  fare  wars  and  predatory  pricing  within  the  rules. 
Pare  Wars  and  Excess  Capaeitv 

The  airline  industry  will  not  recover  as  a  result  of  growth  in 
the  economy  alone.  The  airlines  must  end  their  fierce  fare  wars. 
In  1977  slightly  more  than  a  third  of  all  passengers  traveled  on 
discounted  fares;  by  1991  nearly  95  percent  were  flying  at  reduced 
rates.  Delta  Airlines,  the  nation's  third  largest  carrier,  lost  $1 
billion  in  recent  years.  Because,  as  they  will  be  the  first  to 
admit,  "it  all  comes  down  to  fares".  With  the  current  chaos  in  the 
pricing  structure,  at  least  in  the  domestic  markets,  the  more  they 
fly  the  more  they  lose. 

During  the  past  three  years  the  deadly  combination  of 
recession,  war  and  terrorism  caused  passengers  to  shy  away  from 
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flying.  The  invasion  of  Kuwait  stuck  the  airline  industry  with 
much  higher  fuel  costs.  When  fighting  finally  broke  out  traffic 
took  a  nose  dive  in  1991.  To  fill  half  empty  planes,  airlines 
began  offering  incredibly  low  fares  like  last  summer's  two  for  one 
ticket  deals.  In  some  cases  airlines  that  were  in  bankruptcy 
proceedings,  and  thus  protected  from  creditors,  offered  even  lower 
fares  driving  down  prices  even  further.  At  times  fares  changed 
daily  and  in  some  cases  almost  hourly.  We  know  that  last  year  the 
Official  Airline  Guide  processed  80.2  million  airfare  changes  up 
from  1991  when  78.6  million  changes  were  noted.  Les  R.  Howard, 
President,  Airlines  Economics  Inc.,  states  "fares  were  by  far  the 
main  culprits  for  the  airlines'  $2  billion  loss  last  year." 

While  airlines  are  predicted  to  raise  their  airfares  four  to 
six  percent  this  year,  far  more  is  needed  for  this  industry  to  turn 
a  profit.  A  few  weeks  ago  Northwest  Airlines  offered  discount 
fares  of  20  to  40  percent  whenever  groups  of  two  or  more  traveled 
together  and  a  day  later  Delta  moved  to  undercut  Northwest, 
starting  the  fare  war  of  the  new  year.  Northwest  then  retreated 
and  withdrew  its  two  for  one  fares.  Northwest  apparently 
recognized  that  it  could  not  withstand  another  money  losing  fare 
war. 

The  trend  we  have  seen  since  deregulation  is  that  unrestricted 
fares  for  business  travelers  have  spiraled  upward  while  there  have 
been  deep  discount  fare  wars  for  leisure  travelers.  The 
conventional  wisdom  is  that  business  travelers  will  pay  a  premium 
while  leisure  travelers  will  not  travel  unless  induced  by 
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substantial  prices  and  concessions.  The  problem  with  the 
conventional  wisdom  is  that  it  does  not  work  and  it  has  not  worked 
for  years.  We  now  have  a  pricing  policy  that  both  annoys  business 
travelers  and  scares  them  away.  Indeed,  many  companies  require 
their  employees  to  travel  by  automobile  whenever  possible.  At  the 
saune  time  leisure  travelers  are  transported  at  far  below  the  cost 
of  service.  Moreover,  leisure  travelers  are  always  waiting  for  the 
next  sale  or  price  war.  It  is  clear  that  the  American  airline 
industry  with  between  7  and  8  billion  dollars  of  losses  over  the 
last  three  years  no  longer  has  any  viable  strategy  for  pricing  or 
selling  airline  seats  which  are  a  perishable  commodity. 

Robert  Crandall,  at  Americem  Airlines,  claimed  he  wanted  to 
simplify  fares  by  establishing  a  four-tier  structure  which 
ultimately  failed  miserably.  Every  time  a  cash  strapped  airline 
found  itself  short  of  operating  cash  it  triggered  new  rounds  of 
fare  wars  and  structures.  With  each  financial  quarter,  airlines 
posted  record  losses  even  though  they  were  carrying  more 
passengers.  Fares  have  become  crazy  and  inequitable.  In  November 
of  last  year  you  could  purchase  a  roundtrip  rock  bottom  fare  from 
Chicago  to  Palm  Springs,  California  for  $428.  Because  of  a  fare 
war,  a  week  later  the  price  dropped  to  $308.  The  mileage  one  way 
between  the  two  cities  is  1,652  miles  at  a  cost  of  about  ten  cents 
a  mile  to  the  consumer.  By  contrast  travel  from  Burlington,  Iowa 
to  Chicago,  Illinois  —  the  distance  of  about  186  miles  —  a  ticket 
costs  $190  or  $1.02  a  mile. 

An  article  published  in  the  Chicago  Tribune  entitled  "Air 
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Deregulation:  Chaos  Out  of  Order"  by  Paul  Dempsey  and  Theodore 
Harris  made  the  point  that  the  airline  industry  sells  what  is  in 
the  nature  of  an  instantly  perishable  commodity.  Once  the  empty 
seats  leave  the  gate,  they  are  wasted.  There  is  no  shelf  life  for 
an  empty  seat.  However,  without  a  degree  of  reregulation,  this 
industry  will  drown  in  a  sea  of  excess  capacity. 

Excess  capacity  has  become  a  critical  problem.  Again,  it 
began  with  federal  deregulation  of  the  U.S.  airlines.  Airlines 
rushed  to  increase  their  market  share  with  new  routes  and  costly 
hubs.  During  the  1980 's  they  bought  billions  of  dollars  worth  of 
new  planes.  They  also  expanded  their  international  systems  while 
increasing  daily  domestic  departiures  by  1.5  million.  It  would  seem 
that  passengers  would  be  given  a  greater  choice  of  flights  and 
fares  than  ever  before  and  profits  would  increase.  However, 
industry  revenues  have  been  flat  —  12.3  cents  per  passenger  mile 
in  1981  compared  to  12.7  cents  in  1991  while  debt  service  and  fuel 
costs  soared. 

Airlines  generated  unprofitable  flights  and  hubs  and  they 
seemed  to  act  as  if  the  answer  to  losing  money  was  to  spend  more. 
However,  we  now  see  a  total  retrenchment.  American,  United  and 
Delta  —  the  big  three  have  announced  more  than  $15  billion  in 
capital  spending  cuts  through  1995.  Northwest  has  recently 
postponed  or  canceled  its  orders  for  more  than  $6.2  billion  in  new 
aircraft  and  has  laid  off  more  than  2,500  workers.  United  will  lay 
off  2,800  employees  and  has  canceled  plans  to  hire  another  1,900  in 
1993.   Delta  plans  to  cut  wages  and  slash  its  dividends  by  83 
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percent.  This  greatly  Impacts  our  organization  because  we 
represent  many  of  the  employees  laid  off  in  the  airline  industry  as 
well  as  thousands  of  workers  in  aircraft  manufacturing  at  McDonnell 
Douglas,  and  Boeing  and  Lockheed  who  will  lose  their  jobs  as  a 
result  of  these  massive  cuts  in  aircraft  orders. 

Even  the  airline  industry  itself  is  now  looking  to  the  federal 
government  for  help.  Most  have  called  for  modest  reregulation  and 
have  urged  Congress  to  enact  tax  laws  to  promote  growth  in 
investment.  They  have  also  called  for  modernizing  the  nation's 
outdated  air  traffic  control  system  which  costs  billions  of  dollars 
in  delays  each  year.  Nevertheless,  the  key  to  recovery  is  to  fill 
those  empty  seats  with  passengers  paying  higher  fares.  The 
unvarnished  truth  is  that  in  the  long  run  passengers  must  pay  for 
the  full  cost  of  service  or  more  carriers  will  go  out  of  business. 
If  not,  far  less  service  will  be  offered  and  prices  will  go  even 
higher.  Again,  we  strenuously  urge  a  degree  of  reregulation  to 
impose  "zones  of  a  reasonableness"  to  stabilize  the  wildly, 
unpredictable  and  destructive  chaotic  pricing  that  now  exists. 
yoreioB  ownership  -  A  Last  Resort 

As  a  last  resort,  when  their  losses  became  crippling  and 
domestic  lenders  and  investors  shut  the  door  in  their  faces,  U.S. 
carriers  looked  abroad.  Labor  organizations  like  ours  were  placed 
on  the  horns  of  a  dilemma  —  accept  foreign  investment  and  possible 
control  or  participate  in  bankruptcy  proceedings. 

For  instance,  last  week  USAir  announced  that  British  Airways 
has  recast  its  original  proposal  and  has  offered  $300  million  for 
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a  20  percent  stedce  in  USAir.  This  announcement  came  just  one  month 
after  pressure  from  U.S.  regulators  forced  British  Airways  to  back 
away  from  a  $750  million  deal  that  would  have  yielded  more  British 
control  over  USAir.  Again,  USAir  was  faced  with  few  other 
alternatives.  The  domestic  financial  well  had  been  pumped  dry  and 
our  government,  unlike  those  of  many  foreign  nations,  refused  to 
help.  Thus,  only  a  foreign  investor  like  British  Air  could  infuse 
badly  needed  cash  into  a  struggling  USAir. 

KLM  invested  $400  million  in  the  original  leveraged  buyout  of 
Northwest  Airlines  in  1989  which  now  may  be  of  zero  value. 
Northwest  recently  obtained  governmental  approval  to  start 
coordinating  operations  and  schedules  with  KLM  Royal  Dutch 
Airlines.  Moreover,  Washington  has  offered  a  helping  hand.  It  has 
chosen  the  Netherlands  as  the  first  beneficiary  of  its  "open  skies" 
policy  unveiled  on  August  10.  That  policy  would  offer  unlimited 
access  to  U.S.  markets  to  countries  that  freely  admit  American 
carriers.  The  two  will  pool  revenues  and  coordinate  their 
operations.  However,  it  is  clear  beyond  doubt  that  without  KLM's 
continuing  support.  Northwest  will  be  pushed  over  the  cliff  into 
bankruptcy. 

Foreign  ownership  obviously  raises  serious  anti-competitive 
concerns.  The  international  travel  markets  are  already  among  the 
highest  priced,  fastest  growing,  most  lucrative  and  least 
competitive.  Moreover,  with  foreign  investment  in  our  U.S. 
carriers  international  competition  will  decrease.  For  instance, 
with  the  Northwest/KLM  alliance,  both  airlines  will  serve  the  U.S.- 
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Amsterdam  market.  How  vigorously  will  Northwest  be  allowed  to 
compete  with  its  owner?  And  how  competitive  will  aviation  be  if 
the  world's  air  transport  system  is  dominated  by  8  to  lO  global 
megacarriers.  Further,  most  foreign  airlines  are  owned  in  whole  or 
in  part  by  their  governments.  Obviously,  a  government-owned  or 
subsidized  airline  does  not  have  to  make  a  profit  to  stay  alive  or 
to  maike   capital  improvements. 

A  strong  U.S.  air  transport  industry  is  essential  to  national 
security  as  operation  desert  storm  confirms.  The  Air  Force  simply 
does  not  have  enough  C-5A's  to  do  the  job.  Not  that  long  ago  the 
government  bailed  out  a  collapsing  Conrail  and  Lockheed  both  of 
which  employ  our  members,  in  part,  because  of  their  importance  to 
national  security. 

This  organization  has  consistently  opposed  looking  to  Europe 
or  Japan  to  cure  what  ails  our  airline  industry.  We  have 
consistently  taken  the  position  that  by  permitting  foreign 
ownership  of  domestic  airlines  to  increase  from  25  percent  to  49 
percent,  and  thus  giving  them  effective  control  of  our  domestic 
airline  system,  would  not  be  in  the  national  interest.  We  argued 
that  allowing  foreign  entities  to  acquire  49  percent  of  a  U.S. 
carrier's  equity  while  at  the  same  time  lifting  any  limits  on 
nonequity  investment  would  effectively  permit  foreign  entities  to 
achieve  ^  facto  control  of  an  airline.  We  were  particularly 
alarmed  by  the  potentially  disastrous  mix  of  foreign  ownership  and 
cabotage . 

Unfortunately,  it  is  now  too  late  to  prevent  this  foreign 
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invasion  of  our  industry.  In  fact,  it  is  now  difficult  to  discuss 
the  U.S.  airline  industry  in  conventional,  national  or  regional 
terms.  The  deregulated  recessions  in  the  United  States  and  the 
European  airline  industries  positioning  for  Europe's  deregulation 
are  causing  experts  to  ask  "are  we  witnessing  the  end  of  the 
concept  of  the  national  carrier." 

Because  of  the  extreme  financial  situation  in  which  so  many  of 
our  American  carriers  find  themselves,  they  have  had  to  look  to 
foreign  carriers  for  investment  that  is  denied  to  them  within  the 
United  States.  Moreover,  European  carriers  are  rushing  to  stake  a 
claim  on  U.S.  carriers  to  position  themselves  for  the  deregulated 
European  community.  As  we  have  discussed,  British  Airways,  in  an 
effort  to  obtain  a  U.S.  feeder  system,  has  moved  to  take  an  equity 
stake  in  USAir.  However,  American,  Delta,  and  United  have  been 
aligned  against  the  transaction,  both  in  the  hopes  of  pressuring 
the  United  States  Department  of  Transportation  to  win  bilateral 
concessions  from  the  United  Kingdom  to  open  up  Heathrow  and  Gatwick 
airports  to  American  carriers  and  frankly,  in  part,  hoping  to  choke 
off  a  competitor. 

Aside  from  creating  the  world's  largest  carrier,  as  measured 
by  revenue,  $16  billion  altogether,  the  BA/USAir  alliance  may  be, 
for  better  or  worse,  the  prototype  global  carrier  of  the  next 
decade  and  beyond.  Airline  executives  have  dreamed  of  moving 
seeunlessly  across  boundaries  to  create  global  networks.  The  new 
carrier  with  669  aircraft  and  up  to  94,000  employees  will  carry 
more  passengers  to  more  destinations  than  any  other  airline,  with 
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339  Stops  in  71  countries.  It  is  argued  by  critics  of  the  deal 
that  USAlr  will  be  BA's  Trojan  horse,  because  presently  non-U. S. 
carriers  are  prohibited  by  law  from  flying  between  American  cities. 
It  is  envisioned  that  USAir  and  BA  will  co-mingle  operations  to 
give  passengers  the  impression  that  they  are  indeed  flying  on  the 
same  airline  under  combined  managements.  In  papers  filed  with  the 
Transportation  Department  in  support  of  the  original  transaction, 
BA  said  that  "in  5  years  the  two  will  integrate  all  the  core 
aspects  of  the  airline  business  to  the  point  where  they  operate 
under  one  management  structure."  First  to  be  harmonized  were  the 
networks  of  flights  and  connections,  ticket  prices,  catering, 
advertising,  and  the  purchase  of  aircraft.  Within  a  year,  the  plan 
calls  for  the  establishment  of  three  brands,  one  each  for  North 
American,  European,  and  intercontinental  flights,  so  consumers  know 
they  are  part  of  a  single  network. 

It  appears  that  the  proposed  BA/USAir  alliance  motivated  four 
other  bidders  with  ties  to  foreign  airlines  to  attempt  to  acquire 
bankrupt  Continental  Air  Lines.  Continental  has  a  strong  hub  at 
Newark,  NJ,  which  makes  it  a  good  match  with  other  carriers 
operating  across  the  North  Atlantic.  For  instance,  a  group 
including  AeroHexico  bid  $400  million,  while  a  group  including 
Lufthansa  German  Airlines  has  made  a  similar  offer.  Scandinavian 
Air  Systems,  which  already  owns  a  portion  of  Continental,  also 
expressed  an  interest  in  the  carrier.  However,  Air  Canada,  headed 
by  the  former  president  of  Continental,  eventually  won  out. 

Continental's  ban3cruptcy  filing  in  1990  was  its  second  in  a 
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decade.  The  first  time  the  carrier  filed  for  bankruptcy  was  in 
1983,  when  the  arch  enemy  of  labor,  Frank  Lorenzo,  abused  the 
bankruptcy  procedures  to  invalidate  contracts  with  the  airline 
industry's  unions.  Within  three  days  of  its  first  banJcruptcy 
filing.  Continental  emerged  from  bankruptcy  with  a  non-union 
workforce,  paying  its  employees  approximately  one  half  of  their 
previous  wages. 

American  Airlines,  United  Air  Lines,  and  Delta  Airlines  have 
already  expanded  internationally  by  acquiring  other  U.S.  carrier's 
international  routes.  Accordingly,  this  leaves  few  U.S.  airlines 
as  candidates  to  combine  with  non-U. S.  carriers  in  the  ongoing 
global  consolidation.  Since  the  United  States  represents  about  40% 
of  the  worldwide  aviation  market,  a  U.S.  stronghold  is  considered 
vital. 

Northwest  has  announced  that  it  may  begin  to  share  ticket 
offices  and  ground  crews,  and  to  design  a  common  logo  to  meld  its 
identity  with  KLM.  KLM  claims  it  badly  needs  the  U.S.  feed  that 
Northwest  can  provide.  The  carriers  have  requested  anti-trust 
immunity  to  create  what  would  be  the  world's  third  largest  airline, 
with  route  systems  stretching  around  the  world.  Passengers  could 
board  a  flight  in  Minneapolis,  fly  to  Tokyo  on  what  is  now 
Northwest,  fly  on  to  Amsterdzun  on  what  is  now  KLM,  continue  back  to 
Minneapolis,  and  feel  as  if  they  are  travelling  on  one  airline.  As 
in  the  BA/USAir  proposal,  the  intention  is  to  create  "seamless 
service"  in  which  passengers  would  feel  they  were  on  the  same 
carrier  receiving  similar  service  throughout  their  trip.   The  KLM- 
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Northwest  effort  does  not  face  similar  opposition  from  American 
carriers  or  from  the  American  and  Dutch  governments,  thanks  to  the 
treaty  between  the  two  countries,  which  is  one  of  the  most  liberal, 
in  the  airline  industry.  Most  similar  treaties  have  restrictions 
on  how  many  airlines  can  fly  between  the  two  countries  involved, 
what  cities  they  can  serve,  and  how  many  seats  they  can  put  on  a 
route.  The  treaty  between  the  U.S.  and  the  Netherlands  has  done 
away  with  such  restrictions. 

It  is  clearly  too  late  to  halt  the  foreign  invasion  of  our 
airline  industry.  Foreign  investment  is  preferable  obviously,  to 
additional  bankruptcies.  However  there  must  be  greater  oversight 
to  insure  that  our  domestic  airline  system  not  be  dominated  by 
foreign  governments.  In  addition,  our  own  government  must  act  in 
a  coordinated  and  aggressive  way  to  liberalize  the  bilateral 
agreements  to  win  access  to  foreign  markets  for  our  remaining  U.S. 
carriers. 
Cutting  the  Margin  of  Safety 

The  deregulated  environment  encouraged  carriers  to  load  on 
staggering  debt  to  finance  mergers  and  acquisitions.  However,  as 
competition  intensified  and  losses  mounted  cost  cutting 
intensified.  As  the  U.S.  airline  fleet  became  the  oldest  in  the 
world,  airlines  should  have  spent  more  on  maintenance  each  year, 
but  instead  they  spent  less.  The  number  of  mechanics  per  aircraft 
has  declined  more  than  ten  percent  for  the  major  airlines  in  the 
past  five  years.  Indeed,  most  commercial  pilots  believe  that  their 
companies  defer  maintenance  for  excessive  periods  of  time.   Some 
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carriers  resorted  to  cutting  their  margin  of  safety  through 
deferred  maintenance  and  other  dangerous  practices.  This  conduct 
often  escaped  FAA's  scrutiny  largely  because  of  understaff ing. 

For  example,  the  lAM  and  other  unions  at  Eastern  repeatedly 
urged  the  Department  of  Transportation  to  perform  a  thorough 
investigation  of  Eastern's  safety  compliance.  The  lAM  specifically 
charged  that  Eastern's  supervisors  were  engaged  in  a  widespread 
practice  of  signing  FAA  required  records  indicating  that 
maintenance  work  had  been  completed  when  it  fact  it  had  not  been 
performed.  This  practice,  commonly  referred  to  as  "pencil 
whipping",  permitted  improperly  maintained  aircraft  to  continue  to 
operate  jeopardizing  human  life.  Regrettably,  the  DOT  cavalierly 
dismissed  our  charges  and  claimed  that  they  had  been  brought  only 
to  promote  the  union's  parochial  interest. 

Nevertheless,  our  members  persisted  in  notifying  the  FAA  each 
time  they  became  aware  of  another  incident  of  pencil  whipping. 
Finally,  last  summer  a  federal  grand  jury  in  the  Eastern  District 
of  New  York  returned  a  60  count  indictment  against  Eastern  and  nine 
management  employees  including  the  staff  vice  president  of 
maintenance  and  engineering.  The  airline  and  its  co-defendants 
have  been  charged  with  intentionally  falsifying  aircraft 
maintenance  records  at  JFK  Airport  to  "make  it  fraudulently  appear 
that  required  scheduled  maintenance  and  corrective  repairs  had  been 
completed  when  it  fact  such  work  had  not  been  completed."  And 
"cause[d]  aircraft  that  were  not  properly  maintained  or  repaired  to 
fly  and  carry  unsuspecting  passengers."  The  U.S.  Attorney  expanded 
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the  indictment  and  named  an  additional  nine  managers  who  were 
alleged  and  engaged  in  the  same  type  of  criminal  conduct  at 
Eastern's  facility  in  Atlanta.  Eastern  AirLines  agreed  to  plead 
guilty  to  seven  of  the  charges  including  "falsification  of 
maintenance  records"  and  "conspiracy  to  fraud  the  United  States  by 
impeding  and  impairing  the  lawful  function  of  the  FAA."  While 
these  practices  were  shocking  and  carried  to  a  criminal  extreme 
prior  to  intervention  by  any  governmental  agency,  the  greater 
tragedy  is  that  the  architect  of  these  cost  cutting  practices  and 
the  destruction  of  airlines  and  workers'  lives  is  back.  A  federal 
bankruptcy  judge  in  Wilmington,  Delaware  in  a  proposed  settlement 
with  Continental  Airlines,  Inc.  freed  Frank  Lorenzo  to  compete 
against  his  old  airline.  The  new  airline  that  Mr.  Lorenzo  intends 
to  develop  would  fly  out  of  either  Baltimore-Washington 
International  Airport  (BWI)  or  Washington-Dulles  to  east  coast 
cities.  Lorenzo  will  be  taking  on  USAir  which  has  a  major  hub  at 
BWI  with  186  daily  departures.  Lorenzo  will  initially  undercut 
USAir  prices  substantially  attempting  to  drive  his  competitors  out 
of  business. 

We  understand  Lorenzo  is  negotiating  to  acquire  nine  or  ten 
old  McDonnell  Douglas  D.C.  9-30  aircraft  from  Delta  Airlines.  The 
planes  are  inexpensive  and  readily  available  because  they  do  not 
neet  new  federal  noise  standards,  but  new  interest  in  the  airline 
market  are  exempt  from  the  noise  standards  making  them  ideal  for  a 
startup  venture.  To  allow  a  three-time  loser  to  cause  further 
disruption  and  tragedy  in  an  already  troubled  industry  is 
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unconscionable  and  cries  out  for  Congressional  action. 

I  need  not  remind  members  of  this  Committee  that  In  1976,  as 
part  of  a  government  sanctioned  experiment,  Lorenzo  began  offering 
"peanut  fares"  at  Texas  International  Airline  which  was  then  a 
small  carrier  headquartered  in  Houston,  Texas  that  offered  flights 
to  BWI.  From  there  Lorenzo  began  New  York  Air,  acquired 
Continental,  Eastern  AirLlnes,  People  Express  and  Frontier  Airlines 
before  collapsing  into  bankruptcy.  At  one  point  Lorenzo  controlled 
nearly  25  percent  of  all  domestic  airline  seats. 

We  are  also  deeply  concerned  about  the  Increase  in  foreign 
repair  stations.  Three  hundred  forty-eight  foreign  repair  stations 
have  been  certified  since  1988.  In  addition  to  eliminating  U.S. 
jobs,  safety  has  been  severely  threatened.  It  is  critical  that  the 
original  intent  of  FAR  145  be  restored.  Prior  to  December  1988 
foreign  repair  of  U.S.  aircraft  was  only  permitted  in  emergency 
situations.  Thereafter,  the  aircraft  was  returned  to  the  United 
States  where  our  mechanics  and  inspectors  would  approve  the 
emergency  repair  of  the  aircraft.  This  system  worked  well  and 
insured  safety  from  1949  until  it  was  changed  by  the  then  Secretary 
of  Transportation  in  December  1988.  An  already  understaffed  and 
overextended  FAA  cannot  possibly  Insure  compliance  with  U.S.  safety 
standards  abroad  and  particularly  in  third  world  countries.  In 
addition,  there  is  the  continuing  problem  of  counterfeit  parts. 
There  must  be  a  legislative  prohibition  against  these  threats  to 
safety  and  a  return  to  the  original  Intent  of  FAR  145. 

Overall  safety  was  also  severely  affected  by  the  increase  in 
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airline  operations.  A  severe  strain  is  placed  on  our  air  traffic 
control  system.  In  1981  President  Reagan  engaged  in  the  capital 
punishment  of  the  workplace  by  firing  11,000  experienced 
controllers  for  members  of  the  Professional  Air  Traffic  Controllers 
Organization  (PATCO)  for  striking.  The  system  was  left  with  only 
one-third  of  its  workforce.  Even  today  our  nation's  most 
experienced  controllers  are  still  without  employment.  We  believe 
that  a  twelve-year  sentence  for  the  alleged  crime  of  going  on 
strike  is  cruel  and  unusual.  Moreover,  fuel  wasting  delays  have 
become  commonplace  and  the  safety  of  the  traveling  public  has 
unnecessarily  been  put  at  risk.  We  strenuously  urge  our  new 
President  to  rescind  the  Executive  Order  which  bars  these  capable 
men  and  women  from  resuming  their  posts  so  delays  can  be  decreased 
and  the  critical  margin  of  safety  widened. 
conclusion 

In  conclusion,  it  bears  emphasis  that  deregulation  has  been  a 
stunning  disaster.  No  one,  not  even  Alfred  Kahn  any  longer, 
believes  that  we  should  stay  this  course.  The  academics  who 
seduced  this  Congress  and  the  CEO's  who  have  miserably  mismanaged 
this  industry  can  no  longer  be  trusted  at  the  controls.  If  we  have 
learned  anything  in  the  decade  following  deregulation,  it  is  that 
we  are  desperate  for  a  mid-course  correction. 

The  airline  transportation  industry  is  akin  to  a  public 
utility  which  is  granted  the  privilege  of  operating  in  air  space 
owned  by  the  American  people.  Thus,  there  is  a  well  justified 
public  interest  in  regulating  this  essential  service.   The  lAH 
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believes  that  certain  legislation  is  essential  to  the  salvation  of 
the  air  transport  industry.  We  do  not  expect  nor  do  we  demand  a 
return  to  the  full  regulation  of  the  past.  However,  limited 
reregulation  is  necessary  immediately.  There  is  a  critical  need 
for  an  independent  federal  transportation  commission  to  be  created. 
Such  an  independent  agency  would  be  empowered  to  coordinate  and 
review  airline  pricing  policies  within  '*zones  of  reasonableness." 
Thus,  both  pricing  ceilings  and  floors  would  be  established.  Such 
regulation  would  promote  competition  by  stabilizing  prices  and 
profits  and  would  protect  smaller  carriers  from  predatory  pricing. 
We  strenuously  maintain  that  such  an  agency  is  needed  to  protect 
consumers  and  employees  who  are  the  victims  of  an  economic  warfare 
within  this  industry  unleashed  by  deregulation. 

Safety  can  also  be  promoted  by  increased  regulation.  We  must 
return  to  the  original  intent  of  FAR  145  and  prohibit  the  foreign 
repair  of  U.S.  aircraft.  The  licensing  of  foreign  repair  stations 
must  be  halted.  In  addition,  the  air  traffic  control  system  must 
be  overhauled  and  FAA  equipment  needs  to  be  updated.  The  FAA  needs 
to  immediately  restaff  the  air  traffic  control  system  to  pre-PATCO 
strike  levels  of  1981.  The  rehiring  of  those  air  traffic 
controllers  terminated  for  engaging  in  a  work  stoppage  must  begin 
immediately.  Moreover,  the  determination  of  carrier  fitness  must 
be  taken  more  seriously  by  the  U.S.  Department  of  Transportation. 
Finally,  FAA  staffing  must  be  increased  to  insure  that  safety 
standards  are  maintained. 

The  pendulum  of  deregulation  has  swung  too  far  and  must  now  be 
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reversed.  We  must  return  to  a  sensible  course  of  prudent 
government  oversight.  It  is  time  to  admit  that  deregulation  is  a 
failure.  We  must  get  on  with  developing  a  responsible  alternative 
before  more  airlines  and  many  thousands  more  jobs  are  irretrievably 
lost. 
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FINANCIAL  CONDITION  OF  THE  AIRLINE 
INDUSTRY 


WEDNESDAY,  FEBRUARY  24,  1993 

House  of  Representatives, 
Committee  on  Public  Works  and  Transportation, 

Subcommittee  on  Aviation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  recess,  at  9:36  a.m.  in  room 
2165,  Rayburn  House  Office  Building,  Hon.  James  L.  Oberstar 
(chairman  of  the  subcommittee)  presiding. 

Mr.  Oberstar.  This  morning  we  resume  our  hearings  on  the  fi- 
nancial condition  of  the  airline  industry  hard  on  the  heels  of  the 
subcommittee  and  full  committee  action  yesterday  to  authorize  the 
establishment  of  a  presidential  commission  to  enquire  into  the  fi- 
nancial problems  of  the  airline  industry. 

The  subcommittee  discharged  itself  from  further  consideration  of 
the  bill  and  the  full  committee  took  up  consideration  of  an  amend- 
ment to  or  modification  of  the  commission  legislation  that  was  en- 
acted in  the  last  Congress  to  expand  the  commission,  add  further 
members,  additional  appointees  by  the  President,  and  non-voting 
members  representing  the  House  and  the  Senate. 

Those  appointments  will  be  made  by  the  Speaker  and  minority 
and  majority  leaders. 

We  hope  to  bring  that  legislation  to  the  House  floor  or  expect  to 
bring  it  to  the  House  floor  next  week  under  expedited  procedure 
called  suspension  of  the  rules,  40  minutes  of  debate,  and  we  expect 
passage  of  the  bill.  I  hope  the  Senate  will  act  similarly  so  that  we 
can  have  the  bill  on  the  President's  desk  within  10  days  so  that  the 
commission  can  begin  operating  by  the  first  part  of  March  for  the 
reporting  time  frame  of  90  days. 

As  a  cautionary  note,  while  much  of  the  testimony  today  refers 
to  that  commission,  as  did  testimony  in  our  first  two  hearings, 
there  is  probably  a  greater  level  of  expectation  built  up  for  what  a 
commission  can  accomplish  than  what  it  actually  will  be  able  to  ac- 
complish. 

I  believe  that  the  first  2  days  of  hearings  and  today's  hearing 
will  underscore  for  all  observers  of  the  aviation  scene  the  essential 
complexity  of  the  problems  facing  the  airline  industry.  There  is  no 
single  simple  solution,  no  single  button  that  the  Government  can 
push  or  that  industry  can  push,  to  solve  all  the  problems  all  at  one 
time. 

The  problems  are  here  at  home,  in  the  Pacific  market,  the  Euro- 
pean market  because  of  the  recession  in  the  European  Community, 
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the  recession  in  the  Pacific  Rim,  and  the  domestic  recession  from 
which  we  hope  economic  initiatives  by  the  Administration  are 
going  to  bring  us  out  and  restore  vigor  to  the  domestic  economy. 

But  even  if  all  of  those  plans  succeed  to  their  wildest  expecta- 
tions, there  are  still  lingering  difficulties  that  have  to  be  dealt  with 
in  multi-faceted  ways.  The  benefit  of  the  commission  will  be  that  it 
can  focus  in-depth,  at  length,  independently,  and  specifically  on  the 
problems  and  perhaps  guide  the  way  to  some  incremental  steps. 

Prior  to  that  action,  however,  I  think  we  will  have  compiled  the 
best  and  most  illuminating  information  about  the  condition  of  the 
industry  and  the  best  thought-out  recommendations  for  actions 
that  can  relieve  its  problems. 

Mr.  Oberstar.  Mr.  Horn,  do  you  have  any  opening  comments? 

Mr.  Horn.  No,  sir.  I  commend  your  leadership  and  that  of  Mr. 
dinger.  I  suggest  we  proceed. 

Mr.  Oberstar.  We  have  a  long  list  of  witnesses  again  today  and 
we  intend  to  hear  each  one  of  them  independently  and  thoroughly 
for  their  comments.  We  appreciate  the  time  and  effort  contributed 
by  all  witnesses  to  preparing  very  thoughtful  and  very  substantive 
testimony  which  will  be  very,  very  useful  for  our  committee's  work, 
for  that  of  the  House,  and  for  that  of  the  commission. 

Our  first  witness  this  morning  is  Mr.  John  Dasburg,  President 
and  CEO,  Northwest  Airlines.  Northwest  Airlines  has  a  long  histo- 
ry, going  back  to  1926  when  a  very  enterprising  businessman  bid 
on  and  was  awarded  by  the  U.S.  Postal  Service  a  Government  mail 
contract  to  fly  mail  between  Chicago  and  Minneapolis /Saint  Paul. 

Unfortunately,  flying  in  those  days  was  much  more  hazardous 
than  it  has  ever  been  and  three  of  the  five  aircraft  crashed.  The 
airline  was  about  to  go  into  bankruptcy  when  a  group  of  investors 
bought  it  out,  bought  new  aircraft,  reshaped  the  contracts,  and  at 
the  last  minute  in  filing  decided  they  needed  a  name  and  called  it 
Northwest  Airlines. 

It  seems  that  rescue  is  still  underway.  Mr.  Dasburg  is  the  Presi- 
dent and  CEO  of  Northwest  and  has  done  a  splendid  job  of  rescuing 
Northwest  from  the  many  perils  it  has  faced  in  this  uncertain  eco- 
nomic time.  We  compliment  you  on  the  leadership  you  have  shown 
at  Northwest. 

TESTIMONY  OF  JOHN  DASBURG,  PRESIDENT  AND  CEO, 
NORTHWEST  AIRLINES 

Mr.  Dasburg.  Thank  you,  Mr.  Chairman. 

Thank  you,  committee,  for  inviting  me  to  make  some  comments 
this  morning. 

Let  me  introduce  my  general  counsel,  Mr.  Hirst,  and  my  assist- 
ant general  counsel,  Elliott  Seiden. 

I  will  cover  two  subjects  this  morning.  The  first  is  a  proposal 
that  I  would  like  to  make  that  I  believe  would  be  very  helpful  to 
this  industry  in  curing  some  of  its  financial  problems  and  in 
strengthening  its  balance  sheet.  Then  in  addition  I  would  like  to 
spend  a  few  minutes  discussing  the  supply  and  demand  situation  in 
the  industry  by  pointing  out  what  I  believe  are  certain  myths  and 
certain  realities  that  we  currently  understand  and  face. 
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First,  as  we  all  know,  this  industry  is  losing  a  considerable 
amount  of  money  both  in  terms  of  financial  accounting  concepts 
and  in  terms  of  cash  flow.  At  the  same  time  that  we  are  operating 
at  a  loss,  we  are  incurring  a  substantial  excise  tax,  which  we  know 
as  the  passenger  ticket  tax.  This  tax  to  the  industry  is  in  the 
amount  of  $5  billion  to  $6  billion  a  year  and  this  tax  is  imposed  on 
an  industry  that  is  losing  as  much  as  $2  billion  to  $3  billion  per 
year. 

Our  proposal  is  rather  simple  and  would  seem  to  us  to  be  quite 
fair.  We  would  take  the  tax  losses  that  we  are  incurring  and  allow 
the  tax  effect  of  those  losses  to  be  offset  against  the  excise  tax.  In 
the  case  of  Northwest  Airlines  as  an  illustration,  in  1992,  excluding 
one-time  charges,  we  would  have  lost  $400  million  in  a  book-ac- 
counting sense.  Our  excise  taxes  paid  on  the  passenger  tax  were  in 
the  neighborhood  of  $360  million.  We  would  roughly  had  been  even 
had  we  been  allowed  to  integrate  our  taxes  and  view  the  taxes  on 
our  operating  losses  as  being  allowed  to  offset  our  ticket  taxes. 

The  fact  of  the  matter  is  that  this  proposal  does  not  require  an 
allocation  between  or  among  airlines  because  each  airline  incurs 
and  pays  its  own  excise  tax  and  incurs  either  its  own  operating  loss 
or  its  own  operating  profits.  So  the  impact  of  this  proposal  would 
fall  on  each  airline,  depending  on  its  tax  losses  and  depending  on 
the  taxes  that  it  pays  in  the  form  of  excise  taxes. 

It  is  a  relatively  straightforward  proposal.  Let  me  mention  that 
it  is  not  the  tax  loss  that  is  used  to  offset  the  excise  tax.  It  is  the 
tax  on  the  tax  loss  that  is  used  to  offset  the  excise  tax.  In  other 
words,  only  a  tax  should  credit  against  a  tax  and  not  an  income 
item  against  a  tax. 

To  make  that  clear,  if  an  enterprise  had  a  $1  billion  tax  loss,  the 
Federal  tax  rate  of,  let's  say,  33  percent  would  have  created  a  tax 
benefit  when  that  loss  is  carried  forward  against  future  taxable 
income  of  $333  million,  applying  the  tax  rate  to  the  taxable  loss  of 
the  company.  It  is  that  $333  million,  or  the  tax  on  the  tax  loss,  that 
should  be  credited  against  the  excise  tax. 

This  presents  us  not  with  a  permanent  difference,  but  with  a 
timing  difference.  This  is  not  a  permanent  suspension  of  the  excise 
tax  and  it  is  not  a  permanent  loss  of  revenues.  The  reason  being  is 
that  the  net  operating  losses  under  current  tax  law  can  be  carried 
forward  for  15  years  to  offset  future  taxable  income.  As  a  conse- 
quence, what  we're  proposing  is  that  you  take  those  losses  today, 
attribute  the  tax  rate  to  them,  and  offset  them  against  today's 
excise  taxes. 

Once  having  used  them  up  to  reduce  today's  excise  taxes,  they 
will  not  be  available  to  offset  future  taxable  income.  So  when  this 
industry  becomes  profitable,  it  will  be  paying  income  taxes  that  it 
would  not  be  paying  were  it  to  have  the  net  operating  losses  still 
available  to  offset  future  taxable  income.  So  this  is  a  very  straight- 
forward and  direct  proposal. 

Before  I  go  on  to  the  second  part  of  my  testimony,  which  deals 
with  the  supply  and  demand  situation  in  the  industry,  would  the 
committee  like  to  ask  me  questions  on  this  proposal? 

Mr.  Oberstar.  You  may  proceed  with  your  entire  statement. 

Mr.  Dasburg.  I  will  use  two  charts  for  my  second  discussion. 
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Let's  look  at  the  supply  and  demand  situation  in  this  industry. 
The  points  I  want  to  make  are  that  in  a  classical  sense  this  indus- 
try is  not  in  oversupply.  What  it  is  in  is  under-demand.  There  is  a 
vast  difference  in  the  dynamics  of  an  industry  that  is  in  oversupply 
versus  one  that  is  in  under-demand. 

What  you  see  from  this  chart  is  that  in  1988  there  were  530  bil- 
lion domestic  ASMs.  As  we  all  know,  the  ASM  is  the  measure  of 
capacity  in  this  industry.  There  were  530  billion  domestic  ASMs  in 
1988.  In  1992,  the  DOT  data  is  not  yet  available,  but  if  you  annual- 
ize the  last  12  months,  we  will  have  543  billion  domestic  ASMs. 
That  is  less  than  1  percent  compound  growth  in  this  industry  in 
capacity. 

Now  let's  go  back  to  1988.  You  are  aware  that  1988  and  1989 
were  the  years  when  we  had  the  highest  margins  post-deregulation 
in  the  industry.  These  are  the  operating  margins  for  the  industry 
in  1988  and  1989. 

In  1988  and  1989,  with  530  billion  ASMs,  this  industry  had  the 
highest  operating  margins  that  it  had  since  deregulation.  In  1992, 
with  543  billion  ASMs,  again  only  a  compound  growth  in  supply  of 
.6  percent,  this  industry  endured  a  substantial  loss  and  had  only  an 
8.6  percent  operating  margin. 

If  the  ASMs  remain  roughly  flat,  and  if  in  1988  and  1989  the  in- 
dustry was  profitable,  something  else  must  have  happened  besides 
supply.  So  there  is  not  an  oversupply  problem  in  this  industry  in 
the  classical  sense  of  the  word.  Classical  economics  would  tell  you 
that  if  we  had  high  margins  in  1988  and  1989  on  530  billion  ASMs, 
that  what  would  have  happened  is  that  this  margin  would  have  in- 
duced new  capacity,  that  capacity  would  have  been  invited  into  the 
market,  and  then  margins  would  have  decreased. 

The  only  case  you  can  make  for  that  here  is  the  spike  up  in  1990 
and  the  spike  back  down  in  1991.  But  even  this  spike  is  about  6 
percent  on  the  supply  and  it  returned  by  about  4  percent. 

So  basically  looking  at  the  order  and  magnitude  of  numbers 
here,  you  have  to  look  elsewhere  for  the  problem.  I  think  we  can 
find  it.  What  has  happened  is  that  the  economy  has  shrunk,  gross 
domestic  product,  in  fact,  declined  in  1991  by  1.2  percent,  and  the 
industry's  demand  began  to  fall  off. 

It  fell  off  because  the  economy  shrunk  and  because  there  was  a 
structural  change  in  business  demand.  In  the  late  1980s,  businesses 
and  large  corporations  began  to  gain  control  of  their  travel  expend- 
itures through  new  computerized  programs  and  new  technology.  So 
we  had  a  structural  change  in  business  demand  and  at  the  same 
time  we  were  impacted  by  a  declining  economic  situation  in  North 
America. 

This  tells  us  that  assuming  we  don't  have  major  increases  in 
supply  in  1993  and  1994,  with  some  correction  in  demand — and 
that  is  with  a  growing  economy,  which  we  are  all  beginning  to  fore- 
cast for  1993  and  1994 — we  will  see  some  corrections  in  the  demand 
patterns  for  our  product  and  we  will  begin  to  see  a  return  to  a 
healthy  industry. 

We  have  one  other  problem:  cost  pressures.  Our  costs  are  escalat- 
ing. As  an  industry,  we  also  must  get  control  of  our  costs.  So  it  is 
one  thing  for  improving  revenues  to  be  forecasted  based  on  an  im- 
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proving  economy.  It  is  another  thing  for  us  to  get  control  of  our 
costs.  The  entire  industry  must  focus  on  that. 

Now,  let's  look  at  what  happens  from  a  pricing  point  of  view.  If 
capacity  is  relatively  flat,  and  if  we  have  declining  demand,  what 
does  this  industry  do?  Because  we  have  a  perishable  product  and 
we  want  to  sell  those  seats  because  the  marginal  cost  of  those  seats 
is  relatively  low,  the  industry  drops  its  price.  That  is  the  natural 
reaction.  We  drop  it  very  quickly  and  very  rapidly. 

Because  of  the  computerized  reservation  systems  and  the  avail- 
ability of  the  material  on  our  pricing  within  the  marketplace,  the 
customers  can  react  quickly,  the  airlines  react  quickly,  and  we 
drop  our  prices  and  fill  our  planes.  So  it  should  be  no  surprise  that 
in  1988,  1989,  1990,  and  1991  the  capacity  that  we  sold  remained 
relatively  flat  as  well. 

So  not  only  supply,  but  capacity.  That  is  because  the  hub  and 
spoke  system  was  relatively  mature  by  1986  and  1987.  So  by  1988 
we  basically  had  the  structure  in  place  in  this  industry  to  serve  our 
customers.  By  marketing  our  product  and  filling  up  during  peak 
times  and  not  filing  up  during  shoulder  periods,  we  end  up  with 
roughly  a  61  percent  load  factor  in  this  industry.  You  can  see  that 
pattern,  plus  or  minus  1  percent. 

There  is  an  aberration  in  1992  here  which  is  a  separate  phenom- 
ena of  what  happened  during  the  summer.  But  even  there,  in  the 
aggregate  we  see  about  1  percent  out  of  alignment  or  about  5.5  bil- 
lion ASMs  for  the  industry. 

So  now  we  know  that  capacity  is  flat,  the  industry's  structure 
dictates  a  certain  type  of  load,  so  where  is  the  pricing  phenomena? 
How  do  you  argue,  for  example,  knowing  this  data,  that  a  Chapter 
11  carrier  has  in  any  way  distorted  pricing?  If  the  ASMs  are  flat, 
and  if  the  loads  are  flat,  and  if  you  see  that  demand  is  tailing  off, 
one  would  think  if  a  Chapter  1 1  carrier  was  distorting  pricing  that 
you  would  see  spikes  in  this  demand  number.  You  would  see  spikes 
in  load.  You  would  drop  prices  down  so  low  that  you  would  oversti- 
mulate  demand  to  offset  what  was  going  on  in  the  marketplace. 

But  you  don't  see  any  evidence  of  that  here.  So  I  don't  believe 
that  there  is  sufficient  evidence  today — and  I  am  not  here  as  an 
apologist  for  Chapter  11  carriers — but  when  you  recognize  that  ca- 
pacity is  flat  and  load  factors  are  in  line  and  the  structure  of  the 
industry  is  established,  I  think  it  is  hard  to  make  a  case  that  Chap- 
ter 11  carriers  have  distorted  the  pricing  of  the  industry  at  this 
time.  Maybe  they  will  some  day,  but  you  can't  make  that  case 
today. 

So  what  has  happened?  We  look  at  the  capacity  charts  and  it  is 
relatively  straightforward.  This  is  the  capacity  in  the  industry,  530 
billion  ASMs  in  1988.  This  is  the  capacity  of  the  industry  in  1992, 
543  billion  ASMs.  This  is  your  6.6  percent  growth. 

Now  we  look  at  what  happened.  American,  Delta,  and  United  in- 
creased their  capacity  by  roughly  60  billion  ASMs — you  can  see 
that  here — for  a  compound  growth  rate  of  4.5  percent. 

During  that  period  of  time,  the  Chapter  11  carriers  that  were  liq- 
uidated lost  60  billion  ASMs,  dropped  out  of  the  market,  and  there 
is  simply  a  shifting  of  capacity,  as  you  have  heard  in  previous  testi- 
mony, from  the  people  who  went  out  of  business  to  the  people  who 
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stayed  in  business.  Indeed,  at  Northwest  Airlines,  we  took  our  own 
share  of  that  and  we  expanded  during  this  period  of  time. 

All  airlines  were  thinking  in  1988  and  1989,  by  looking  at  our 
margins,  that  it  was  time  to  expand.  As  you  know  there  is  a  long 
lead  time  on  aircraft,  and  we  began  to  expand  during  a  period  of 
time  during  which  unfortunately  we  had  a  decay  in  cyclical 
demand.  There  you  go — the  problems  of  the  industry. 

The  summary  of  this:  there  is  no  significant  supply  problem  in 
terms  of  supply  increases.  There  is  a  supply  problem  only  in  the 
sense  that  demand  has  decreased.  The  solution  to  that  problem  is 
not  the  pricing  issues  of  Chapter  11  carriers,  but  whether  other  air- 
lines, as  a  matter  of  policy,  should  be  allowed  to  compete.  If  they 
should  be  allowed  to  compete,  when  you  have  a  cyclical  downturn 
the  industry  will  have  cyclical  losses.  And  when  you  have  a  cyclical 
upturn,  the  industry  will  have  cyclical  profits. 

If  they  shouldn't  be  allowed  to  compete,  they  will  drop  out  of  the 
marketplace  during  a  cyclical  downturn  and  we  will  have  a  very 
odd  situation.  Most  times,  when  you  have  a  cyclical  downturn  the 
high  cost  producers  drop  out  of  the  market  and  the  low  cost  pro- 
ducers stay  in  the  market. 

If  those  fellows  were  not  competing  as  we  came  out  of  the  cycli- 
cal downturn,  we  would  have  pushed  out  of  the  marketplace;  the 
low  cost  producers  and  the  market  would  have  retained  the  high 
cost  producers,  a  most  unusual  result  for  an  industry. 

Mr.  Chairman,  that  completes  the  prepared  part  of  my  presenta- 
tion. I  would  be  very  pleased  to  take  questions. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Dasburg.  It  is  refresh- 
ing to  have  witnesses  present  testimony  without  their  nose  glued  to 
every  page  of  the  paper  and  to  speak  from  a  fullness  of  knowledge, 
which  you  certainly  have  done.  It  is  a  very  impressive  presenta- 
tion. 

Let  me  explore  the  first  part  of  your  testimony  for  a  moment. 

Do  you  believe  that  your  tax  initiative  is  revenue  neutral  be- 
cause, to  the  extent  that  you  use  net  operating  loss  to  reduce  ticket 
taxes,  you  would  lose  the  right  to  use  these  net  operating  losses  to 
reduce  income  taxes?  Is  that  correct? 

Mr.  Dasburg.  That's  correct. 

Mr.  Oberstar.  That  may  not  be  revenue  neutral  from  the  stand- 
point of  the  Federal  budget.  Also,  since  the  Government  operates 
on  a  year-to-year  budget  and  you  have  a  5-year  projection,  at  the 
conclusion  of  the  5  years  or  during  the  course  of  the  5  years  the 
proposal  would  be  revenue  neutral  and  might  even  generate  a  net 
benefit.  Unfortunately,  the  Government  budget  cycle  doesn't  oper- 
ate that  way,  much  as  I  have  tried  to  work  in  that  direction  with 
the  former  chairman  of  the  Budget  Committee,  now  head  of  Office 
of  Management  and  Budget. 

We  all  believe  that  we  ought  to  have  multi-year  budgeting  cycles, 
at  least  2  years  and  firm  5  year  projections.  But  we  are  not  at  that 
point.  We  are  dealing  with  the  budget  as  it  is. 

It  would  seem  that  even  if  we  accept  your  premise  then  the  only 
way  the  Government  would  lose  revenue  is  if  Northwest  and  other 
carriers  never  returned  to  profitability. 

Mr.  Dasburg.  That's  correct,  Mr.  Chairman. 

Mr.  Oberstar.  You're  not  projecting  that,  are  you? 
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Mr.  Dasburg.  I  am  not  projecting  that,  nor  would  it  be  in  the 
best  interest  of  this  country. 

Mr.  Oberstar.  The  question  that  comes  up  in  the  matter  of  re- 
ducing the  ticket  tax  is,  What  happens  to  fares?  Passengers  are 
asking  us,  "If  you  do  what  the  airUnes  want  and  remove  the  ticket 
tax,  does  that  mean  that  our  fares  go  down,  or  are  they  just  going 
to  pocket  the  increment  and  turn  it  to  profit?" 

Mr.  Dasburg.  I  have  a  view  on  that.  There  is  clearly  an  elastici- 
ty of  demand.  So  as  a  consequence  there  is  no  doubt  that  during 
profitable  times,  to  some  extent,  the  offset  of  the  ticket  tax  could 
affect  a  pricing  policy.  But  in  point  of  fact,  during  difficult  times 
for  this  industry — as  we  are  in  now  and  as  we  have  recently  been 
through — the  fact  of  the  matter  is  that  we  are  not  passing  through 
that  ticket  charge  now  because  the  industry  generally  prices  to 
demand  and  not  to  cost. 

Since  we  price  to  demand  and  we  are  currently  losing  in  the  ag- 
gregate billions  of  dollars  and  as  individual  airlines,  with  one  noted 
exception,  are  losing,  it  is  highly  unlikely  that  in  the  near  future 
all  of  this  tax  would  find  its  way  to  a  reduced  fare.  A  good  portion 
of  it  would  find  its  way  to  benefit  the  airlines.  However,  some  of  it 
clearly  would  benefit  a  price  action  because  there  is  some  elasticity 
in  demand. 

This  is  one  of  those  proposals  contrasted,  for  example,  to  a  capac- 
ity constraint  proposal.  It  is  clear  in  a  capacity  constraint  type  pro- 
posal— and  I  have  heard  that  going  around  the  industry — that  from 
a  pricing  point  of  view  if  you  control  capacity  it  will  have  a  more 
direct  bearing  on  the  price  that  a  customer  will  pay — typically 
higher.  In  this  particular  case,  to  the  extent  that  an  enterprise 
chooses  not  to  use  this  refund  as  strengthening  of  its  capital  base, 
it  would  then  use  it  to  effect  a  pricing  action,  which  would  be  to 
the  passenger's  benefit. 

This  is  not  a  case  where  you  could  say  that  every  dollar  will  be 
100  percent  one  way  or  the  other  since  there  is  an  elasticity  there. 

Mr.  Oberstar.  On  the  one  hand,  if  the  tax  is  removed,  and  the 
airlines  all  pass  that  benefit  on  to  the  passengers,  there  is  no  bene- 
fit to  the  airline  except  perhaps  increased  turnover.  You  may  be 
able  to  fill  up  more  seats,  but  not  at  a  profit.  Clearly,  airlines  not 
being  eleemosynary  institutions,  are  going  to  pocket  most  of  what- 
ever tax  relief  there  would  be  in  order  to  return  the  airline  to  prof- 
itability. 

Mr.  Dasburg.  That  is  correct. 

Mr.  Oberstar.  You  don't  have  a  percentage  in  mind?  You  say 
that  the  market  will  drive  whatever  benefit  is  passed  on  to  passen- 
gers in  the  event  of  tax  relief. 

Mr.  Dasburg.  That's  correct.  And  each  airline  will  be  faced  with 
a  different  mix  of  losses  and  refunds.  Each  airline  will  make  a  deci- 
sion on  how  much  strength  it  needs  in  its  balance  sheet  and  how 
much  it  will  pass  on,  but  ultimately  the  market  clears  the  price.  As 
we  all  know  in  this  industry,  whatever  the  pricing  action  is,  it  is 
the  same  for  every  airline  and  it  is  immediately  communicated  to 
the  public. 

Mr.  Oberstar.  And  the  only  airline  that  wouldn't  benefit  from 
this  is  Southwest  because  they  have  made  a  profit. 
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Mr.  Dasburg.  You  are  correct,  Mr.  Chairman,  but  I  might  say 
that  with  my  colleague  and  good  friend  Mr.  Kelleher  here,  he  is 
the  only  airline  that  doesn't  need  it. 

Mr.  Oberstar.  Mr.  Horn? 

Mr.  Horn.  You  have  a  very  interesting  proposal.  Have  you  had 
the  opportunity  to  discuss  it  with  Members  of  the  Committee  on 
Ways  and  Means,  which  has  jurisdiction  in  this  area  or  staff?  If  so, 
what  has  been  their  reaction? 

Mr.  Dasburg.  We  developed  this  proposal  over  the  last  few 
weeks.  I  did  have  an  opportunity  to  mention  it  to  President  Clinton 
on  Monday  when  we  had  our  round  table  discussion  and  to  Mr. 
Pena  following  that.  At  least  based  on  those  discussions,  I  viewed  it 
as  being  received  well  and  appearing  to  be  practical.  That  was  a 
superficial  presentation  and  a  superficial  analysis. 

This  has  been  my  first  opportunity  to  really  sit  down  and  begin 
to  explain  it. 

Again,  in  my  view,  I  had  the  fortunate  or  unfortunate  circum- 
stance of  having  been  a  tax  lawyer  early  in  my  career.  My  view  is 
that  viewing  taxes  as  being  integrated  has  a  certain  amount  of 
both  intellectual  and  practical  appeal  in  viewing  an  income  tax 
and  an  excise  tax  when  it  is  a  10  percent  excise  tax  on  tickets  in  an 
industry  where  it  is  very  difficult  to  pass  that  tax  through.  That  is 
a  circumstance  under  which  I  find  integrating  taxes  very  appeal- 
ing, again,  both  in  an  intellectual  and  practical  sense. 

Mr.  Horn.  Moving  to  your  table  there,  the  available  seat  miles 
come  as  a  surprise  to  a  lot  of  us,  I  suspect,  when  you  chart  that  out 
since  we  have  been  using  the  figures  of  700  new  aircraft  brought 
on-line  in  the  last  3  years,  500  by  the  big  three  and  200  by  the  rest 
of  the  industry. 

Is  there  something  missing  there?  Were  you  surprised? 

Mr.  Dasburg.  I  was  very  surprised  when  I  did  this  work  original- 
ly. I  actually  have  this  traced  by  aircraft.  If  you  look  at  the  shells 
that  come  in  and  out  of  the  system  you  will  find  that  there  are  an 
awful  lot  of  shells  in  the  desert.  The  reason  is  that  most  airlines 
add  new  aircraft  as  opposed  to  rehabilitating  someone  else's  air- 
craft for  a  variety  of  reasons. 

As  a  consequence,  what  you  have  really  seen  is  a  replacement. 
So  as  Eastern's  aircraft  go  on  the  ground,  or  Pan  Am's  domestic 
aircraft  go  on  the  ground,  or  Midway's  domestic  aircraft  go  on  the 
ground,  new  shells  take  their  place.  I  can  trace  aircraft-by-aircraft 
and  you  can  see  exactly  where  they  went. 

But  they  follow  the  capacity  there.  So  if  you  see  an  airline  that 
had  capacity  there,  you  can  follow  the  shells  right  through. 

Mr.  Horn.  What  intrigued  me  was  that  despite  that  seemingly 
great  expansion  of  capacity,  we  have  had  that  study  line  because  I 
have  been  asking  witnesses  if  there  were  such  a  magic  wand  waved 
and  we  had  an  investment  tax  credit  for  equipment,  should  that  be 
tailored  specifically  to  reduce  an  equal  amount  of,  say,  stage  II  air- 
craft capacity  as  you  encourage  stage  III  aircraft  and  more  noise- 
less aircraft  and  not  upset  the  seat  capacity  that  there  is,  or  if  you 
do  upset  it  and  decline  it,  at  least  you  are  advancing  in  terms  of 
how  the  average  citizen  that  lives  under  that  aircraft  might  react 
to  it. 
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Mr.  Dasburg.  I  believe  that  if  you  look  at  the  economics  of 
adding  new  aircraft  in  this  country,  it  is  very  difficult  to  forecast  a 
positive  economic  return  on  the  new  aircraft  now.  There  is  a  tend- 
ency, as  you  could  see,  in  1988  and  1989  for  all  of  us  to  believe  that 
1988  and  1989  was  a  good  proxy  for  the  future.  What  we  do  as  busi- 
nessmen is  typically  overstate  our  future  and  then  we  fall  into  the 
valley  and  then  we  can't  see  back  up  the  next  hill. 

Today,  a  small  aircraft — for  illustration  purposes,  say,  a  100-seat 
aircraft — is  very,  very  difficult  to  financially  justify.  If  we  have  a 
substantial  change  in  demand  and  the  economics  of  this  industry 
improve,  then  we  could  justify  new  aircraft.  Once  one  reaches  the 
decision  that  one  wants  new  aircraft,  then  an  investment  tax  credit 
reduces  the  financial  burden  of  acquiring  those  aircraft.  Then,  of 
course,  it  would  be  welcome. 

But  the  fundamental  decision  is  not  made  based  on  an  invest- 
ment tax  credit.  The  fundamental  decision  is  based  on  one's  assess- 
ment of  supply  and  demand  in  the  industry. 

Mr.  Horn.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Thank  you,  Mr.  Horn. 

Mr.  Coppersmith,  you  are  recognized  for  questions. 

Mr.  Coppersmith.  Thank  you,  Mr.  Chairman. 

Mr.  Dasburg,  I  guess  the  point  you're  trying  to  make  is  that 
what  we  have  is  not  necessarily  overcapacity  but  underdemand.  I 
think  you  also  said  that  the  industry  structure  is  such  that  the 
Chapter  11  airlines,  or  the  carriers  on  the  margin,  are  not  neces- 
sarily in  a  position  to  dictate  prices  to  the  other  airlines.  Would 
that  be  a  fair  representation? 

We  have  heard  the  argument  before  that  some  of  the  smaller 
carriers  are  driving  prices  down  in  particular  markets  or  along 
particular  routes.  Do  you  agree  with  that  statement? 

Mr.  Dasburg.  Sir,  there  are  two  facets  to  your  observation.  The 
first  is  that  in  this  industry  if  someone  prices  their  product  down, 
we  all  must  price  down  with  that  price  point  for  the  reason  that  all 
our  customers  know  the  price  instantaneously. 

So  then  the  question  is.  Is  there  any  evidence  that  a  Chapter  11 
carrier  or  carriers  in  the  aggregate  are  following  a  policy — unspo- 
ken policy — based  on  cost  structure,  protection  of  the  courts,  or 
whatever  that  is  leading  to  artificially  lower  prices  in  the  industry? 

It  would  seem  to  me  to  support  that  allegation  or  position  one 
would  have  to  find  some  kind  of  variations  in  the  load  factors  in 
the  industry  where  these  price  points  are  driving  up  capacity.  I  am 
only  suggesting  that  the  data  doesn't  prove  that.  I  am  not  so  sure 
that  the  data  disproves  it,  but  it  is  not  so  obvious  by  looking  at  the 
loads  in  the  industry,  which  are  essentially  flat  until  1992,  that  the 
pricing  actions  of  an  individual  group  of  carriers  has  truly  distort- 
ed the  loads  in  this  industry. 

In  other  words,  it  may  very  well  be,  assuming  the  capacity  of  car- 
riers in  Chapter  11  was  in  the  market  during  this  period  of  time, 
assuming  the  capacity  was  there,  that  the  industry  would  have 
priced  itself  the  exact  same  way  that  it  priced  itself  in  1988 
through  1991. 

Mr.  Coppersmith.  Let  me  approach  it,  then,  from  a  different  di- 
rection. 
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Do  you  think  that  pricing  decisions  by  any  of  the  Big  Three 
would  have  had  a  similar  effect?  Have  they,  in  fact,  had  that  sort 
of  effect?  Have  you  seen  Big  Three  pricing  changes  that  have  af- 
fected yours,  and  how  did  these  changes  affect  your  company? 

Mr.  Dasburg.  I  would  like  to  answer  your  question.  We  are  in- 
volved in  a  significant  lawsuit  between  ourselves  and  American 
Airlines  over  American  Airlines  pricing  actions.  My  counsel  have 
advised  me  that  that  is  not  a  question  I  can  answer. 

Mr.  Coppersmith.  I  normally  don't  ask  such  good  questions, 
[Laughter.] 

I  presume  that  any  attempt  to  try  to  get  information  on  any  sort 
of  impact  would  be  tied  up  in  the  lawsuit  and  you  would  not  want 
to  share  some  of  that  information  with  the  subcommittee. 

Mr.  Dasburg.  I  would  like  to  share  as  much  as  counsel  will  let 
me. 

Let  me  have  just  one  short  discussion  for  a  moment,  please. 

Mr.  Coppersmith.  Sure. 

[Discussion  held  off  the  record.] 

Mr.  Dasburg.  Based  on  the  advice  of  counsel,  I  can  respond  as 
follows. 

Yes,  there  are  numerous  examples  of  airlines  other  than  those 
airlines  in  Chapter  11  pricing  their  product  below  average  costs 
and  thus  doing  damage,  if  you  will,  to  the  economics  of  this  indus- 
try. Indeed,  our  lawsuit  against  American  Airlines  is  predicated  on 
the  fact  that  their  pricing  actions  last  April  and  then  in  the 
summer  did  indeed  do  that. 

That  is  all  they  will  allow  me  to  say. 

Mr.  Coppersmith.  As  a  recovering  attorney  myself,  I  understand. 
[Laughter.] 

Mr.  Laughun  [assuming  Chair].  Mr.  Collins? 

Mr.  Collins.  Mr.  Dasburg,  you  referred  in  your  comments  in  sev- 
eral areas  that  you  support  the  President's  proposal  in  the  State  of 
the  Union  Address.  One,  you  endorse  raising  the  corporate  income 
tax.  How  about  the  alternative  minimum  tax?  How  do  you  feel 
about  that  and  do  you  support  also  an  increase  in  that  rate? 

Mr.  Dasburg.  Yes,  I  do. 

Mr.  Collins.  You  support  the  deduction  of  corporate  salaries 
over  $1  million.  Does  that  actually  affect  Northwest? 

Mr.  Dasburg.  Unfortunately,  no.  [Laughter.] 

Mr.  CoLUNS.  You  also  endorse  eliminating  the  deductibility  of 
lobbying  expenses.  To  what  cost  is  that  to  Northwest  at  this  time? 

Mr.  Dasburg.  Very  small. 

Mr.  Collins.  We  won't  get  into  gross  and  net  on  that  one. 

You  also  mentioned  endorsing  expending  the  earned  income  tax 
credit  for  low  income  citizens.  In  your  opinion,  do  you  think  by  en- 
hancing the  income  of  those  citizens  there  will  be  more  of  that 
income  level  travelling  by  air? 

Mr.  Dasburg.  I  have  never  thought  of  it  in  any  detail.  I  think 
there  would  be  more  travelling  by  air,  but  I  endorse  it  as  a  general 
rule  of  economics  in  this  country. 

Mr.  Collins.  You  mentioned  also  that  during  the  last  5  years 
you  have  had  a  loss  of  $1.48  billion,  you  paid  $1.55  billion  in  trans- 
portation excise  taxes.  What  will  be  the  effect  on  Northwest  the 
President's  proposal  whereby  the  average  income  of,  say,  $40,000  a 
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year  will  be — the  tax  liability  will  be  increased  from,  say,  $200  plus 
a  year.  Do  you  think  that  will  have  any  effect  on  your  passenger 
miles? 

Mr.  Dasburg.  I  think  any  time  there  is  a  reduction  in  disposal 
income,  in  one  form  or  another,  it  will  have  some  impact  on 
demand. 

Mr.  CoLUNS.  You  mentioned,  too,  that  the  airlines  have  to 
reduce  their  cost.  Other  than  what  Northwest  has  already  done, 
what  other  things  do  you  have  in  mind  to  bring  your  costs  under 
control? 

Mr.  Dasburg.  We  are  looking  at  benefit  costs — which  I  think  all 
industries  and  not  just  the  airline  industry  are  facing — our  benefit 
costs  are  escalating  at  a  compound  rate  of  over  7  percent  per  year 
and  have  for  the  last  5  years. 

We  have  a  very  rapidly  increasing  category  which  we  think  of  as 
rents  and  landing  fees.  This  has  increased  from  1988  at  a  com- 
pound rate  of  almost  10  percent.  We  are  working  very  closely  with 
the  airport  authorities  and  becoming  more  involved  with  their 
budgeting  process.  Hopefully  we  will  be  able  to  help  contain  these 
costs. 

Then  we  are  working  with  our  labor  leadership  with  regard  to 
the  overall  labor  costs  and  are  currently  negotiating  with  our  labor 
leadership  for  a  concession  package  that  would  last  for  the  next  3 
years. 

Mr.  Colons.  Have  you  received  a  concession  package  earlier 
from  your  labor? 

Mr.  Dasburg.  No,  we  have  not.  We  have  been  in  negotiations 
now  for  quite  some  time.  These  negotiations  will  be  coming  to  a 
conclusion  over  the  next  few  weeks. 

Mr.  Collins.  In  your  presentation  to  the  President,  how  did  he 
receive  your  overall  package,  both  pro  and  con? 

Mr.  Dasburg.  We  did  not  present  this  package.  We  went  around 
the  table  and  were  each  given  a  few  minutes  to  make  a  proposal.  I 
proposed  the  tax  idea  and  I  presented  it  as  being  fair  based  on  inte- 
grating income  taxes  and  excise  taxes.  My  view  and  my  colleague's 
view  was  that  it  was  well  received. 

Mr.  Collins.  Thank  you. 

Mr.  Oberstar  [Chair].  The  gentleman's  time  has  expired. 

Ms.  Danner? 

Ms.    Danner.  I  have  no  questions  at  this  time,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Laughlin? 

Mr.  Laughun.  Thank  you,  Mr.  Chairman. 

Mr.  Dasburg,  as  I  understand  the  tax  proposal  you're  discussing, 
the  taxes  that  you're  collecting  are  taxes  imposed  by  our  law  that 
the  airlines  merely  collect  along  with  selling  their  ticket.  Is  that 
correct? 

Mr.  Dasburg.  That  is  correct. 

Mr.  Laughlin.  And  if  I  understand  your  proposal,  you  are 
asking  us  to  allow  you  to  write  off  operating  losses  against  a  tax 
that  you're  collecting  on  behalf  of  the  Federal  Government. 

Mr.  Dasburg.  That  is  correct  in  the  technical  sense. 

Mr.  Laughlin.  I  am  tr5dng  to  understand  what  it  is  you're 
asking  us  to  do. 

Mr.  Dasburg.  That  is  correct  in  a  technical  sense. 
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Mr.  Laughlin.  What  is  the  non-technical? 

Mr.  Dasburg.  We  collect  those  taxes  on  behalf  of  the  Govern- 
ment. However,  those  taxes  raise  the  price  of  our  ticket.  As  a  con- 
sequence, those  taxes  reduce  our  income.  So  even  though  we  are 
collecting  it  on  behalf  of  the  Government,  it  is  a  tax  nonetheless. 

Mr.  Laughlin.  So  if  you  were  not  having  to  collect  that  tax,  are 
you  telling  us  that  you  would  have  more  money  to  run  your  air- 
lines with? 

Mr.  Dasburg.  Absolutely. 

Mr.  Laughlin.  Getting  back  to  what  you're  asking  us  to  do,  if  I 
understand  your  proposal  correctly,  wouldn't  this  amount  to  a  sub- 
sidy on  the  part  of  the  Federal  Government  to  the  airlines  who  are 
operating  at  a  loss  or  in  bankruptcy  if  we  allowed  this  procedure? 

Mr.  Dasburg.  Without  answering  the  question  with  regard  to 
bankruptcy,  because  I  think  there  are  some  very  technical  rules — 

Mr.  Laughlin.  I  will  throw  that  out. 

Mr.  Dasburg.  As  to  airlines  operating  at  a  loss,  this  would  clear- 
ly accelerate  the  time  at  which  we  could  use  our  net  operating 
losses.  It  would  accelerate  the  time.  They  would  then  have  offset 
the  excise  tax  so  they  would  not  be  available  in  the  future  to  offset 
the  taxes  on  taxable  income. 

I  believe — and  I  don't  know  this  as  a  fact  because  I  can't  look  at 
anyone's  income  tax  returns — I  believe  that  if  you  ask  other  carri- 
ers— whether  USAir,  United,  or  Delta — we  can  find  out  exactly 
how  large  their  tax  return  losses  are.  I  imagine,  given  the  results 
of  the  industry  over  the  last  3  years,  that  a  number  of  them  have 
tax  losses  and  would  use  them  to  offset  the  excise  tax. 

Again,  this  is  a  proposal  that  I  believe  would  benefit  the  industry 
in  a  broad  sense.  It  clearly  would  not  benefit  everyone.  It  clearly 
benefits  everyone  differently.  But  it  benefits  no  one  differently 
than  the  taxes  they  incurred. 

So  whatever  your  excise  tax  is,  that  is  the  most  you  can  claim. 

Mr.  Laughlin.  If  I  follow  your  proposal  correctly,  we  are  allow- 
ing you  to  take  what  is  on  the  books  and  on  the  ticket  as  a  tax  and 
use  it  to  operate  your  company  in  dealing  with  whatever  losses  it 
may  have  for  whatever  reason. 

Mr.  Dasburg.  Yes,  sir. 

Mr.  Laughlin.  I  am  concerned  on  these  factors.  Travelling 
around  as  I  do  in  my  district,  I  hear  great  concern  about  corpora- 
tions paying  their  executives  exorbitant  sums  of  money  and  operat- 
ing at  a  loss.  No  one  seems  to  complain  about  the  high  salaries  for 
corporations  making  a  profit. 

Do  you  hear  what  I  hear?  I  know  you  hear  what  I  am  saying. 

Mr.  Dasburg.  I  may  not  pay  much  attention  to  it  because  I  don't 
think  we're  paying  exorbitant  salaries. 

Mr.  Laughlin.  But  you  have  heard  in  the  news  accounts  that 
there  are  companies  in  our  country  that  are  paying  large  salaries 
to  the  CEO  and  they  are  losing  money. 

Mr.  Dasburg.  Right,  salaries  in  the  neighborhood  of  multimil- 
lions  of  dollars. 

Mr.  Laughlin.  That  is  not  how  I  learned  capitalism,  but  rather 
than  debate  it  with  you,  that  is  one  concern. 

A  second  concern  I  have  is  in  your  industry  we  keep  reading 
daily  about  Airbus  and  the  governments  that  support  Airbus  indus- 
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tries  subsidizing  that  company,  who  is  selling  those  airplanes  to  the 
United  States  carriers  at  rates — and  generally  on  the  financing 
side  rather  than  the  ticket  price  of  the  plane — where  our  American 
manufacturers  cannot  compete. 

I  have  a  concern  that  here  we  are  going  to  make  this  change  to 
accommodate  companies  losing  money  to  the  detriment  of  the 
United  States  of  America's  Treasury,  and  we're  going  to  be  helping 
a  company  that  is  going  to  France  or  wherever  Airbus  is  manufac- 
tured to  purchase  airplanes.  We're  going  to  allow  Boeing,  General 
Dynamics,  and  anybody  else  to  lose  money,  laying  off  people,  and 
the  President  and  my  colleagues  from  Washington,  D.C.  are  going 
to  have  to  go  to  Seattle  and  explain  why  more  Boeing  people  are 
getting  laid  off  when  we're  helping  United  States  airlines  buy 
these  foreign  manufactured  planes  being  sold  here  at  a  disadvan- 
tage, in  my  opinion. 

Do  you  follow  that  concern? 

Mr.  Dasburg.  I  follow  that  concern.  My  most  immediate  concern 
is  down-line,  which  is  at  the  airline  level.  As  to  policies  regarding 
the  source  of  aircraft  or  the  source  of  products  used  to  construct 
aircraft,  the  amount  of  the  product  that  has  to  be  American-made 
and  all  of  that,  I  am  certainly  concerned  about  it  and  I  believe  that 
those  are  valid  issues  for  our  Government  to  deal  with. 

But  for  me  as  GEO  of  Northwest  Airlines,  my  most  immediate 
concern  is  the  situation  that  our  airlines  face  in  this  country.  I  be- 
lieve that  my  tax  proposal  is  one  way  to  give  us  relatively  quick 
help  with  our  balance  sheets  and  with  our  cash  flows. 

Mr.  Oberstar.  The  gentleman's  time  has  expired.  We  will  have  a 
second  round  of  questions. 

Mr.  Laughun.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentleman  from  Maryland,  Mr.  Gilchrest? 

Mr.  Gilchrest.  Thank  you,  Mr.  Chairman. 

Mr.  Dasburg,  what  is  the  proposed  BTU  tax?  What  impact  might 
that  have  on  the  airline  industry  in  general  and  your  company  in 
particular? 

Mr.  Dasburg.  There  are  a  number  of  opinions  at  this  time  with 
regard  to  what  that  tax  will  really  mean  to  the  industry.  I  have 
seen  estimates  as  low  as  4  or  5  cents  per  gallon  and  I  have  seen 
estimates  as  high  as  15  cents. 

As  a  general  rule,  1  cent  per  gallon  on  the  jet  fuel  in  this  coun- 
try costs  the  industry  about  $150  million.  If  it  is  5  cents,  it  costs  the 
industry  $750  million.  If  it  is  15  cents,  it  costs  us  $1.5  billion. 

I  think  that  if  the  tax  is  relatively  modest,  then  the  industry  can 
absorb  it  and  accept  it.  I  think  an  industry  that  is  losing  billions  of 
dollars  would  have  a  great  deal  of  difficulty  absorbing  a  $750  mil- 
lion or  $1.5  billion  tax.  So  I  have  publicly  come  out  in  opposition  to 
the  BTU  tax,  but  certainly  if  the  tax  were  a  few  cents  a  gallon  I 
believe  the  industry  would  absorb  it. 

Mr.  Gilchrest.  What  would  happen  if — you  said  the  range  was 
up  to  15  cents  a  gallon? 

Mr.  Dasburg.  Yes.  These  are  technical  analyses  that  the  ATA 
and  others  have  performed.  I  do  not  know  the  exact  number  and 
have  just  been  given  a  range. 
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Mr.  GiLCHREST.  So  then  the  industry  is  going  to  fight  for  the  low 
range.  If  it  comes  out  to  6  or  7  cents  a  gallon  and  the  industry 
can't  withstand  that,  what  would  happen? 

Mr.  Dasburg.  It  would  be  like  all  the  other  expenses  we  can't 
stand.  It  is  which  straw  breaks  the  camel's  back. 

Mr.  GiLCHREST.  Which  companies  would  be  the  most  impacted? 
The  ones  in  Chapter  11?  Would  that  be  the  final  blow? 

Mr.  Dasburg.  That  is  conceivable. 

Mr.  GiLCHREST.  We  hear  that  the  BTU  tax  is  to  raise  revenue.  A 
spinoff  of  that  is  to  create  some  incentive  for  greater  efficiency, 
conservation,  and  new  technology.  Is  any  of  that  being  discussed  in 
the  long-term  in  the  airline  industry? 

Mr.  Dasburg.  That  is  discussed  as  part  of  the  daily  decisionmak- 
ing in  an  airline.  We  are  constantly  looking  for  ways  to  reduce  our 
operating  costs.  Obviously,  new  aircraft  is  one  way  to  reduce  an  op- 
erating cost.  Unfortunately,  new  aircraft  have  a  capital  cost  associ- 
ated with  them. 

As  I  mentioned  earlier  to  the  chairman,  in  today's  environment 
it  is  very  difficult  to  justify  acquiring  a  new  aircraft.  So  as  a  conse- 
quence all  of  the  things  that  are  attendant  to  acquiring  a  new  air- 
craft are  relatively  moot.  The  day  will  certainly  come  when  this  in- 
dustry will  return  to  profitability.  New  aircraft  will  be  things  that 
we  will  be  looking  at  and  we  will  be  able  to  reduce  our  operating 
expenses.  Obviously,  the  more  expensive  fuel  is,  the  more  appeal- 
ing a  fuel-efficient  aircraft  is. 

Mr.  GiLCHREST.  What  would  happen  to  Northwest  if  the  BTU  in- 
creased your  fuel  cost  by  5  or  6  cents  per  gallon? 

Mr.  Dasburg.  For  Northwest  Airlines,  1  cent  increase  is  roughly 
$20  million  per  year,  5  cents  would  be  $100  million.  We  would  have 
a  $100  million  increase  in  our  expense.  That  is  a  substantial  in- 
crease in  our  expense. 

To  contrast  that,  we  spend  about  $250  million  per  year  for  food 
through  our  entire  system  for  our  entire  airline.  So  that  tax  in- 
crease of  5  cents  would  be  equal  to  40  percent  of  our  food  costs. 

Mr.  GiLCHREST.  You  couldn't  cut  out  the  food? 

Mr.  Dasburg.  No.  We  try  from  time  to  time.  [Laughter.] 

Another  point  I  had  made  to  the  Chairman  was  that  our  indus- 
try prices  to  demand  and  not  to  cost.  So  this  is  not  recoverable  in 
the  form  of  ticket  prices. 

Mr.  GiLCHREST.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

The  gentleman  from  the  Virgin  Islands,  Mr.  de  Lugo. 

Mr.  DE  Lugo.  Mr.  Chairman,  I  am  going  to  yield  my  time  to  the 
gentleman  from  Texas,  Mr.  Laughlin. 

Mr.  Laughlin.  I  thank  the  gentleman  for  yielding.  I  would  like 
to  follow  up  on  that  last  line  of  questioning  about  your  proposal. 
You  indicated  that  it  benefitted  all  airlines.  If  we  go  back  to  your 
chart  for  the  Big  Three — Delta,  American,  and  United — if  they  had 
this  same  benefit,  wouldn't  it  leave  the  competition  forces  just  as 
harsh  or  drastic  on  your  carrier  and  the  others  that  are  losing 
money  if  they  had  the  benefit  of  this  proposal  that  you  have 
brought  us? 
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Mr.  Dasburg.  This  would  help  all  airlines  who  are  able  to 
achieve  a  tax  refund.  Yes,  it  would. 

Whether  the  competition  set  stays  as  harsh  or  whatever  is  a 
function  of  a  lot  of  things.  The  competitive  set  in  an  environment 
where  the  GDP  is  growing  at  3  percent  to  3.5  percent  is  relatively 
different  than  the  competitive  environment  where  the  GDP  is 
shrinking  1.2  percent.  A  rising  tide  will  lift  all  ships,  so  to  speak. 

I  believe  that  in  this  industry  our  balance  sheets  have  been  so 
impaired  during  the  last  36  months  that  this  type  of  refund  will 
allow  us  to  restore  our  balance  sheets.  The  fact  that  it  restores  ev- 
eryone's balance  sheet  is  just  part  of  the  fairness  of  the  proposal.  I 
am  worried  about  my  balance  sheet.  It  certainly  improves  my  bal- 
ance sheet  and  it  will  improve  everyone  else's  as  well. 

Mr.  Laughun.  The  last  question  I  would  ask  you  on  that  point 
is,  with  talented  CPAs  and  accountants,  isn't  it  a  fair  assumption 
on  our  part  that  the  Federal  Treasury  would  never  see  this  money 
again?  [Laughter.] 

Do  you  understand  the  question? 

Mr.  Dasburg.  Yes,  I  understand  the  question. 

Certainly  when  I  was  practicing  tax  law  that  was  my  goal.  But  I 
must  say  that  I  never  achieved  it.  I  think  that  the  Treasury  will 
see — if  we  have  a  healthy  industry,  the  Treasury  will  see  ample  tax 
revenues. 

Mr.  Laughlin.  I  thank  you  very  much.  I  thank  the  gentleman 
for  yielding.  I  yield  back  the  balance  of  his  time  to  the  gentleman 
from  the  Virgin  Islands. 

Mr.  DE  Lugo.  I  have  no  questions. 

Mr.  Oberstar.  The  gentlewoman  from  Utah,  Ms.  Shepherd. 

Ms.  Shepherd.  Thank  you,  Mr.  Chairman. 

I  am  very  interested  in  the  subject  of  regulations  and  in  simplify- 
ing those  regulations  and  making  them  work  better  for  business.  I 
spent  some  time  in  business  myself,  so  I  managed  to  get  tortured  a 
little  on  my  own. 

In  today's  testimony,  there  is  a  fairly  long  list  of  specific  things 
that  the  FAA  is  requiring  of  you  that  they  are  not  requiring  now 
including  alcohol  testing  and  the  new  exit  row  seating  and  drug 
testing.  They  are  certainly  major  concerns  for  all  our  constituents 
and  anyone  who  gets  on  an  airplane — although  I  don't  know  why 
the  row  seating  is  being  changed — but  the  drug  and  alcohol  aspects 
in  particular. 

Have  you  all  thought  of  reasonable  regulations  that  would  guar- 
antee our  safety  and  would  make  it  possible  for  you  to  do  business 
without  such  an  expense?  Have  you  put  any  time  or  thought  into 
suggesting  alternatives  for  simplifying  these? 

Mr.  Dasburg.  I  personally  have  not,  but  we  have  people  in  our 
operating  organization  who  work  closely  with  the  ATA.  I  believe 
that  the  ATA  has  taken  very  responsible  positions  on  many  of 
these  items.  There  are  very  good  technical  staffs  at  the  ATA. 

As  the  CEO  of  Northwest  Airlines  my  absolute  first  priority  is 
the  safety  of  our  passengers  and  the  safety  of  our  workers  and  the 
safety  of  our  communities  in  which  we  operate.  That  is  simply  un- 
compromising. 

The  fact  of  the  matter  is  that  safety  has  a  cost  associated  with  it. 
So  we  are  mindful  of  that.  If  the  drug  inspections,  for  example,  are 
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very  costly  and  if  they  produce  very  little  in  terms  of  results,  I 
think  it  is  something  that  has  to  be  carefully  looked  at.  I  don't 
carry  around  the  cost  of  every  regulation  in  my  head,  but  I  just 
happen  to  know  from  a  recent  discussion  that  the  exit  row  seating 
regulation  cost  Northwest  Airlines  $2  million. 

Is  there  a  better  way  to  do  that?  I  think  that  perhaps  there 
might  have  been,  but  the  fact  of  the  matter  is  that  at  the  end  of 
the  day  the  proposal  was  that  we  would  make  those  adjustments  to 
pitch  in  our  seats  and  change  our  exit  seating. 

I  think  one  alternative — and  I  am  not  yet  prepared  to  propose 
this,  but  I  have  been  thinking  about  it — is  perhaps  we  need  a  24- 
month,  not  moratorium — there  is  always  something  we  haven't  dis- 
covered that  we  need  to  impose  on  ourselves  and  costs  money,  so 
we  ought  not  to  be  naive  about  it — but  perhaps  a  zero  base  ap- 
proach that  forces  us  when  we  propose  something  new  that  the  in- 
dustry must  pay  for  to  go  back  and  look  at  what  is  on  the  books 
and  find  out  if  there  isn't  something  there  or  some  things  there 
that  we  couldn't  then  remove  that  have  roughly  an  equal  cost. 

We  can't  get  into  some  big  computational  morass  here,  but  I  am 
certain  that  if  we  went  through  and  had  to  inventory  and  prioritize 
we  would  find  out  that  a  new  regulation  which  we  want  and  need 
and  which  costs  money  can  be  offset  by  removing  something  that 
has  been  on  the  books. 

Ms.  Shepherd.  A  kind  of  pay-as-you-go  regulation  system,  right? 

Mr.  Dasburg.  Yes,  ma'am. 

Ms.  Shepherd.  I  don't  know  if  this  has  any  basis  in  thought,  but 
I  bet  a  lot  of  people  believe  this  also — when  you  say  that  you  don't 
have  any  results,  from  drug  testing,  do  you  mean  that  you  don't 
find  people  who  are  using  drugs? 

Mr.  Dasburg.  We  find  very  few.  We  find  some,  but  we  find  very 
few.  I  would  say  that  this  is  an  area  where  the  cost  of  the  regula- 
tion far  outweighs  the  benefits  that  the  public  would  experience. 

Ms.  Shepherd.  Don't  you  believe  that  the  reason  you  don't  find 
anybody  is  because  they  are  going  to  be  drug  tested  and  therefore 
they  don't  use  drugs? 

Mr.  Dasburg.  I  don't  believe  that. 

Ms.  Shepherd.  You  don't? 

Mr.  Dasburg.  No,  I  don't  believe  that. 

Ms.  Shepherd.  So  you  don't  see  it  as  a  preventative  thing? 

Mr.  Dasburg.  No,  I  don't. 

Ms.  Shepherd.  You  see  it  as  an  after-the-fact  thing. 

Is  there  any  evidence  at  all  to  support  that  view? 

Mr.  Dasburg.  You  read  a  lot  on  this.  I  get  to  it  anecdotally.  My 
father  is  an  alcoholic  and  has  been  all  my  life.  I  am  certain  that 
testing  would  not  have  changed  his  alcoholism.  Had  there  been 
tests,  he  would  have  been  found  on  the  job  having  had  something 
to  drink.  One  would  hope  that  we  have  plenty  of  ways  to  find  that 
without  having  to  have  these  tests  that  shows  up  in  the  perform- 
ance of  the  worker  on  the  job.  I  happen  to  have  my  own  biases  on 
this  subject. 

Ms.  Shepherd.  I  suppose  it  would  keep  the  recreational  users 
from  using  on  the  job  more  than  seriously  addicted  people. 

Mr.  Dasburg.  Perhaps. 

Ms.  Shepherd.  Thank  you  very  much. 
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Mr.  Dasburg.  Thank  you,  ma'am. 

Ms.  Shepherd.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentlewoman  from  Missouri. 

Ms.  Banner.  Thank  you,  Mr.  Chairman. 

I  want  to  say  to  you,  Mr.  Dasburg,  it  is  refreshing  to  be  here  and 
hear  someone  appear  before  us  who  isn't  placing  all  the  blame  on 
someone  else.  That  has  seemed  to  be  prevalent  throughout  testimo- 
ny we  have  heard  in  the  past. 

I  thought  perhaps  in  looking  at  your  testimony  submitted  for  the 
record  on  page  7,  one  paragraph  summarized  everything  you  and 
the  others  have  said.  In  any  event,  there  is  simply  no  point  in  col- 
lecting taxes  today  to  build  air  transportation  infrastructure  for  to- 
morrow when  the  airlines  for  whom  the  facilities  are  being  built 
are  being  destroyed  in  the  process. 

I  believe  that  is  exactly  what  is  happening.  The  airlines  are 
being  destroyed.  As  I  look  at  the  international  airport  in  the  city 
where  I  live,  we're  talking  about  closing  down  one  of  the  terminals. 
Interestingly  enough,  at  the  same  time  we  are  building  a  new 
runway.  The  empty  gates  have  shown  me  time  and  time  again  that 
we  have  fewer  and  fewer  carriers  flying  out  of  our  city.  At  the  rate 
we're  going,  we  will  have  even  fewer.  That  worries  me. 

If  we  are  indeed  left  with  the  Big  Three,  they  would  certainly 
find  adequate  capacity  out  there  right  now  without  building  addi- 
tional runways.  Inasmuch  as  we  have  gotten  along  20  years  with- 
out this  additional  runway,  I  am  a  little  surprised.  But  my  hus- 
band, being  an  airline  captain,  assures  me  that  we  really  need  it. 
My  question  was,  then  how  have  we  landed  safely  for  20  years 
without  it?  [Laughter.] 

Ms.  Danner.  Nevertheless,  I  do  commend  you  for  suggesting  that 
the  problems  are  not  all  to  be  laid  at  the  feet  of  the  bankrupt  air- 
lines. Because  I  am  probably  not  going  to  be  here,  I  can't  resist 
adding  that  much  further  down  the  list — because  I  am  sure  the 
gentleman  is  present — in  his  testimony  he  places  the  blame  on  mis- 
management. I  would  place  the  blame  on  corporate  raiders. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  The  gentleman  from  Texas,  Mr.  Geren. 

Mr.  Geren.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Oberstar.  We  will  begin  a  second  round  of  questioning,  a 
very  brief  opportunity  for  Members. 

Picking  up  on  something  the  gentleman  from  Texas,  Mr.  Laugh- 
lin,  mentioned  earlier  about  Airbus,  while  it  is  well  known  that 
Northwest  is  a  major  customer  of  Airbus,  if  my  memory  serves  me 
right,  I  think  the  Airbus  represents  about  10  percent  of  North- 
west's fleet.  Those  aircraft  were  bought  at  a  time  when  Airbus  air- 
craft included  about  60  percent  material  purchased  from  United 
States  sources.  So  better  than  half  of  the  purchase  price  of  that  air- 
craft was  going  back  to  United  States  suppliers  of  Airbus. 

This  industry  has  lost — if  we  separate  out  the  charges  taken  for 
pension  fund  contributions — the  real  losses  are  in  the  $8  billion 
range.  What  amount  of  that  $8  billion  would  be  available  to  the  in- 
dustry under  your  proposal  for  a  net  operating  loss  offset  for  ticket 
taxes? 

Mr,  Dasburg.  I  do  not  know.  We  would  have  to  ascertain  what 
the  tax  losses  are  for  each  airline.  But  assuming  for  the  moment 
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that  all  $8  billion  had  generated  tax  operating  losses,  then  the 
maximum  number  that  it  could  be  would  be  33  percent  times  $8 
billion.  That  would  put  you  in  the  neighborhood  of  $2.6  billion. 
That  is  the  maximum  credit  that  one  could  find. 

General  counsel  has  mentioned  to  me  that  a  certain  amount  of 
that  has  already  been  carried  back  against  prior  profits.  NOLs  are 
both  able  to  be  carried  back  and  also  carried  forward. 

I  am  guessing  that  if  you  wanted  to  put  a  boundary  on  the  pro- 
posal, it  would  be  certainly  under  $3  billion  at  its  maximum. 

Mr.  Oberstar.  Your  proposal  has  merit,  but  in  order  to  go  from 
meritorious  to  operational,  we  would  have  to  have  more  informa- 
tion. I  would  be  willing  to  see  that  the  Ways  and  Means  Committee 
takes  cognizance  of  the  proposal,  but  we  would  have  to  match  more 
specifics  than  this  very  generalized  concept. 

Mr.  Dasburg.  We  are  prepared  to  do  everything  to  support  you. 

Mr.  Oberstar.  You  have  to  understand  also  that  in  the  curious 
equation  of  budgeting,  every  proposal  for  reduction  in  tax  must  be 
offset  by  an  increase  in  tax  somewhere  else.  If  this  amounts  to  $2.6 
billion,  then  we  are  going  to  have  to  look  someplace  else  in  the  tax 
structure  for  someone  behind  a  tree  to  tax. 

Mr.  Dasburg.  Perhaps  since  we  have  an  excess  of  $5  billion  in 
the  trust  fund  that  has  not  yet  been  earmarked  or  spent,  we  can 
view  this  as  a  temporary  invasion  of  the  trust  fund. 

Mr.  Oberstar.  That  is  not  the  way  the  budget  process  works. 

Mr.  Dasburg.  I  tried,  Mr.  Chairman.  [Laughter.] 

Mr.  Oberstar.  It's  a  good  try,  but  it  won't  work.  I  served  6  years 
on  the  Budget  Committee. 

Mr.  Dasburg.  Herb  Kelleher  told  me  to  approach  it  that  way. 
[Laughter.] 

Mr.  Kelleher.  But  more  deftly.  [Laughter.] 

Mr.  Oberstar.  You're  never  going  to  outdo  him. 

Mr.  Dasburg.  I  knew  I  should  have  had  Herb  rehearse  me  on 
that  one.  [Laughter.] 

Mr.  Oberstar.  I  was  opposed  to  the  2  percent  add-on  to  the  ticket 
tax  in  the  1990  summit  agreement.  I  felt  the  industry  was  already 
making  its  contribution  and  it  should  not  have  been  taxed.  I  also 
opposed  the  highway  user  tax.  That  singled  out  one  economic 
sector  to  bear  the  burden  of  deficit  reduction.  That  burden  should 
have  been  spread  throughout  the  economy.  But  undoing  that  part 
of  it  is  now  going  to  be  much  more  complex  than  imposing  it  in  the 
first  place. 

The  second  concern  with  your  proposal  is  that  if  that  offset 
occurs — or  if,  in  the  alternative,  taxes  on  airline  tickets  are  sus- 
pended— we  are  getting  now  $5  billion  a  year  into  the  aviation 
trust  fund.  We  have  succeeded  in  reducing  that  surplus  from  $7.8 
billion  down  to  $5.3  billion  and  it  will  go  down  to  $4.3  billion  by  the 
end  of  this  year  with  investment  in  AIP  projects  and  in  the  air 
traffic  control  system,  and  $1  billion  interest  on  the  $5  billion 
annual  revenue.  We  might  see  some  considerable  reduction  in  the 
aviation  trust  fund.  That  would  trigger  an  offsetting  demand  on 
general  revenues  because  75  percent  of  operating  costs  of  the 
system  now  comes  from  aviation  trust  fund  taxes. 
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It  would  undermine  a  very  separate  and  unique  claim  that  this 
industry  can  make  to  investment  in  the  infrastructure  needs  for 
aviation.  That's  a  thought  to  keep  in  mind. 

A  final  comment  is  that  one  of  our  subsequent  witnesses  will  say 
that  as  a  result  of  bankruptcy  Chapter  7  and  restructuring  of  other 
airlines,  nearly  73  billion  ASMs  were  removed  from  the  system.  At 
that  same  time,  the  Big  Three  carriers  added  50  percent  to  their 
capacity  and  added  108  billion  ASMs.  That  has  been  the  testimony 
from  the  GAO  and  from  previous  witnesses  in  our  other  2  days  of 
hearings  that  the  big  carriers  in  the  system  are  the  ones  driving 
the  overcapacity  by  continually  adding  seats  in  unrealistic  expecta- 
tion of  growth. 

I  appreciate  your  point  that  if  you  took  all  the  Chapter  11  carri- 
ers out,  you  still  have  an  overcapacity  in  the  system. 

Mr.  Dasburg.  My  point  is  that — that's  fine.  I  accept  your  com- 
ment. 

Mr.  Oberstar.  Mr.  Coppersmith? 

Mr.  Coppersmith.  Mr.  Chairman,  I  would  like  to  yield  my  time.  I 
don't  get  many  opportunities  to  get  a  ringside  seat  for  Mr.  Kelleher 
and  I  don't  want  to  delay  it.  [Laughter.] 

Mr.  Oberstar.  Mr.  Collins? 

Mr.  Collins.  I  will  concur  with  Mr.  Coppersmith. 

Mr.  Oberstar.  Ms.  Banner? 

Ms.  Banner.  No  questions,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Laughlin? 

Mr.  Laughlin.  Thank  you,  Mr.  Chairman. 

Mr.  Basburg,  one  of  the  areas  that  I  think  has  a  negative  impact 
on  your  company  and  others  that  travel  the  international  routes  is 
the  unfair  treatment  that  United  States  carriers  get  in  most,  if  not 
all,  airports.  Since  I  understand  that  you  have  an  association  with 
a  company  that  has  some  familiarity  with  the  operation  of  that  air- 
port in  Amsterdam,  I  will  tell  you  that  I  find  it  highly  offensive 
that  in  London  and  many  other  airports  the  native  carrier  gets 
charged  one  rate  to  land  their  planes  and  the  United  States  carri- 
ers get  charged  substantially  higher  rates  to  land  that  same  size 
airplane  at  that  airport. 

I  have  asked  the  FAA  and  the  GAO  for  those  figures,  Mr.  Chair- 
man. We  still  haven't  seen  them.  But  if  you  will  tell  these  people 
that  you  are  associated  with — and  I  hope  some  of  the  other  inter- 
national operators  are  here  to  know  that  if  they  expect  to  have 
their  airlines  identified  with  United  States  carriers,  we  are  going 
to  take  a  hard  look  into  how  they  treat  your  company  and  all  the 
others  that  are  landing  in  these  airports  and  having  a  dual  treat- 
ment, a  much  lower  rate  for  their  native  carrier  and  a  much 
higher  rate  for  a  United  States  carrier. 

I  think  that  will  have  some  positive  impact  on  these  operating 
losses  you  have  talked  about.  That  is  not  in  the  form  of  a  question, 
but  in  the  form  of  a  request. 

Mr.  Basburg.  I  will  carry  the  message  back  very  forcefully. 

Mr.  Laughlin.  Thank  you. 

Mr.  Chairman,  that  is  all  I  have.  Thank  you.  I  yield  back  the  bal- 
ance of  my  time. 

Mr.  Oberstar.  I  appreciate  the  comment. 

Mr.  Geren? 
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Mr.  Geren.  Thank  you,  Mr.  Chairman. 

I  am  sorry  I  was  not  able  to  hear  your  testimony.  I  was  at  an- 
other hearing,  but  I  did  read  it.  Perhaps  you  have  addressed  this 
earUer,  and  if  you  have  I  will  just  read  the  record. 

Many  of  the  people  who  spoke  at  our  hearings  last  week  talked 
about  the  impact  of  the  bankruptcy  laws  on  their  operations  and 
the  pressure  the  bankrupt  carriers  were  putting  on  prices. 

Could  you  address  that  if  you  have  not  already? 

Mr.  Dasburg.  I  addressed  that  at  quite  some  length. 

Mr.  Geren.  If  you  have,  I  will  just  read  the  record.  I  apologize. 

I  have  no  other  questions,  Mr.  Chairman. 

Mr.  Oberstar.  Ms.  Shepherd? 

Ms.  Shepherd.  I  have  no  questions  at  this  time.  Thank  you. 

Mr.  Oberstar.  With  respect  to  the  point  the  gentleman  from 
Texas,  Mr.  Laughlin,  raised,  the  matter  of  pricing  at  foreign  air- 
ports, their  pricing  mechanisms  are  very  different  from  those  in 
the  United  States.  They  use  peak  hour  pricing  techniques  which 
was  tried  but  stopped  by  a  domestic  airport,  Boston.  Those  peak 
pricing  techniques  have  particularly  adverse  effects  on  internation- 
al carriers  who  have  to  arrive  in  the  United  States  at  certain  times 
in  order  to  get  customers  there  for  business  purposes  or  to  deal 
with  the  body  clock  adjustment  in  international  flights.  They  do 
operate  against  the  interest  of  United  States  carriers. 

That  is  a  matter  that  we  have  asked  our  negotiating  teams  re- 
peatedly under  our  bilaterals  to  deal  with  both  in  the  European 
market  and  Japan,  but  it  is  particularly  onerous  at  Heathrow  and 
elsewhere  on  the  continent. 

Mr.  Dasburg.  That  is  correct. 

Mr.  Oberstar,  That  chart  does  not  include  international  service, 
does  it? 

Mr.  Dasburg.  That  is  intentional  because  if  you  look  at  the 
changes  in  international  service,  you  begin  to  confuse  markets.  In 
fact,  it  is  very  misleading.  You  will  often  see  tables  that  show 
United  States  carriers  total  ASMs.  If  you  see  that,  you  see  a  major 
expansion  in  ASMs  because  United  States  carriers  have  expanded 
outside  the  United  States  quite  dramatically.  What  that  really  does 
is  obfuscate  what  is  going  on  in  North  America. 

Mr.  Oberstar.  I  just  wanted  to  make  the  distinction.  Your  over- 
all calculus  might  be  different  with  international,  but  you  might 
want  to  submit  a  separate  calculation  with  international. 

Mr.  Dasburg.  But  it  would  not  be  germane  to  this  analysis. 

Mr.  Oberstar.  Just  for  comparison  purposes. 

Mr.  Dasburg.  Yes,  sir. 

Mr.  Oberstar.  We  thank  you  very  much  for  your  testimony. 

We  appreciate  having  Mr.  Seiden  and  Mr.  Hirst  here  as  well. 

Thank  you. 

Our  next  witness,  an  airline  of  a  different  kind,  Mr.  Herb  Kel- 
leher.  Chairman,  CEO,  President,  and  principal  cheerleader  for 
Southwest  Airlines.  [Laughter.] 

Mr.  Laughlin.  Resident  of  the  Republic  of  Texas,  Mr.  Chairman. 

Mr.  Kelleher.  Yes,  we  entered  the  Nation  on  our  own  terms. 
Right,  Mr.  Laughlin? 

Mr.  Laughlin.  We  did.  [Laughter.] 
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Mr.  Oberstar.  Mr.  Kelleher,  we  are  very  happy  to  have  you  with 
us  this  morning.  We  very  much  appreciate  your  participating  in 
our  hearing. 

I  might  say  for  my  colleagues  on  the  committee  that  as  I  was 
going  over  the  list  of  witnesses  I  noticed  that  Southwest  Airlines 
was  not  on  that  list  and  asked  the  staff  to  call  and  see  if  they  just 
missed  our  hearing  notice  and  whether  they  might  want  to  partici- 
pate. 

Mr.  Kelleher  said,  "We  did  hear  about  your  hearing,  and  we  did 
get  the  notice,  but  we  didn't  think  we  were  part  of  the  problem." 
[Laughter.] 

Mr.  Oberstar.  I  appreciate  your  particular  good  humor  and  your 
insights.  We  are  glad  to  have  you,  Mr.  Kelleher. 

TESTIMONY  OF  HERB  KELLEHER,  CHAIRMAN,  CEO,  AND 
PRESIDENT,  SOUTHWEST  AIRLINES 

Mr.  Kelleher.  Mr.  Chairman  and  Members  of  the  committee,  I 
am  very  grateful  for  your  invitation  to  testify  so  that  I  may  ac- 
quaint you  personally  with  my  abysmal  ignorance  of  the  airline  in- 
dustry and  business  principles  in  general. 

As  unlikely  as  you  may  find  it,  I  am  a  founder  and  the  President, 
Chairman  of  the  Board,  and  CEO  of  Southwest  Airlines.  I  received 
those  positions  because  I  could  not  handle  anything  competently 
that  was  important  to  the  airlines.  [Laughter.] 

You  may  remember  the  Federal  Express  ad,  "Even  the  Chair- 
man can  do  it."  That  is  me  at  Southwest  Airlines. 

For  those  of  you  unfamiliar  with  us — I  know  we  are  not  a  house- 
hold name  throughout  the  United  States  and  the  world — let  me  tell 
you  just  a  little  bit  about  Southwest. 

We  began  in  1971  with  three  airplanes  serving  the  cities  of 
Dallas,  Houston,  and  San  Antonio.  Because  we  were  strictly  an 
intrastate  carrier  at  that  time,  we  were  not  subject  to  the  economic 
regulation  of  the  Federal  Government  with  respect  to  interstate 
carriage  of  passengers. 

We  had  a  very  rocky  start.  As  a  matter  of  fact,  it  was  like  going 
down  the  rapids  in  the  Grand  Canyon.  It  was  marked  by  prolonged 
litigation  and  anti-competitive  campaigns  by  some  adversary  air- 
lines. 

You  know  what  an  anti-competitive  campaign  is.  That  is  any- 
thing that  an  adversary  does  against  you. 

However,  their  activities  in  this  regard  ultimately  resulted  in 
two  of  them  being  indicted  for  Federal  anti-trust  violations  and 
being  convicted. 

We  made  a  minuscule  profit  for  the  first  time  in  1973.  In  1973  we 
also — and  not  by  way  of  coincidence — established  the  first  profit 
sharing  plan  in  the  American  airline  industry,  which  each  year 
contributes  15  percent  of  our  pre-tax  earnings  to  our  people.  Today, 
the  aggregate  value  of  our  employee  holdings  in  our  profit  sharing 
plan  is  over  $323  million. 

During  the  deregulation  debates  of  the  1970s  in  which  I  partici- 
pated, the  low  fares,  the  frequent  flights,  and  the  high  quality  of 
service  offered  by  deregulated  intrastate  airlines  such  as  South- 
west— and  indeed  mostly  Southwest  by  way  of  example — were  often 
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cited  by  the  advocates  of  deregulation  as  evidence  of  the  consumer 
benefits  which  could  flow  from  deregulating  the  interstate  indus- 
try. 

As  a  matter  of  fact,  a  Member  of  the  United  States  Senate  said, 
"I  have  to  get  this  airline  up  here  to  testify  because  they  charge 
the  lowest  feres  in  America  and  simultaneously  have  the  highest 
return  on  investment  in  the  airline  business."  He  said,  "I  want  to 
find  out  how  that  is  possible." 

I  am  proud  to  tell  you  that  at  least  in  the  case  of  Southwest  Air- 
lines, the  supporters  of  deregulation  were  correct.  Congress'  pas- 
sage of  that  Act  allowed  Southwest  to  expand  its  services  beyond 
the  State  of  Texas.  There  were  some  people  who  opined  that  us 
leaving  the  boundaries  of  the  State  of  Texas  might  be  deleterious 
to  our  future  prospects. 

As  a  matter  of  fact,  there  was  a  Congressman  who  wrote  me  and 
said,  "Herb,  if  you  take  Southwest  Airlines  beyond  the  boundaries 
of  the  State  of  Texas,  I  am  afraid  that  you  will  ruin  it." 

I  wrote  back  and  said,  "Congressman,  I  beg  to  remind  you  that 
man,  not  God,  ordained  the  boundaries  of  the  State  of  Texas." 

He  sent  a  response  that  said,  "Herb,  are  you  sure?"  [Laughter.] 

But  anyhow,  we  survived  that  venture  beyond  the  boundaries  of 
Texas.  Today  we  operate  a  fleet  of  144  modern  Boeing  737  jet  air- 
craft all  built  in  the  United  States  of  America.  Our  fleet  is  one  of 
the  youngest  in  the  American  airline  industry  with  an  average  age 
of  about  6  years. 

In  addition,  we  were  the  launching  customer  to  induce  the  manu- 
facturer— Boeing,  in  this  case — to  proceed  with  the  production  of 
the  airplane.  We  were  the  launching  customer  for  the  new  quiet, 
fuel-efficient,  Boeing  737-300s  and  737-500s,  which  together  with 
the  737-200s,  the  original  airplane,  have  made  the  737  the  best  sell- 
ing commercial  jet  throughout  the  world  in  history. 

In  July  of  this  year,  we  will  receive  from  the  Boeing  company 
2,500  737s  manufactured  by  the  Boeing  company  in  the  United 
States  of  America. 

When  our  passenger  revenues  grew  past  the  $1  billion  mark  in 
1990,  the  United  States  Department  of  Transportation  officially 
classified  us  as  a  major  airline.  With  the  addition  of  service  to  Lou- 
isville in  May,  we  will  serve  37  airports  in  35  cities  in  16  States. 
Our  route  system  will  then  reach  from  Louisville  and  Cleveland  on 
the  east  to  the  Pacific  Ocean  on  the  west  and  from  Chicago  and 
Detroit  on  the  north  to  the  border  with  Mexico  on  the  south. 

Southwest  Airlines  continues  to  offer  the  lowest  unrestricted 
fares  in  the  airline  industry  by  far.  We  believe  that  we  match  these 
low  fares  with  an  excellent  quality  of  service  for  our  customers. 

By  way  of  example,  according  to  statistics  compiled  by  the  De- 
partment of  Transportation  for  1992,  Southwest  Airlines  had  the 
best  record  of  on-time  performance,  the  best  record  of  baggage  han- 
dling, and  the  fewest  customer  complaints  per  passenger  carried  of 
any  major  airline  in  the  United  States.  This  service  was  provided 
to  our  27  million  1992  customers  at  an  average  one-way  fare  of  $58. 

Despite  the  economic  turbulence  in  our  industry.  Southwest  has 
managed  to  remain  profitable,  albeit  not  at  the  levels  that  we  need 
to  cope  with  the  capital  expenditure  demands  of  the  1990s,  which 
are  enormous.  With  over  $1.6  billion  in  passenger  revenues  and  $91 
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million  in  net  income,  1992  marked  the  20th  consecutive  year  of 
profitabihty  for  Southwest  Airlines.  It  also  marked  the  22nd  con- 
secutive year  without  a  lay-off  or  a  furlough  at  Southwest  Airlines. 

I  am  often  asked  how  it  is  that  Southwest  remains  profitable 
while  many  of  the  other  airlines  are  losing  money,  disappearing,  or 
operating  in  bankruptcy.  My  answer  initially  is  charismatic,  effec- 
tive, competent  leadership.  [Laughter.] 

But  I  soon  discover  that  there  is  a  great  deal  of  disbelief  in  that 
and  1  proceed  to  the  real  reasons  involved.  I  would  like  to  discuss 
this  question  with  you  today  in  a  most  straightforward  way. 

I  do  believe  that  there  are  forces  at  work  which  threaten  not 
only  the  profitability  of  Southwest  Airlines,  but  also  the  competi- 
tiveness and  even  the  survival  of  the  entire  United  States  airline 
industry.  I  think  that  is  what  this  committee  is  faced  with.  Do  you 
want  an  airline  transportation  industry  in  America  or  do  we  not? 

First,  let  me  assure  you  that  Southwest  Airline's  success  is  not 
predicated  on  paying  our  employees  non-competitive  wages.  Con- 
trary to  the  assumptions  of  some  folks  who  see  only  our  compara- 
tively low  unit  costs,  all  the  traditionally  organized  work  groups 
are  organized  at  Southwest  Airlines.  Approximately  84  percent  of 
our  employees  belong  to  and  are  represented  by  labor  organiza- 
tions. These  include  major  international  unions  such  as  the  1AM, 
the  International  Brotherhood  of  Teamsters,  and  the  TWU,  along 
with  several  non-affiliated  organizations  representing  only  South- 
west Airlines  employees  such  as  our  pilots  association  and  the 
ramp  operations  and  provisioning  association. 

Our  relations  with  all  our  unions  have  been  excellent  and  all 
have  contracts  running  at  least  until  1994.  The  spirit  and  produc- 
tivity of  our  employees  are  just  two  reasons  why  Southwest  Air- 
lines was  recently  selected  as  one  of  the  top  10  places  to  work  in 
America.  Southwest  was  also  described  in  this  book  by  Messrs.  Le- 
vering and  Moskowitz  as  "strongly  unionized". 

According  to  an  analysis  published  in  the  January  13th  Aviation 
Daily,  which  was  based  on  DOT  form  41  data,  Southwest  Airlines 
dedicated  the  third  highest  percentage  of  its  operating  expenses  to 
employee  compensation  and  benefits  among  all  major  airlines.  Our 
employees  in  turn  reward  us  with  the  highest  level  of  productivity, 
the  highest  level  of  enthusiasm,  love,  and  selfless  dedication  of  any 
organization  I  have  ever  known,  seen,  or  been  a  part  of. 

Our  employees  are,  in  short,  our  greatest  asset.  As  a  group,  they 
are  also  our  largest  owner  holding  about  9  percent  of  our  compa- 
ny's outstanding  stock  through  their  profit  sharing  plan.  Indeed,  I 
am  presently  in  the  process  of  composing  a  letter  to  our  people  tell- 
ing them  that  another  $29.9  million  has  been  contributed  to  their 
profit  sharing  accounts  based  on  our  1992  profitability.  This  repre- 
sents an  average  wage  addition  for  each  Southwest  Airlines  em- 
ployee of  approximately  8  percent  for  the  year  1992. 

Although  we  compete  in  the  national  market  with  competitive 
wages,  although  we  buy  our  airplanes  from  the  same  plants  as 
other  carriers,  although  we  pay  the  same  landing  fees  and  airport 
rentals,  although  we  have  the  same  fuel  costs  as  other  carriers,  and 
although  we  compete  in  the  same  capital  markets  with  other  air- 
lines, the  key  to  Southwest  Airlines  profitability  is  generally  con- 
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sidered  to  be  our  high  level  of  productivity  producing  low  unit  costs 
which  typically  run  about  25  percent  below  our  largest  competitors. 

With  these  lower  unit  costs,  we  are  quite  frankly  able  to  offer 
our  product  at  a  price  low  enough  to  stimulate  the  market  substan- 
tially, thus  producing  a  higher  level  of  demand  and  higher  overall 
revenues.  That  has  been  the  philosophy  of  Southwest  Airlines  since 
its  very  beginning.  Charge  the  very  lowest  fare  that  you  possibly 
can  to  enable  as  many  people  to  fly  as  possibly  can  and  be  profita- 
ble through  volume  and  demand.  We  do  price,  in  large  part,  off  our 
costs. 

It  is  not  uncommon  at  all — as  a  matter  of  fact,  it  is  common — 
that  when  we  enter  a  new  city  pair  market  the  traffic  in  that 
market  will  immediately  double  or  triple  in  size  as  a  consequence 
of  our  entry.  With  our  high  frequencies  and  low  fares,  people  find 
it  much  more  convenient  to  fly  and  are  able  to  do  so  much  more 
frequently,  as  the  Chairman  can  attest  because  he  related  a  story 
to  me. 

He  recently  went  into  Sacramento,  California  and  found  the  air- 
port was  suddenly  crowded  with  people  and  bustling.  All  of  a 
sudden,  there  were  a  lot  of  folks  out  there  who  hadn't  been  there 
before.  We  agreed,  did  we  not,  Mr.  Chairman,  that  it  was  the 
advent  of  Southwest  Airlines  in  Sacramento,  California  that  had 
caused  that  increased  activity? 

Mr.  Oberstar.  It  was  a  very  clear  statement  by  the  airport  au- 
thority. It  was  just  evident.  They  needed  excess  parking  area  that 
was  just  a  grass  field  to  accommodate  the  passengers.  Their  own 
survey  shows  that  it  was  all  due  to  Southwest. 

Mr.  Kelleher.  That's  right.  Now  both  terminals  are  bulging  at 
the  seams.  They  need  a  new  terminal. 

To  put  this  in  people  terms,  you  understand  that  this  is  a  heck  of 
a  lot  of  people  who  are  now  able  to  fly  for  business  and  personal 
reasons  that  otherwise  would  not  have  been  able  to  do  so. 

Our  competitors,  as  a  result  of  our  entry,  frequently  carry  more 
passengers  than  they  did  previously.  That  is  the  result  of  making 
an  effort  to  meet  our  fares. 

In  short,  Southwest  Airlines  is  indeed  living  proof  that  one  of  the 
fundamental  laws  of  economics  works.  Believe  it  or  not,  a  good 
service  at  a  lower  price  does  result  in  greater  demand  and  greater 
overall  consumption  from  which  ensues  profitability. 

The  forces  of  which  I  spoke  earlier,  however,  do  threaten  the  con- 
tinued ability  of  all  carriers — even  Southwest— to  offer  a  service  at 
a  price  low  enough  to  stimulate  demand  sufficient  to  restore  our 
industry  to  profitability.  The  basic  problem  faced  by  the  airline  in- 
dustry today,  simply  put,  is  that  it  costs  more  to  deliver  the  prod- 
uct than  consumers  are  willing  or  able  to  pay  in  sufficient  numbers 
to  fill  the  seats  on  our  airplanes. 

This  problem  is  so  severe  that  many  analysts  believe  that  even  a 
moderate  to  strong  recovery  in  the  economy  will  not  remedy  the 
situation  in  the  foreseeable  future.  I  have  heard  several  solutions 
proposed  for  this  problem. 

Reducing  the  capacity  in  the  system  is  a  solution  proposed  by 
some.  While  this  solution  might  over  time  return  our  industry  to 
profitability,  it  involves  serious — and  in  my  opinion  probably  unac- 
ceptable— social  consequences  and  avoids  addressing  what  in  my 
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opinion  is  the  core  problem  that  faces  our  industry.  The  result  of 
reducing  the  capacity  in  the  system  is  obviously  to  provide  less 
service  at  higher  prices.  The  likely  byproducts  of  that  approach  are 
fewer  airlines,  less  competition,  fewer  airline  jobs,  and  ultimately  a 
less  productive  and  efficient  airline  industry. 

A  second  proposed  solution,  closely  allied  to  the  first,  is  the 
return  to  the  days  of  greater  Government  economic  regulation  of 
the  airline  industry.  This  is  a  solution  suited  for  those  who  wish  to 
return  to  the  days  when  Government  regulations  stifled  competi- 
tion, thwarted  innovation,  and  produced  a  protected,  inefficient  air- 
line industry  which  was  often  unresponsive  to  demands  and  indeed 
where  only  15  percent  of  the  adults  over  21  in  the  United  States 
had  ever  set  foot  on  a  commercial  flight. 

Indeed,  I  think  it  can  be  argued  that  the  seeds  of  the  present 
crisis  in  our  industry  were  possibly  planted  many  years  ago  in  a 
regulatory  environment  which  encouraged  bloated  costs  and  ineffi- 
cient practices.  I  beseech  you  not  to  be  seduced  by  pleas  for  just  a 
little  more  Government  economic  regulation  as  a  solution  to  our  in- 
dustry's problems.  If  you  succumb  to  this  temptation,  I  believe  the 
losers  will  be  the  consumers  of  this  country  and  ultimately  the 
economy  of  the  country  itself. 

The  third  solution,  which  I  personally  believe  to  be  preferable  to 
the  other  two,  is  to  promote  an  efficient,  productive,  and  diverse 
airline  industry  capable  of  delivering  its  service  at  a  price  consum- 
ers are  willing  to  pay.  As  noted  by  Chairman  Mineta  and  Chair- 
man Oberstar  in  their  opening  remarks  last  week,  our  industry  is 
certainly  not  free  from  blame  for  the  present  prices.  It  is  undeni- 
ably true,  for  instance,  that  many  carriers  have  taken  on  unsus- 
tainable debt  burdens  for  a  variety  of  reasons. 

Nonetheless,  I  also  believe  that  the  managements  of  virtually  all 
airlines  have  taken  giant  strides  and  made  great  efforts  over  the 
last  few  years  to  limit  or  reduce  all  costs  which  are  in  any  way 
within  their  control.  I  can  assure  you  that  it  is  not  the  ultimate 
goal  of  any  airline  to  sell  its  service  at  a  price  below  the  cost  of 
producing  that  service. 

At  a  time  when  airlines  are  struggling  mightily  to  reduce  those 
costs  which  are  within  their  control,  we  nonetheless  find  relentless 
upward  pressure  on  the  cost  of  providing  our  service.  To  be  blunt, 
our  most  uncontrollably  escalating  costs  are  in  one  way  or  another 
directly  attributable  to  Government  in  its  many  manifestations. 

This  has  been  especially  true  during  the  last  3  disastrous  years 
in  which  airlines  have  lost  some  $8  billion,  more  than  wiping  out 
every  penny  of  profit  our  industry  had  made  since  that  day  in  1903 
when  the  Wright  Brothers  started  this  whole  business.  As  a  matter 
of  fact,  when  I  saw  a  statement  by  Bob  Crandall — he  was  the  first  I 
saw  who  made  it  publicly — that  the  industry's  net  results  through 
its  entire  history  were  a  loss  of  very  substantial  proportion  I  was 
called  by  the  Wall  Street  Journal. 

They  said,  "What  was  your  reaction  to  Mr.  Crandall's  state- 
ment?" 

I  said,  "Well,  it  really  makes  me  wish  that  the  Wright  Brothers 
had  invented  the  toilet  instead  of  the  airplane.  At  least  seats  would 
be  easier  to  sell  in  these  difficult  times." 

He  said,  "Do  you  want  me  to  print  that?" 
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I  said,  "By  all  means."  [Laughter.] 

Mr.  Kelleher.  But  I  do  want  to  assure  you  that  I  am  not  here 
today  to  talk  about  laws  and  taxes  of  general  application  which  in- 
cidentally apply  to  the  airlines.  I  am  trying  to  focus,  rather,  on  the 
dozens  of  situations  in  recent  years  where  airlines  and  their  pas- 
sengers have  been  singled  out  for  excessive  taxes  and  costly  regula- 
tions frequently  imposed  with  little  or  no  attention  to  the  impact 
on  the  airline  industry's  ability  to  deliver  its  service  at  an  afford- 
able price. 

Among  the  examples  I  might  cite  is  the  expensive  and  excessive 
drug  testing  program  imposed  by  the  FAA  adopted  despite  any  em- 
pirical evidence  that  a  drug  problem  actually  existed  in  the  airline 
industry  and  has  only  proven  that  such  a  problem  does  not  exist 
among  our  safety  professionals. 

I  know  the  statement  has  been  advanced  that  the  reason  why  a 
drug  problem  was  not  discovered  in  the  airline  industry  was  be- 
cause the  program  itself  prevented  people  from  using  drugs.  I  think 
an  analogy  to  that  is  the  guy  who  puts  up  something  in  his  back- 
yard to  keep  away  elephants.  People  say,  "That  is  ridiculous  be- 
cause there  are  no  elephants  in  Dallas." 

He  says,  "No,  it  is  very  effective.  It  has  kept  them  all  away. 
None  of  them  have  ever  appeared  in  Dallas,  Texas." 

The  drug  problem  was  not  there  before  this  program  started.  The 
program  has  identified  that  there  is  no  drug  problem  of  any  signifi- 
cance. And  the  cost  monumentally  exceeds  the  benefit  of  the  way 
that  it  is  done  now.  And  of  course  we  are  now  heading  into  another 
one  with  alcohol  testing  where  the  cost  again  way  exceeds  the  ben- 
efits that  can  all  be  accomplished  at  a  much  lesser  cost  to  the  in- 
dustry with  tremendous  effectiveness  by  way  of  a  deterrent. 

Seating  row  configurations.  Airplanes  are  going  to  have  to  be 
changed  and  that  is  going  to  cause  a  lot  of  passengers  to  be  left 
behind  at  some  airlines.  By  the  way,  we  are  not  complaining  about 
that  personally.  I  am  talking  about  the  industry  today.  We  won't 
lose  any  seats  as  a  result  of  it.  Other  carriers  will. 

A  25  percent  increase  in  the  ticket  tax  which  the  Chairman  ear- 
lier mentioned  goes  into  the  general  fund.  I  ask  myself.  Why  not 
podiatrists?  Why  not  hardware  stores?  Why  not  barbers?  Why 
don't  they  pay  a  special  tax  to  go  into  the  general  fund  in  order  to 
relieve  the  deficit  situation? 

There  is  no  reason  in  logic  or  equity  for  singling  out  airline  pas- 
sengers for  that  treatment.  What  is  the  significance  of  it?  Last 
year,  excluding  accounting  adjustments,  that  2  percent  that  went 
into  the  general  fund  accounted  for  one-half  of  the  net  losses  of  the 
American  airline  industry.  In  other  words,  if  that  tax  had  not  been 
there,  the  losses  of  the  industry  would  have  been  reduced  by  50 
percent. 

There  is  another  thing  and  that  is  the  authorization  and  in  some 
case — and  I  must  speak  plainly — downright  coercion  by  the  FAA 
despite  a  clear  congressional  mandate  to  the  contrary  to  force  local 
governments  to  adopt  PFCs  while  billions  remain  idle  in  the  avia- 
tion trust  fund.  The  FAA's  avoidance  of  Congress'  directive  not  to 
collect  the  head  tax  or  PFCs  on  frequent  flyer  awards — the  list 
could  go  on. 
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Even  as  we  speak,  the  FAA  is  considering  expensive  new  pro- 
grams— some  at  the  behest  of  Congress — including  the  alcohol  test- 
ing that  I  mentioned,  very  broad-based,  unnecessary  revisions  to 
airport  obstacle  analysis  standards  where  there  has  never  been  an 
incident  from  the  utilization  by  airlines  of  the  formula  under  the 
present  rule,  and  more  exorbitant  security  procedures  like  the 
hardening  of  aircraft  cargo  bins. 

The  security  procedures  that  were  inaugurated  at  the  airports 
around  the  United  States  were  projected  to  cost  $160  million.  Thus 
far,  the  cost  is  up  around  $600  million  and  still  escalating. 

There  was  a  rule  adopted  that  said  that  all  airline  employees 
had  to  be  finger  printed  and  checked  by  the  FBI  before  they  could 
continue  working  for  airlines.  That  would  have  put  the  entire  air- 
line industry  on  the  ground  simultaneously.  When  that  was  point- 
ed out,  the  rule  was  changed,  but  nonetheless  it  still  said  that  you 
have  to  have  an  FBI  background  check  until  we  got  the  former  di- 
rector of  the  FBI,  Mr.  Webster,  to  go  in  and  say  that  most  compe- 
tent Arab  terrorists  do  not  have  their  fingerprints  on  file  with  the 
FBI.  [Laughter.] 

Mr.  Kelleher.  There  may  be  a  few  incompetent  terrorists  that 
do,  but  the  competent  ones  do  not.  You're  not  going  to  catch  them 
through  any  such  program. 

The  point  is  that  the  burden  of  paying  for  all  of  these  programs, 
which  are  well-intentioned  but  never  cumulated  as  to  their  aggre- 
gate cost,  falls  entirely  on  the  airlines,  our  investors,  our  employ- 
ees, and  our  customers  which  depresses  demand  for  our  services. 

Of  course.  Government  has  a  rightful  role  to  play  with  regard  to 
safety,  the  environment,  and  infrastructure  development.  For  ex- 
ample, the  Congress  was  very  well-  intentioned  in  attempting  to 
settle  long,  simmering  noise  disputes  by  mandating  an  all  stage  III 
fleet  by  the  end  of  the  decade.  As  I  think  some  of  you  are  familiar, 
Southwest  Airlines  supported  that  initiative.  I  am  not  backing 
away  from  it.  I  am  trying  to  point  out  that  this  is  going  to  impose 
another  enormous  cost  on  the  airline  industry,  tremendous  capital 
expenditures,  on  the  order  of  $1.5  billion  for  fleet  replacement  for 
Southwest  Airlines.  I  am  not  talking  about  expansion,  but  rather 
replacement  of  airplanes  that  will  be  phased  out. 

I  think  this  was  a  good  program.  I  think  it  is  an  important  pro- 
gram. I  think  it  was  a  necessary  program.  But  it  does  impose  enor- 
mous capital  spending  requirements  on  all  airlines  and  with  the 
profit  performance  of  the  airline  industry  it  is  impossible  to  meet 
that  reequipment  burden.  You  can't  lose  $8  billion  in  3  years  and 
somehow  summon  up  the  wherewithal  to  buy  $125  billion  worth  of 
airplanes  by  the  end  of  the  decade  and  make  another  $125  billion 
worth  of  airport  improvements  to  the  infrastructure  throughout 
the  country. 

Airport  user  fees  were  mentioned  by  John  Dasburg.  Certainly 
the  infrastructure  needs  improvement.  There  is  no  question  about 
that,  but  only  where  there  is  a  need.  I  would  ask  the  committee — 
which  I  think  already  put  it  in  the  legislation — to  put  a  clear,  de- 
fined, expressed  needs  test  with  respect  to  the  PFCs  because  there 
has  been  some  contention  that  if  you  build  an  extra  airport  where 
it  is  not  needed  that  is  okay  because  it  expands  the  capacity  of  the 
system. 
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I  know  that  nobody  here  intended  that,  but  that  is  one  interpre- 
tation. It  expands  the  capacity  of  the  system  unnecessarily,  but  it 
expands  the  capacity.  So  I  think  a  needs  test  is  very  important. 

Even  excluding  the  PFC,  airport  charges  have  gone  up  far  faster 
than  the  rate  of  inflation,  as  a  matter  of  fact,  one  of  the  most  rap- 
idly escalating  costs  that  we  have  in  addition  to  health  care  costs 
over  the  last  3  years.  You  know  what  is  really  wrong  with  our  in- 
dustry— and  I  am  a  fairly  superficial,  simple-minded  guy — but  this 
is  it.  Our  costs  exceed  our  revenues.  If  you  can't  generate  increased 
revenues,  you  need  to  reduce  your  costs. 

It  is  also  true  that  airlines  cannot  simply  pass  these  costs  along 
to  customers.  If  the  present  trend  continues  unabated.  Southwest 
Airlines  may  well  maintain  a  comparative  or  relative  cost  advan- 
tage with  respect  to  our  competitors,  but  that  will  hardly  matter 
because  nobody  will  be  able  to  afford  to  fly  us  either. 

I  cannot  tell  you  how  many  times  our  friends  in  government  at 
all  levels  have  said  that  a  particular  regulation  or  a  particular  tax 
has  no  economic  consequence  because  we  just  pass  it  on  to  the  con- 
sumer. Well,  the  consumer  is  neither  stupid  nor  timid.  Consumers 
are  rejecting  our  overtures  and  passing  those  costs  right  back  to  us. 
The  problem  is  that  that  is  where  the  buck  stops.  We  in  turn 
cannot  pass  anjrthing  back  to  anyone  else. 

That  is  why  I  was  particularly  hardened  by  the  comments  of  Mr. 
Mineta,  Chairman  Oberstar,  Mr.  dinger,  and  Mr.  Shuster  last 
week  which  reflect  that  the  leadership  of  the  House  Committee  on 
Public  Works  and  Transportation  quite  frankly  may  be  ahead  of 
some  in  our  industry  in  figuring  this  out.  If  we  are  to  restore  the 
economic  health  of  the  airline  industry  by  maintaining  a  competi- 
tive environment,  the  role  of  Government  must  promote — or  at 
least  allow  at  a  minimum — airlines  to  produce  their  service  at  a 
price  consumers  can  afford,  consistent  with  our  legal  and  our 
moral  obligations  to  utilize  the  highest  degree  of  care  to  assure 
safety. 

Toward  this  end,  I  respectfully  submit  that  this  committee 
should  consider  legislation  which  mandates  that  a  truly  meaning- 
ful and  truly  impartial  cost/benefit  analysis  must  precede  further 
subjection  of  the  airline  industry  to  any  additional  regulatory 
burden;  and  which,  too,  orders  a  comprehensive  study  of  the  accu- 
rate, complete,  and  cumulative  economic  costs  of  all  governmental 
regulation,  of  all  governmental  fees,  of  all  governmental  charges, 
and  of  all  governmental  taxation  whether  it  be  Federal,  State,  or 
local  in  origin  on  the  airline  industry. 

If  it  is  done  correctly,  it  will  cause  your  eyes  to  bulge  and  your 
minds  to  boggle  at  the  burden  that  the  airline  industry  bears  as  a 
pay-as-you-go  industry. 

Too  often,  these  things  are  approached  in  isolation.  This  tax,  this 
regulation,  considered  by  itself,  is  kind  of  irrelevant.  But  to  us  it  is 
the  total,  the  real  bottom  line,  which  is  important.  Added  on  top  of 
the  already  mountainous  burden  and  volume  of  regulatory  and  tax 
burdens,  each  additional  one  can  become  a  crushing  weight. 

We  are  under  assault.  America  is  under  assault  throughout  the 
world.  The  airline  industry,  believe  it  or  not,  stands  out  as  a  proud 
example  of  our  Nation's  ability  to  produce  a  consistent,  low-cost, 
high-quality   product  which   is  envied  most  other  places  in  the 
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world.  It  is  one  industry  in  which  America  undisputedly  sets  the 
world  standard. 

The  technology  was  developed  largely  in  this  country.  The  com- 
mercial application  of  that  technology  was  largely  the  product  of 
American  entrepreneurship.  The  most  efficient,  the  most  economi- 
cal, and  the  safest  airplanes  in  the  world  are  manufactured  in  the 
United  States  of  America.  And  Americans  benefit  today  from  an 
airline  industry  that  has  been  honed  by  over  a  decade  of  fierce 
competition  and  which  has  provided  and  produced  a  vital  and  effi- 
cient and  unsubsidized  pay-as-you-go  national  transportation 
system.  We  would  like  to  keep  it  in  place. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Kelleher,  for  your  re- 
freshing thoughts  on  this  subject  and  for  your  unique  insight  into 
the  problems  as  we  have  been  looking  at  them  over  the  last  several 
days  of  hearings.  Your  comments  are  always  enlightening,  refresh- 
ing, and  livening. 

Mr.  Kelleher.  May  I  say,  vice  versa,  Mr.  Chairman. 

Mr.  Oberstar.  You  suggest  that  the  costs  imposed  by  Govern- 
ment— you  cited  airport  costs  as  one  of  the  fastest  rising  ele- 
ments— is  a  problem  faced  by  the  industry.  But  it  would  seem, 
based  on  performance,  that  Southwest's  experience  is  that  Govern- 
ment-imposed costs  are  not  an  insurmountable  barrier. 

Mr.  Kelleher.  Mr.  Chairman,  we  have  done  comparatively  well. 
We  have  done  relatively  well  compared  to  the  other  carriers  during 
this  economic  holocaust  that  afflicted  our  country  during  the  last  3 
years.  Our  profits  were  down  in  1992  62  percent.  We  are  just  begin- 
ning to  recover. 

It  is  looking  at  the  enormous  burdens  that  the  industry  faces 
through  the  remainder  of  this  decade  that  promotes  giant  concern 
on  our  part.  From  the  very  beginning  of  Southwest  Airlines,  we 
have  said  that  we  will  charge  the  lowest  fares  possible.  When  we 
consider  a  fare  increase,  we  pull  out  our  hair  because  we  come  out 
of  an  entirely  different  position  as  far  as  merchandising  is  con- 
cerned. We  provide  more  for  less  and  we  are  going  to  charge  the 
very  least  we  possibly  can  and  stimulate  enormous  demand,  the 
two  and  three  times  increase  in  the  market  that  I  was  talking 
about. 

When  you  approach  it  from  that  standpoint,  then  all  of  a  sudden 
some  feckless  regulation  is  proposed.  We  may  work  for  6  months  to 
keep  our  costs  down  and  not  to  increase  fares,  and  then  all  of  a 
sudden  some  regulation  comes  along  that  nobody  could  justify  for 
the  cost/benefit  analysis.  Likely,  it  cost  Southwest  Airlines  $25  mil- 
lion a  year  out  of  the  box. 

So  all  the  work  that  we  have  done  on  keeping  costs  low  for  the 
consumer  so  that  we  can  keep  fares  low  is  blown  out  of  the  tube.  It 
is  what  is  ahead  that  I  am  particularly  concerned  about. 

Mr.  Oberstar.  What  is  ahead  may  be  a  little  bit  more  of  a 
burden. 

You  made  a  good  point  about  suggesting  that  the  cumulative  cost 
of  all  regulations,  fees,  charges,  taxes.  Federal,  State,  and  local  be 
compiled  and  shown.  I  would  assume  that  there  is  a  percentage  of 
industry  revenue. 

Mr.  Kelleher.  Yes. 
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Mr.  Oberstar.  That  is  something  the  commission  could  certainly 
do,  but  the  Department  of  Transportation  also  has  the  ability  to  do 
that  and  it  would  be  a  useful  exercise  for  them  to  undertake. 

You  didn't  dwell  much  on  the  subject  of  the  bankrupt  carriers. 
We  have  heard  last  week  from  the  heavies  in  the  industry  that 
problems  are  the  bankrupts,  and  yet  the  bankrupt  carriers'  share 
of  the  aviation  market  has  dropped  from  35  percent  to  18  percent. 

The  last  time  I  looked,  they  didn't  offer  50  percent  fare  cuts  last 
April.  They  didn't  offer  parents  to  fly  free  with  kids  last  summer. 
It  was  a  couple  of  the  biggies  in  the  industry.  I  don't  seem  to  get 
very  far  with  the  argument  that  the  bankrupts — because  their  var- 
ious costs  are  frozen  such  as  pension  costs  and  payments  on  debts — 
that  still  doesn't  drive  them  to  be  the  loss  leaders  in  the  industry. 

I  don't  understand  the  argument  of  other  witnesses.  I  have  been 
probing  but  have  still  no  answer  to  this  question  of  how  this  mech- 
anism works  in  the  marketplace  that  the  bankrupts  drive  the  Big 
Three  to  shoot  themselves  in  the  foot  with  low  fares. 

Mr.  Kelleher.  Well,  Mr.  Chairman,  with  respect  to  that  50  per- 
cent reduction,  let  me  tell  you  what  Southwest  Airline's  response 
was  first,  if  I  may. 

When  that  went  into  effect,  we  ran  a  series  of  ads  saying  that  we 
would  like  to  match  the  other  carriers'  new  fares,  but  we  would 
have  to  raise  ours  in  order  to  do  so.  [Laughter.] 

We  wanted  to  immediately  dispel  any  misapprehension  that  even 
the  reduced  fares  were  as  low  as  those  of  Southwest  Airlines. 

Secondly,  I  must  tell  you  from  a  personal  standpoint  that  I  am 
not  particularly  enthused  about  carriers  being  able  to  go  into  Chap- 
ter 11  and  to  eliminate  most  or  all  of  their  indebtedness  and  to  cut 
their  employees'  salaries  substantially  and  to  come  out  as  lower 
cost  competitors.  That  is  a  personal  opinion  on  my  part. 

On  the  other  hand,  I  do  not  believe,  nor  am  I  here  today  to  say 
that  we  should  shoot  our  wounded  on  the  battlefield.  I  don't  believe 
that  the  bankrupt  carriers,  Mr.  Chairman,  in  direct  answer  to  your 
question  and  from  Southwest  Airlines'  perception,  have  had  that 
much  of  an  effect  one  way  or  the  other  on  the  results  of  the  indus- 
try. 

My  suggestion  is  that  all  carriers  have  been  adversely  affected, 
as  John  Dasburg  was  talking,  by  the  absence  of  demand.  In  our  ex- 
perience at  Southwest  Airlines,  the  way  to  produce  demand  is  to 
reduce  the  fare  between  Cleveland  and  Chicago,  as  an  actual  exam- 
ple, from  $304  one-way  unrestricted  walk-up  to  $59.  You  would  be 
amazed  how  many  more  people  show  up  in  the  market  when  you 
do  that. 

Mr.  Oberstar.  One  other  point. 

Southwest  does  not  operate  a  hub  system  like  other  carriers  do. 
You  are  point-to-point  carriers.  You  don't  use  affiliated  carriers,  air 
links,  and  that  sort  of  thing? 

Mr.  Kelleher.  That  is  correct. 

Mr.  Oberstar.  And  you  don't  have  international  route  service. 

Mr.  Kelleher.  That's  correct,  Mr.  Chairman. 

Mr.  Oberstar.  Would  the  absence  of  hubs — that  is,  changing  the 
entire  nature  of  aviation  from  post-1978  to  today  —  have  some  cost 
impact  upon  the  industry? 
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Mr.  Kelleher.  I  will  tell  you  that  it  is  difficult  for  me  to  assay 
that  with  respect  to  other  carriers.  Perhaps,  at  least  as  a  premise,  I 
can  point  out  and  explain  that  Southwest  Airlines  is  primarily  a 
short  haul  carrier.  You  can't  have  a  short  haul  carrier  that  is  a 
hub-and-spoke  carrier  because  most  people  who  fly  300  miles  don't 
like  to  make  an  intermediate  stop  on  the  way  to  their  destination. 

So  80  percent  of  the  people  that  we  carry  are  non-stop.  So  our 
segment  of  the  market,  Mr.  Chairman,  sort  of  demands  that  we  be 
a  point-to-point  carrier. 

On  the  other  hand,  I  think  that  the  hubs  have  been  beneficial  to 
a  lot  of  cities  in  a  different  way.  By  going  through  a  hub,  it  is  my 
impression  that  a  lot  of  medium-sized  and  smaller  cities  receive  a 
lot  more  long-haul  service  and  schedules  and  convenience  than 
they  could  generate  on  their  own  if  they  didn't  go  through  the  hub. 
In  other  words,  if  you  flew  from  San  Antonio  to  Los  Angeles  non- 
stop, you  might  get  two  opportunities  a  day  to  do  that,  whereas  by 
going  from  San  Antonio  to  DFW  Airport  to  Los  Angeles  you  create 
14  opportunities  to  do  it. 

Mr.  Oberstar.  I  will  have  some  further  questions  later. 

Mr.  Clinger? 

Mr.  CuNGER.  Thank  you,  Mr.  Chairman. 

Mr.  Kelleher,  thank  you  very  much  for  your  testimony.  I  said  at 
the  hearings  last  week  that  you  were  the  one  example  of  an  airline 
that  was  bucking  the  tide  and  able  to  do  something  that  the  others 
weren't.  I  wondered  why  that  was  the  case  and  I  think  you  have 
given  me  a  pretty  good  explanation  of  why  that  is  the  case. 

I  think  your  suggestion  that  we  really  need  to  have  a  better  fix 
on  the  burden  that  government  at  all  levels  is  imposing  on  indus- 
try is  part  of  the  problem.  Obviously,  the  commission  will  be  look- 
ing at  that.  This  committee  is  concerned  about  that.  Nobody  really 
has  a  fix  on  how  much  governments  tax  the  industry,  but  how 
about  on  your  airline?  Do  you  have  a  sense  about  what  percentage 
of  your  operation  is  involved  in  these  kinds  of  expenses?  What  is 
the  burden  for  Southwest? 

Mr.  Kelleher.  Some  time  ago — and  I  am  going  back,  Mr. 
Clinger,  maybe  2  years  in  time — the  Air  Transport  Association 
made  what  I  would  regard  as  a  rough  calculation  that  as  of  that 
time — disregarding  the  25  percent  increase  in  the  ticket  tax,  disre- 
garding any  new  regulations  passed — that  it  was  going  to  cost 
every  passenger  in  the  United  States  $10  per  trip  each  year 
through  the  end  of  this  decade.  That  was  before  some  of  these  addi- 
tional burdens  were  imposed. 

So  to  give  you  a  perspective  on  what  that  would  amount  to — and 
I  am  giving  you  parameters  rather  than  saying  that  that  is  a  pre- 
cise figure — but  at  that  figure,  it  would  amount  to  $4.5  billion  per 
year  in  costs.  That  does  not  include  the  State  government  and  local 
governments,  which  are  also  proceeding  at  their  own  pace  in  many 
respects  as  also,  in  some  ways,  the  most  rapidly  escalating  percent- 
age cost  that  we  have. 

Mr.  Clinger.  And  you're  saying  that  we're  approaching  the  point 
of  saturation  whereby  you  will  no  longer  be  able  to  pass  through 
those  cost  to  the  consumer? 

Mr.  Kelleher.  Yes,  sir.  That  is  what  I  was  saying. 


550 


I  offer  again,  if  I  might — and  I  know  that  this  is  repetitive — ^but  I 
also  find  that  people  tend  to  disbelieve  it.  When  we  started  out,  we 
decided  to  be  a  low  cost  carrier,  but  one  that  would  offer  more  for 
less.  Then  we  decided  to  infuse  that  with  the  spiritual  quality  of 
our  people,  which  makes  it  even  harder  to  match. 

We  know  from  our  experience — and  I  could  give  the  committee 
100  examples  very  easily — that  if  you  go  into  the  markets  that 
have  been  served  by  other  carriers  of  40  years  charging  six  times 
as  much  as  we  charge,  you  have  a  tremendous  blossoming  of  traf- 
fic. Recently  or  20  years  ago,  there  is  the  same  phenomena. 

We  can  demonstrate  that  having  lower  costs  and  charging  lower 
fares  will  produce  a  blooming  of  traffic,  which  I  think  will  help  to 
alleviate  the  capacity  problem  that  everybody  is  talking  about.  I 
don't  look  at  it  as  having  too  many  airplanes  and  too  many  seats.  I 
look  at  it  as  not  having  enough  people  to  fill  them.  In  other  words, 
the  problem  is  on  that  side  and  not  the  other  side. 

Mr.  Clinger.  But  is  that  consistent  with  what  you  were  saying 
earlier  that  we  should  not  be  contemplating  additional  capacity  by 
building  more  airports  or  larger  airports?  Isn't  that  a  little  incon- 
sistent? 

Mr.  Kelleher.  No,  I  did  not  say  that,  Mr.  Clinger.  I  know  that  is 
an  overall  impression  of  my  testimony  and  perhaps  I  wasn't  as  pre- 
cise, crisp,  and  focused  as  I  should  have  been.  I  was  trying  to  say 
that  we  supported  the  PFC  program.  Southwest  Airlines  did.  I 
think  the  Chairman  can  attest  to  that.  But  it  was  our  understand- 
ing that  the  only  things  that  were  going  to  be  built  under  that  pro- 
gram and  approved  by  the  Federal  Aviation  Administration  were 
things  that  were  needed,  not  adornments,  not  frills,  not  something 
to  make  local  contractors  happy,  and  secondly  that  would  expand 
the  capacity  of  the  aviation  system  throughout  the  United  States. 

Frankly,  a  lot  of  these  proposals  are  neither  needed  nor  in  a 
pragmatic  way  do  they  expand  the  capacity  of  the  airport  system. 

So  it  is  not  the  overall  program,  Mr.  Clinger.  I  was  a  little  vague 
on  that.  We  support  the  program.  It  is  not  the  concept,  but  the  exe- 
cution that  we  are  concerned  about. 

Mr.  Clinger.  You  mentioned  in  your  testimony  that  part  of  your 
success  is  due  to  low  unit  costs.  That  is  a  major  part  of  it.  You  run 
25  percent  below  the  largest  competitor. 

It  is  my  understanding  that  you  and  Delta  were  the  only  two 
major  airlines  whose  operating  cost  per  available  seat  mile  in- 
creased from  1991  to  1992.  All  other  major  airlines  cost  per  avail- 
able seat  mile  decreased  slightly  from  1991  to  1992. 

Mr.  Kelleher.  Yes. 

Mr.  Clinger.  Are  you  going  in  the  wrong  direction? 

Mr.  Kelleher.  You  know,  this  is  a  little  scary.  Somebody  has 
been  studying  us.  [Laughter.] 

Let  me  tell  you  what  that  increase  in  cost  is  attributable  to. 
Number  one,  every  time  our  profits  go  up,  our  profit  sharing  goes 
up,  and  that  is  an  employee  expense.  Our  profit  sharing  soared 
enormously  from  1991  to  1992.  Every  time  our  revenues  advance, 
our  travel  agent  commissions  go  up,  which  is  another  good  thing  to 
have.  We  like  lots  of  profit  sharing  and  pay  lots  of  commissions  be- 
cause that  means  that  lots  of  people  are  buying  our  tickets  and  we 
are  making  money  from  it. 
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A  third  thing  that  went  up  varies  substantially.  Again  this  is  the 
good  news/bad  news.  The  bad  news  is  that  due  to  the  cessation  of 
service  by  some  of  our  competitors  and  the  contraction  of  service 
by  many  others,  all  of  a  sudden  the  airports  which  are  on  a  pay-as- 
you-go  basis — the  only  one  there  paying  as  you  go  is  Southwest  Air- 
lines, Midway  Airport  in  Chicago  being  an  example.  What  I  am 
saying  is  that  that  is  a  burden  temporarily.  It  is  a  great  opportuni- 
ty to  expand  and  we  consider  it  a  worthwhile  investment  in  the 
longer  run. 

So  basically  those  higher  costs  arise  from  things  that  are  benefi- 
cial to  Southwest  Airlines  ultimately. 

Mr.  Clinger.  Thank  you  very  much. 

Mr.  Kelleher.  That  was  a  very  excellent  question.  I  have  been 
concerned  about  that  myself. 

Mr.  Oberstar.  Mr.  Laughlin? 

Mr.  Laughlin.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Kelleher.  Your  testimony  was  refreshing  and  well- 
spoken  without  any  accent.  [Laughter.] 

I  understood  you  quite  clearly  and  it  is  a  shame  more  CEOs  and 
up-and-coming  corporate  type  people  didn't  hear  your  testimony.  If 
any  of  them  watched  this  on  CNN  or  C-Span  or  anything  else  they 
really  ought  to  take  a  look  at  just  page  5  of  your  testimony  where 
you  talk  about  your  relationship  with  your  employees. 

From  the  vantage  point  I  have,  good  organizations —  whether  a 
shoe  store,  airline,  or  military  unit — always  operate  successfully 
when  there  is  a  good  relationship  between  the  leadership  and  those 
who  are  the  workers. 

Mr.  Kelleher.  Yes,  sir. 

Mr.  Laughlin.  That  has  been  your  motto  and  I  have  witnessed 
that. 

One  thing  you  mentioned,  though,  that  raises  grave  concern  for 
me  is  that  you  have  talked  about  the  various  fees  and  costs  that 
the  Government  and  our  Congress  has  put  on  the  industry.  Some  of 
them  have  been  needed  and  were  well-intentioned.  The  concern  I 
have  as  I  listened  to  your  testimony — but  thinking  back  on  some 
news  reports — these  fees  were  intended  to  improve  the  capacity  for 
airline  travel  and  to  make  the  airline  industry  more  profitable. 

Now  we  are  hearing  reports  out  of  California  that  the  city  of  Los 
Angeles  has  decided  to  capture  or  take  away  airport  revenues  to 
use  probably  for  good  purposes.  I  wonder  if  you  could  share  your 
opinion  on  the  impact  that  the  city  of  Los  Angeles'  intentions  are 
in  taking  revenues  from  the  airport  operation.  A  great  part  is  sub- 
sidized by  our  Government,  but  also  subsidized  by  the  airline  oper- 
ation. 

Can  you  share  any  views  that  you  might  have  on  that? 

Mr.  Kelleher.  Yes,  and  I  appreciate  you  asking  that  question, 
Mr.  Laughlin  because  I  think  that  is  one  of  the  scariest  eventuali- 
ties we  face  as  an  industry  during  this  decade. 

If  cities  are  allowed  to  take  money  off  airports  in  order  to  build 
opera  houses,  pay  policemen,  and  operate  firehouses,  then  you  can 
devastate  the  industry  that  way  through  a  hole  in  the  bottom  of 
the  pot  immediately.  And  as  you  indicated,  each  airport  is  not  tax- 
payer supported.  It  is  supported  by  user  fees.  The  taxpayer  of  Los 
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Angeles  doesn't  pay  a  dime  for  Los  Angeles  International  Airport. 
The  taxpayer  in  Dallas  doesn't  pay  a  dime  for  DFW  Airport. 

In  addition  to  that,  by  the  way,  we  are  already  paying  for  the 
police  and  fire  protection  and  the  water  at  the  airport.  Then  we're 
paying  ad  valorem  taxes.  Those  services  are  included  for  most 
other  people,  then  we  pay  for  them  all  again  through  ad  valorem 
taxes  at  the  local  level.  So  there  is  no  justification  for  doing  that 
whatsoever. 

It  could  absolutely  be  devastating  if  all  of  a  sudden  the  airline 
industry,  which  doesn't  cost  the  city  a  dime,  winds  up  paying  for 
every  municipal  service.  The  only  reason  that  is  proposed  is  be- 
cause from  the  political  perspective  we  are  itinerants.  And  there- 
fore, it  is  easy  to  tax  the  itinerant  who  is  here  today  and  will  short- 
ly be  gone. 

I  think  you  will  find  out  that  if  people  are  successful  in  achieving 
that,  the  amount  of  airline  service  they  receive  will  soon  drop  off 
very  precipitously  and  travel  and  tourism  will  diminish  to  the 
point  of  disappearance  in  the  city. 

Mr.  Laughlin.  The  concern  I  have  is  that  it  is  a  breach  of  good 
faith.  It  is  a  breach  of  trust,  and  trust  that  we  in  Congress,  working 
with  the  airline  industry,  working  with  the  last  Administration  at 
least  in  the  period  of  time  I  have  been  on  this  committee — which  is 
4  years — that  at  least  the  PFC  was  put  in  place  to  try  to  help  the 
airport. 

Mr.  Kelleher.  Yes. 

Mr.  Laughlin.  If  we're  going  to  allow  other  cities  or  a  city  in 
this  country  to  take  funds  away  from  the  airport — the  activity  that 
we're  trying  to  help — and  not  just  people  from  Los  Angeles  use 
that  airport.  People  from  Maine,  Ohio,  and  Louisiana  will  use  that 
airport.  It  concerns  me  that  that  breach  of  good  faith  or  breach  of 
trust  that  we  in  Government  and  the  City  of  Council  of  Los  Ange- 
les entered  into  when  they  adopted  anything  to  do  with  a  PFC. 

What  recommendations  do  you  have  to  this  committee  that  we 
do  about  it  from  an  airline  viewpoint? 

Mr.  Kelleher.  First  of  all,  I  want  to  thank  you  for  a  brilliant, 
insightful,  and  incisive  description  of  what  is  at  stake  here  in  rela- 
tion to  the  PFC  and  a  breach  of  trust.  Frankly,  that  had  not  previ- 
ously occurred  to  me,  to  view  it  in  that  light. 

I  do  have  a  suggestion,  which  may  be  meritorious  or  not.  I  don't 
know.  The  committee  knows  much  more  about  its  business  than  I 
do. 

I  would  suggest,  if  necessary,  that  the  legislation  that  prohibits 
cities  from  taking  money  off  airports  be  clarified  and  even 
strengthened  to  prevent  that  from  happening.  My  impression  was 
that  that  legislation  was  already  in  place,  but  my  understanding  is 
that  the  city  of  Los  Angeles,  at  least,  is  prepared  to  contend  that 
the  statute  is  not  that  definitive  in  a  prohibitory  sense  and  that 
there  is,  in  effect,  some  kind  of  a  loophole  in  it. 

I  don't  know  whether  that  is  true  or  not.  But  I  think  the  Con- 
gress needs  to  do  everything  it  can  to  preserve  that  relationship, 
that  trust,  that  fiduciary  duty  you  were  talking  about  and 
strengthen  the  legislation  to  whatever  degree  is  needed  to  prevent 
this  siphoning. 
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Mr.  Laughlin.  I  would  be  just  as  opposed  to  what  I  understand 
their  thought  process  is  if  it  were  the  city  of  Dallas  or  Houston. 
Neither  of  those  is  in  my  district,  but  people  I  represent  travel 
through  them. 

Mr.  Oberstar.  The  gentleman's  time  has  expired. 

Mr.  Laughun.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Collins? 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Kelleher,  it  is  a  pleasure  to  listen  to  you  and  to  see  you 
smile.  [Laughter.] 

I  wish  you  had  been  here  last  week  and  you  could  have  shared 
that  smile  with  others. 

Mr.  Kelleher.  Mr.  Collins,  it  could  be  a  smile  of  idiocy.  Remem- 
ber that.  [Laughter.] 

Mr.  Collins.  You  remind  me  of  a  neighbor  of  mine  who  runs  a 
small  clothing  business  back  home.  His  philosophy  is,  "Sell  cheap 
and  sell  a  heap."  [Laughter.] 

You  fly  cheap  and  fly  a  heap. 

In  reference  to  your  remarks  about  the  Wright  Brothers,  I  am 
glad  that  based  on  the  record  of  NASA  they  didn't  invent  the  air- 
plane, no  matter  what  it  would  have  cost. 

You  mentioned  the  problem  of  the  exit  seats  not  giving  you  any 
problem.  I  am  going  to  take  a  trip  on  your  airline  just  to  see  how 
much  foot  room  you  have  that  my  14  boots  might  fit  in. 

Mr.  Kelleher.  Mr.  Collins,  would  you  mind  standing  for  just  a 
moment?  [Laughter.] 

We  may  have  to  tailor  a  row  to  you. 

Mr.  CoLUNS.  My  understanding  is  a  lot  better  than  my  height. 

But  as  a  small  businessman,  having  been  in  business  for  some  30 
years,  I  can  appreciate  what  you  have  referred  to  here  and  related 
to  this  committee  based  on  your  22-year  record  at  Southwest  and 
how  you  stated  that  you  have  done  practically  all  phases  of  the  op- 
eration and  been  involved  in  all  phases  of  the  operation,  and  how 
you  have  had  to  deal  with  the  cash  flow  of  Southwest  Airlines  over 
those  years,  based  on  the  economy. 

You  did  not  have  the  ability  to  assess  more.  You  just  tried  to  pro- 
mote advertising  to  encourage  people  to  fly  your  airlines.  That  is 
quite  different  than  what  I  find  is  the  Government's  approach  to  a 
situation.  When  they  have  a  shortfall  of  cash,  the  Government  usu- 
ally has  a  lot  of  people  involved  in  it  that  have  had  probably  real 
fine  educations,  have  attended  fine  schools,  have  worked  most  of 
their  life  in  Government  and  their  solution  to  C£ish  flow  problems 
is  to  assess  the  people  more. 

I  wish  Government  would  take  the  approach  that  Southwest  Air- 
lines has  taken  and  many  other  businesses  have  taken. 

My  question  to  you  is,  Would  you  please  give  us  the  flight  at- 
tendant's position  from  Southwest  pertaining  to  a  bill  to  limit 
flight  attendant  duty  time? 

Mr.  Kelleher.  Yes,  Mr.  Collins. 

Our  flight  attendants,  Local  TWU,  are  opposed  to  such  a  bill  be- 
cause they  believe  that  it  will  seriously  interfere  with  their  liveli- 
hoods and  the  cost-effectiveness  of  Southwest  Airlines  as  well.  Ms. 
Kay  Wallace,  who  is  the  president  of  our  local  union — she  was  here 
earlier — I  assure  you  did  not  come  here  today  to  hear  me  speak. 
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which  can  induce  nausea  in  a  lot  of  people,  but  she  is  up  here  to 
address  that  bill  you  speak  of. 

We  have  a  suggestion — perhaps  not  a  particularly  profound  or 
fruitful  one — that  maybe  if  you  would  take  that  approach  with  re- 
spect to  duty  time — which  we  don't  think  is  needed — but  if  you  are 
to  do  it,  why  don't  you  say  that  unionized  carriers  who  have  a  col- 
lective bargaining  process  are  not  subject  to  it.  The  union  and  man- 
agement can  then  sit  down  and  decide  what  kind  of  limitations  the 
people  want  in  their  contract. 

Of  course,  you  don't  have  that  opportunity  to  collectively  bargain 
at  a  non-unionized  carrier,  but  perhaps  that  is  one  way  to  approach 
it. 

The  reason  I  am  particularly  aroused  about  it,  by  the  way — it 
doesn't  come  from  me.  It  comes  from  our  flight  attendants  who 
simply  visualize  it  as  exacting  severe  economic  penalties  on  them. 
We  support  whatever  their  position  is. 

Mr.  Collins.  Mr.  Kelleher,  you  mentioned  the  purchase  of  new 
aircraft,  and  the  aircraft  being  the  average  of  6  years  old. 

Mr.  Kelleher.  That's  correct. 

Mr.  Collins.  What  has  been  the  purchasing  structure  over  the 
last  6  years  versus  6  years  prior  in  purchasing  aircraft? 

Mr.  Kelleher.  As  far  as  numbers  are  concerned,  we  have  actual- 
ly escalated  our  expansion  during  the  last  6  years.  It  has  taken  on 
an  accelerated  pace  as  compared  to  the  previous  6  years.  The 
reason  for  that  is  that  our  slogan  is  that  we  try  to  manage  in  good 
time  so  that  we  do  well  in  bad  times.  We  are  the  financially  strong- 
est airline  in  the  industry.  We  have  the  highest  credit  rating.  We 
are  a  very  liquid  airline. 

So  when  you  get  into  a  recessionary  environment  such  as  we 
have  experienced,  and  other  carriers  are  either  disappearing  or 
contracting,  we  are  in  a  position  to  bring  in  additional  equipment 
because  of  our  financial  strength.  That  is  why  you  will  see  that  dif- 
ferentiation. 

Midway  Airlines  service  at  Midway  Airport  is  an  example.  We 
immediately  undertook  a  commitment  to  the  city  of  Chicago  to 
greatly  expand  our  service  to  make  up  for  that  gap.  So  we  have  ex- 
panded even  faster  during  this  period  than  we  had  planned  to. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Coppersmith? 

Mr.  Coppersmith.  Mr.  Chairman,  I  would  like  to  yield  back  some 
time  to  my  colleague  from  Texas  so  that  he  can  finish  his  question- 
ing. 

Mr.  Oberstar.  The  gentleman  has  the  time.  He  may  yield. 

Mr.  Laughlin.  I  will  wait  for  my  regular  time.  Thank  you,  Mr. 
Coppersmith. 

Mr.  Coppersmith.  Mr.  Kelleher,  what  is  your  greatest  fear  for 
the  industry? 

Mr.  Kelleher.  My  greatest  fear  for  the  industry  during  this 
decade  is  very  simple.  To  me,  this  is  not  a  very  complex  business 
we  are  in,  we  just  tend  to  create  complexities  by  talking  about  it  in 
a  jargonistic  way.  It  is  simply  a  matter  of  cost.  If  our  costs  are  low, 
we  will  be  successful.  If  they  are  not  low,  we  won't  be  successful. 

Then  when  you  get  into  the  arena  of  costs,  of  course  there  are  all 
kinds  of  costs  coming  at  you  from  all  different  directions.  But  for 
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instance,  Mr.  Coppersmith,  I  think  it  is  easy  to  understand  if  you 
look  at  Southwest  Airhnes  competing  with  the  automobile. 

Obviously,  if  our  prices  go  up  substantially  and  the  cost  of  oper- 
ating an  automobile  does  not,  a  large  part  of  our  audience  will  be 
travelling  by  car  instead  of  by  airplane.  So  really  it  is  cost  and  that 
is  the  only  thing  that  is  central,  that  is  significant,  and  that  is  per- 
tinent to  any  discussion  of  where  the  industry  is  going  to  be  10 
years  from  now  or  10  years  in  the  past. 

Mr.  Coppersmith.  From  your  perspective — and  I  know  you  have 
a  unique  one  in  the  industry — How  do  you  view  the  pricing  issue 
discussed  earlier?  I  understand  that  your  cost  and  pricing  structure 
allowed  you  to  avoid  the  value  pricing  pitfall. 

Do  you,  as  an  observer  of  the  industry,  see  that  as  significant?  Is 
that  really  a  fruitful  area  for  concern,  or  should  we  focus  our  at- 
tention on  exactly  your  cost  of  doing  business  and  what  is  relevant 
and  what  is  not? 

Mr.  Kelleher.  Mr.  Coppersmith,  I  think  that  everybody  needs  to 
focus  on  the  cost  of  doing  business  and  the  contribution  they're 
making  to  it  in  one  way  or  the  other.  I  will  say,  however,  that  I 
think  whatever  is  done  in  that  respect  should  benefit  the  entire  in- 
dustry and  not  just  those  who  are  suffering. 

I  saw  a  movie  some  years  ago  where  a  small  country's  economy 
was  in  great  disarray.  They  decided  that  the  way  to  sell  that  from 
a  policy  standpoint  was  to  declare  war  on  the  United  States  and 
then  surrender  promptly  so  that  we  would  afford  them  tremendous 
economic  aid. 

I  don't  think  it  is  just  those  who  surrender  and  those  who  have 
lost  that  should  receive  economic  aid.  Whatever  is  done  in  that  re- 
spect to  benefit  the  industry  I  believe  should  be  spread  even-han- 
dedly  across  the  entire  industry. 

As  Abraham  Lincoln  said,  "You  do  not  strengthen  the  weak  by 
weakening  the  strong." 

Mr.  Coppersmith.  Thank  you. 

Thank  you,  Mr.  Chairman.  I  yield  back  the  balance  of  my  time. 

Mr.  Oberstar.  Mr.  Geren? 

Mr.  Geren.  I  appreciate  your  testimony.  I  wish  this  cost/benefit 
analysis  for  the  industry  would  be  something  that  we  would  use 
Congress-wide.  We  do  so  many  things  that  are  well  intentioned. 
When  you  add  all  those  well-intentioned  ideas  up,  the  old  sajdng  is, 
"The  path  to  hell  is  paved  with  good  intentions."  I  think  that  cer- 
tainly applies  to  Government. 

We  do  so  many  wonderful  things  in  the  abstract  and  one  at  a 
time.  Nobody  sits  to  add  up  the  cost  of  all  those  wonderful  things.  I 
imagine  an  airport  some  day  with  the  gate  locked  and  sign  on  the 
front  that  says,  "No  noise,  no  pollution,  no  injuries" — and  the  list 
goes  on  and  on — "for  the  last  243  days,"  and  it  is  because  they  had 
to  shut  it  down. 

Sometimes  I  think  if  we  would  go  through  that  ansilysis  on  ev- 
erything we  do  we  could  put  in  perspective  the  kind  of  burden  we 
are  putting  on  the  American  worker  and  the  American  travelling 
public.  I  hope  that  we  do  start  applying  that  in  this  committee  and 
the  Congress  as  a  whole. 

Let  me  ask  you  to  elaborate  more  on  what  you  feel  needs  to  be 
done  or  doesn't  need  to  be  done  in  regard  to  the  bankrupt  carriers. 


556 


Regardless  of  what  has  actually  driven  down  the  prices  over  the 
last  18  months,  I  have  concerns  with  bankruptcy  laws,  particularly 
in  capital-intensive  industries  such  as  airlines  where  you  do  allow 
airlines  to  continue  to  operate  that  aren't  covering  their  long-term 
capital  costs.  There  is  no  doubt  that  that  is  happening. 

If  you  do  have  pricing  that  doesn't  account  for  capital  costs, 
eventually  you  have  an  industry  that  has  not  replaced  its  depreci- 
ated assets  and  eventually  you  have  a  badly  weakened  industry. 
Just  so  that  I  better  understand  your  position  on  the  bankrupt  car- 
riers, I  wish  you  would  elaborate  on  your  comments  earlier. 

Mr.  Kelleher.  Yes,  Mr.  Geren. 

I  don't  feel  that  the  continued  existence  of  the  bankrupt  carriers 
has  caused  overcapacity  in  the  airline  industry.  I  really  feel — and  I 
don't  think  the  bankrupt  carriers  have  had  a  tremendous  influence 
over  a  prolonged  period  of  time  on  the  pricing  in  the  industry.  I 
think  that  it  is  lack  of  demand  that  has  primarily  hurt  those  carri- 
ers and  which  is  hurting  all  carriers  in  the  industry  with  South- 
west Airlines  recovering  perhaps  quicker  than  most. 

I  said  in  my  testimony  that — it  is  personally  irksome  to  me  that 
a  competitor  can  go  into  bankruptcy  and  reduce  or  eliminate  their 
indebtedness.  This  is  something  quite  apart  from  capacity.  I  don't 
go  along  with  the  capacity  argument,  but  eliminate  their  indebted- 
ness— which  they  never  should  have  sustained  in  the  first  place — 
cut  their  employees'  wages  by  50  percent,  and  come  out  as  a  born- 
again  low-cost  competitor. 

But  I  don't  know  what  to  do  about  that.  I  have  no  solution  to 
that  whatsoever.  I  don't  want  to  put  the  bankrupt  carriers  out  of 
business.  Southwest  Airlines  has  no  such  intention.  The  bankrupt 
carriers,  as  a  matter  of  fact,  have  not  been  a  problem  for  South- 
west Airlines  one  way  or  the  other  except  in  the  sense  that  we 
have  been  profitable,  we  have  paid  our  employees  good  wages,  they 
have  had  increases  instead  of  concessions,  they  have  had  profit 
sharing  instead  of  losses,  they  have  job  increases,  hiring  instead  of 
furloughs  and  lay-offs.  Then  all  of  a  sudden  someone  comes  roaring 
out  of  bankruptcy  who  has  had  all  those  things  and  they  are  now 
the  new  low  cost  carrier  in  town. 

That  doesn't  seem  quite  right  to  me  from  the  standpoint  of  fair- 
ness and  equity.  But  on  the  other  hand,  looking  at  it  from  that  per- 
spective, I  have  no  proposed  solution  to  it,  to  tell  you  the  truth. 

Mr.  Geren.  I  don't  think  any  of  us  really  know  the  solution.  The 
bankruptcy  laws  are  complicated  and  it  touches  so  many  different 
industries.  But  I  believe  that  there  are  particular  problems  with 
capital-intensive  industries  such  as  airlines  that  the  bankruptcy 
laws  need  to  reflect.  There  is  no  doubt  that  the  bankrupt  airlines 
are  not  replacing  their  depreciating  capital  at  the  present  time. 

Mr.  Kelleher.  That's  correct. 

Mr.  Geren.  That  gives  them  a  certain  competitive  advantage 
whether  or  not  they  are  able  to  take  advantage  of  it  because  of  the 
response  of  the  non-bankrupt  carriers  is  another  question.  But  we 
are  faced  with  a  capital  intensive  industry  with  a  significant  per- 
centage of  it  that  is  not  covering  its  costs.  It  may  be  covering  its 
variable  costs,  but  it  is  not  covering  its  costs.  There  is  no  doubt 
about  it. 

Mr.  Kelleher.  That's  correct. 
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Mr.  Geren.  We  need  to  do  something  about  it. 

Mr.  Kelleher.  I  wonder,  Mr.  Geren — and  this  is  just  a  thought 
that  popped  into  my  head  which  makes  it  very  dangerous  for  me  to 
say  this — I  offer  this  up  as  an  idea  and  not  necessarily  a  proposal — 
I  wonder  if  it  would  be  helpful  if  you  limited  the  time  that  you  had 
to  reorganize  in  Chapter  11.  You  could  put  some  kind  of  a  deadline 
and  say  that  you  had  to  do  it  within  a  year  and  then  you  had  to 
liquidate. 

Some  of  these  bankruptcies  go  one  for  6,  7,  8,  or  10  years.  In  an- 
other industry — I  was  talking  to  a  producer  and  he  said,  "Boy,  I 
love  this  Chapter  11.  We  went  into  Chapter  11  as  the  highest  cost 
producer  in  this  industry  and  now  we  are  the  lowest  cost  producer. 
I  don't  want  to  ever  come  out." 

So  maybe  you  need  some  kind  of  a  limitation  on  it.  But  I  really 
don't  think  that  the  bankrupt  carriers  in  the  airline  industry  as  of 
this  time,  in  their  capacity,  is  the  core  problem  that  we  face.  And 
that  is  the  Southwest  Airlines  perspective.  I  understand  there  are 
different  perspectives,  but  that  is  ours. 

Mr.  Geren.  I  appreciate  your  insights  on  that  because  that  was 
an  issue  that  was  discussed  over  the  past  week  and  I  am  sure  will 
continue  to  be  today.  I  certainly  appreciate  your  insights  and 
thank  you  for  your  testimony  and  thank  you  for  taking  the  time  to 
be  up  here. 

Mr.  Kelleher.  Thank  you  for  having  me.  I  appreciate  it.  I  do 
want  to  tell  you  that  I  have  never  spoken  to  anybody  who  has  in- 
vited me  back.  So  if  the  committee  would  like  to  change  that  stain 
on  my  part  I  would  be  delighted,  Mr.  Chairman.  [Laughter.] 

Mr.  Oberstar.  Mr.  Laughlin  has  additional  questions. 

Mr.  Laughun.  Mr.  Kelleher,  since  this  is  a  hearing  on  the  finan- 
cial condition  of  the  airline  industry,  I  want  to  ask  your  thoughts 
on  the  airlines  that  you  have  described  as  carriers  who  have  taken 
on  unsustainable  debt  burdens.  What  are  your  thoughts  on  what,  if 
anything,  this  committee  should  do  in  that  area  addressing  unsus- 
tainable debt  burden? 

Mr.  Kelleher.  That  is  a  very  pithy  question,  Mr.  Laughlin. 

Mr.  Laughun.  Thank  you  very  much. 

Mr.  Kelleher.  It  is  difficult  to  answer. 

I  think  from  the  standpoint  of  the  industry  as  a  whole  that  one 
way  or  another  it  has  to  have  some  relief  with  respect  to  its  cost 
burdens.  I  understand  what  you're  saying. 

I  don't  know  any  way  to  do  that,  and  at  the  same  time  perhaps 
single  out  an  individual  carrier  and  say  that  it  was  their  fault  that 
they  took  on  too  much  debt  for  one  reason  or  another.  My  overall 
impression  is  that  anything  that  is  done  to  benefit  the  airline  in- 
dustry, which  is  the  only  way  we're  going  to  have  an  airline  indus- 
try— and  we're  already  way  overpaying  for  a  pay-as-you-go  trans- 
portation system — probably  has  to  benefit  everyone  equally,  even 
though  that  might  prove  distasteful  in  some  cases. 

Mr.  Laughun.  I  want  to  ask  you  about  one  other  area,  and  it 
isn't  exactly  on  the  financial  condition  of  airlines,  but  it  impacts 
the  financial  condition  of  airlines,  and  that  is  the  bullet  train. 

Mr.  Kelleher.  Yes,  sir. 

Mr.  Laughlin.  I  don't  think  you  and  I  have  ever  talked  about 
that,  but  it  is  a  very  unpopular  topic  in  the  14th  congressional  dis- 
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trict  of  Texas,  so  it  is  very  unpopular  with  me  since  I  represent  the 
14th  district.  The  reason  it  is  unpopular  is  because  your  airline 
exists  that  services  within  about  90  miles  of  every  town  I  represent. 
Those  people  say  that  the  bullet  train  won't  stop  in  their  communi- 
ties and  it  will  take  a  big  swath  through  their  farm  and  ranch 
country  and  will  only  benefit  the  city  folks. 

Having  said  that — and  I  believe  what  they  tell  me.  I  hope  they 
are  listening  on  this — I  want  you  to  address  the  bullet  train,  if  you 
will,  the  impact  on  the  airline  industry.  Our  President  has  support- 
ed the  bullet  train,  although  thank  God  he  hasn't  said  that  it  needs 
to  be  in  Texas.  I  have  ideas  of  maybe  California  or  Chicago  to  New 
York. 

What  are  your  thoughts  about  the  bullet  train  and  its  impact  on 
the  airline  industry? 

Mr.  Kelleher.  First  of  all,  Mr.  Laughlin,  I  agree  totally  with 
what  you  say,  that  if  you're  going  to  have  high-speed  rail — and 
there  are  many  types  of  high-speed  rail.  When  you  talk  about  high- 
speed rail  there  is  ultra  high-speed,  very  high-speed,  medium-speed, 
et  cetera,  some  of  which  costs  10  or  15  times  as  much  as  the  others. 
So  even  within  that  category  there  are  a  lot  of  different  approach- 
es. 

But  first  of  all,  it  should  be  some  place  where  it  is  needed.  Where 
it  is  needed  is  where  the  existing  transportation  system  cannot 
meet  the  demand  for  transportation.  Maybe  the  Northeast  Corri- 
dor, but  certainly  not  Texas  where  there  is  no  highway  congestion 
nor  any  airway  congestion. 

Secondly,  I  think  the  Government  has  to  look  at  it  very  carefully 
from  the  standpoint  of  subsidization.  We  are  not  opposed  to  high- 
speed rail.  We  are  opposed  to  Government  subsidized  high-speed 
rail.  It  is  the  subsidization  that  we  are  opposed  to.  High-speed  rail 
is  very  expensive.  The  Government  can  put  enormous  amounts  of 
money  into  it. 

The  proposal  for  the  Texas  routes  alone  is  an  initial  expenditure 
of  $6.8  billion.  My  experience  with  public  projects  of  this  size  indi- 
cates that  the  ultimate  bill  probably  will  be  about  $15  billion  be- 
cause of  they  usually  go  at  least  twice  over  what  they  are  supposed 
to  be. 

Thirdly,  on  a  private  basis  there  is  no  way  that  that  is  support- 
able. The  gross  revenues  from  those  routes  would  not  support  the 
interest  costs  of  the  indebtedness. 

Southwest  Airlines,  by  way  of  comparison,  has  a  $400  million  in- 
vestment in  serving  Dallas,  Houston,  and  San  Antonio.  A  $6.8  bil- 
lion investment  done  privately  cannot  compete  with  a  $400  million 
investment. 

We  are  an  ingenious  Nation  now.  We  are  the  world's  largest 
debtor.  We  have  a  horrendous  annual  deficit.  We  owe  over  $4  tril- 
lion. Why  on  earth  would  we  put  expensive  high-speed  rail  where 
it  is  not  needed  and  support  it  with  subsidy.  Southwest  Airlines,  for 
the  kind  of  subsidy  you  would  have  to  give  high-speed  rail  in 
Texas,  could  fly  everybody  in  Texas  free  for  the  next  20  years. 

Mr.  Laughlin.  I  have  one  very  last  thing  I  would  like  to  say  and 
then  I  will  yield  back  any  time  I  have  remaining. 
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Mr.  Kelleher,  I  appreciate  your  confirming  that  in  the  past  I 
have  requested  you  provide  Southwest  Airlines  service  to  Victoria, 
the  largest  city  in  the  14th  district. 

Mr.  Keli^her.  Mr.  Laughlin,  you  have  actually  exhibited  high 
dudgeon  about  the  fact  that  we  do  not  serve  Victoria  to  the  point 
where  it  scared  me.  [Laughter.] 

You  are  still  invited  to  consider  providing  air  service  to  Victoria 
since  it  is  the  largest  city  in  my  district  and  we  have  no  commer- 
cial air  service  inside  the  district.  [Laughter.] 

Mr.  Laughun.  Thank  you  very  much  for  being  here  and  giving 
your  remarks. 

I  think  you're  better  off  not  scaring  him.  Amuse  him.  [Laughter.] 

Mr.  Oberstar.  Mr.  Collins? 

Mr.  CoLUNS.  Thank  you,  Mr.  Chairman. 

In  relation  to  that  bullet  train,  the  time  or  two  I  have  driven 
across  Texas  I  wish  I  would  have  had  a  bullet  or  a  bullet  train. 
[Laughter.] 

Mr.  Collins.  Sometimes  you  need  those  bullets. 

I  have  no  more  questions,  Mr.  Chairman.  I  believe  the  gentleman 
could  probably  use  some  victuals. 

Thank  you  very  much. 

Mr.  Kelleher.  Thank  you,  Mr.  Collins. 

Mr.  Oberstar.  I  have  just  a  couple  of  close-up  points  here.  We 
have  seen  the  issue  of  capacity  in  the  industry  and  the  Big  Three 
adding  enormous  numbers  of  aircraft  that  have  created  this  capac- 
ity problem.  At  the  very  time  the  market  was  shrinking,  the 
number  of  aircraft  was  growing. 

How  did  Southwest,  in  its  corporate  planning,  avoid  the  over- 
building of  its  fleet? 

Mr.  Kelleher.  We  take  a  fairly  conservative  approach  to  that, 
Mr.  Chairman.  Number  one,  we  have  certain  debt  equity  standards 
to  which  we  try  to  adhere  at  all  times.  Of  course,  that  restricts 
your  purchase  of  airplanes.  You  don't  want  to  take  on  too  much 
debt  in  that  connection.  Secondly,  we're  pretty  proud  of  the  atmos- 
phere that  we  have  in  our  company  and  of  the  tremendous  contri- 
butions of  our  people  so  we  have  a  cultural  restriction  on  our  ex- 
pansion as  well. 

We  do  not  think  it  would  be  beneficial  to  Southwest  Airlines  to 
suddenly  bring  in  10,000  additional  people.  They  might  set  up  a 
sub-tribe  within  Southwest  Airlines.  So  that  is  another  break. 

The  third  one  is  that  we  have  a  unique  market  niche  in  America. 
We  are  the  only  short-haul,  high  frequency,  low  fare,  point-to-point 
carrier  in  the  United  States  as  of  this  time.  The  reason  I  raise  that 
in  connection  with  your  question  is  that  some  of  the  other  carriers 
are  compelled  by  the  fact  that  they  compete  with  one  another  to 
suddenly  jump  into  the  market  because  the  opportunities  will  not 
recur  or  someone  else  will  appropriate  them. 

International  routes,  for  instance,  are  not  going  to  come  up 
again.  Somebody  is  going  to  get  them  now  and  if  you  don't  get 
them  now  somebody  else  will  have  them  for  the  next  20  years. 

So  there  are  pressures  brought  on  other  carriers  to  make  expend- 
itures even  in  the  most  difficult  times,  some  of  which  we  don't  ex- 
perience because  we  do  something  different.  Our  market  segment 
is  different. 
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My  point  is  that  if  we  don't  do  it  today,  and  instead  we  do  it  2 
years  from  now,  basically  nothing  has  changed  insofar  as  we  are 
concerned.  So  we  don't  have  the  tremendous  market  pressure 
brought  on  us  to  do  things  instantaneously — to  be  perfectly  fair  to 
your  question — that  many  of  the  other  carriers  have. 

Mr.  Oberstar.  Do  you  see  yourself  remaining  a  niche  carrier,  or 
do  you  anticipate  expansion? 

Mr.  Kelleher.  Mr.  Chairman,  I  will  be  honest  with  you.  I  don't 
think  I  am  smart  enough  to  do  anything  other  than  remain  a  niche 
carrier. 

Mr.  Oberstar.  Just  the  opposite  is  true.  I  think  you  know  better 
than  to  get  into  traps.  [Laughter.] 

Mr.  Kelleher.  As  I  have  said,  we  make  our  living  by  running 
between  the  legs  of  the  giants  and  hoping  that  they  never  look 
down  to  notice  that  we  are  there. 

Mr.  Oberstar.  Your  advice  for  the  health  of  the  industry  is  not 
to  reregulate  and  go  back  to  the  economic  regulation  of  the  indus- 
try prior  to  1978;  provide  some  tax  relief;  and  provide  some  cost 
and  fee  relief. 

Mr.  Kelleher.  That's  correct. 

Mr.  Oberstar.  Thank  you  very  much. 

Mr.  Kelleher.  Thank  you  indeed.  It  has  been  a  real  pleasure 
being  with  you. 

Mr.  Oberstar.  The  subcommittee  will  take  a  recess  to  accommo- 
date Members'  schedules  and  reconvene  at  1:30. 

[Whereupon,  at  12:16  p.m.,  the  committee  was  adjourned  to  re- 
convene at  1:30  p.m.  the  same  day.] 

AFTERNOON  SESSION — 1:43  P.M. 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting. 

Our  witness  leading  off  this  afternoon  is  Mr.  Michael  J.  Conway, 
President  and  CEO,  America  West  Airlines. 

Mr.  Conway,  welcome.  Your  testimony  in  full  will  appear  in  the 
record.  You  may  summarize  or  you  may  choose  to  read  it  all,  as 
you  wish. 

TESTIMONY  OF  MICHAEL  J.  CONWAY,  PRESIDENT  AND  CEO, 
AMERICA  WEST  AIRLINES 

Mr.  Conway.  Thank  you,  Mr.  Chairman. 

First  of  all  I  would  like  to  express  my  appreciation  on  behalf  of 
the  11,000  employees  and  their  families  of  America  West  Airlines 
for  the  opportunity  to  appear  before  your  committee  in  the  very 
important  task  that  we  all  have  ahead  of  us. 

I  would  like  to  not  dwell  too  much  on  my  submitted  testimony 
but  perhaps  summarize  it  and  talk  about  some  other  matters. 

By  way  of  background  for  the  benefit  of  the  committee,  I  am  one 
of  the  founders  of  America  West  Airlines  and  took  a  great  deal  of 
interest  in  Mr.  Kelleher's  testimony  and  about  Southwest  Airlines, 
a  carrier  I  have  a  great  deal  of  respect  for.  He  and  I  are  perhaps 
unique  among  the  major  airline  CEOs  in  that  we  are  the  only 
CEOs  running  a  major  airline  in  the  United  States  today  who  also 
happen  to  be  people  who  played  a  significant  role  in  the  creation  of 
the  airline. 
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By  way  of  background,  America  West  was  formed  in  1981  by 
myself  and  six  other  founding  officers.  It  took  us  2  years  to  raise 
the  capital  to  get  the  airUne  started.  We  had  our  first  revenue 
flight  on  August  1,  1983  and  we  started  out  with  280  employees 
with  15  departures  a  day  out  of  our  present  hub  in  Phoenix  with 
three  leased  Boeing  737-200s. 

We  rose  to  a  peak  from  280  employees  in  three  airplanes  to  more 
than  14,000  employees  within  a  7-year  period,  122  jet  aircraft,  and 
we  were  a  profitable  airline.  In  fact,  along  with  Southwest,  we 
were  given  the  distinction  of  becoming  a  major  airline  when  our 
annual  revenues  exceeded  $1  billion. 

I  think  it  is  also  interesting  to  note  with  respect  to  America  West 
that  there  are  less  than  10  companies  in  United  States  business 
history  who  have  gone  from  zero  to  $1  billion  in  annual  revenues 
in  the  time  frame  in  which  it  was  achieved  by  America  West  from 
internal  growth.  The  thing  we  are  most  proud  of  are  the  14,000 
jobs  we  were  able  to  create  in  a  very  challenging  environment. 

For  reasons  I  will  go  into  in  a  moment,  unfortunately  we  have 
had  to  cut  our  workforce  back  to  its  present  11,000  and  had  to  take 
some  other  very  harsh  measures  in  order  to  cope  with  the  environ- 
ment. 

I  would  like  to  briefly  categorize  our  view  of  the  industry  and 
point  out  some  of  the  problems  and  offer  some  solutions  that  I 
think  would  be  to  the  benefit  of  everyone. 

From  our  perspective,  when  we  look  at  this  industry — and  we  are 
the  only  major  airline  formed  after  the  deregulation  of  1978  that  is 
in  business  today — when  we  look  at  the  creation  of  new  airlines, 
which  was  the  cornerstone  behind  the  deregulation,  I  think  it  is 
fair  to  say  that  for  the  first  several  years  under  deregulation  the 
objectives  were  being  achieved.  More  than  150  new  airlines  were 
certificated  in  the  10-year  period  following  deregulation. 

But  when  you  look  at  the  situation  today  of  those  150  new  air- 
lines that  were  formed  and  certificated,  half  of  which  commenced 
scheduled  service,  there  are  but  three  left  today.  And  as  I  said  ear- 
lier, America  West  is  the  only  one  to  achieve  major  carrier  status. 
In  addition  to  that,  we  are  all  familiar  with  the  demise  of  so  many 
other  airlines  that  were  in  existence  prior  to  1978. 

I  think  when  you  look  at  the  picture — I  have  heard  and  read  tes- 
timony that  has  been  submitted  to  this  committee  about  the  stag- 
gering losses  that  this  industry  has  incurred  in  just  the  past  few 
years,  wiping  out  all  prior  profits  achieved  prior  to  that  time.  I 
think  an  analogy  that  tells  you  something  is  wrong — I  might  refer 
to  an  airline  for  which  I  have  had  a  great  deal  of  respect  over  the 
years,  particularly  with  respect  to  their  employee  relations,  Delta. 
If  someone  were  to  have  told  you  5  years  ago,  "We're  going  to  take 
Eastern  Airlines  and  just  remove  it  from  the  aviation  equation." 
Eastern  Airlines  being  the  primary  competitor  of  Delta,  which  had 
record  profitability  for  decades,  a  fine  airline,  and  then  removing 
Eastern  Airlines  from  the  equation. 

Delta  Airlines  would  take  on  some  80  percent  plus  market  share 
in  one  of  the  busiest  airports  in  the  world.  After  all  that  was  done, 
this  fine  airline  with  record  profits  and  a  near  doubling  of  market 
share  in  that  important  transportation  center  would  start  to  lose 
$500  million  a  year.  Something  would  tell  you  that  something  is 
wrong  with  the  picture. 
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I  would  like  to  try  to  categorize  what  went  wrong  without  put- 
ting any  blame  on  any  one  particular  sector.  I  think  when  you 
have  an  industry  that  arguably  is  in  a  free  fall,  like  we  have  today, 
there  is  plenty  of  blame  to  go  around.  A  lot  of  it  comes  with  the 
benefit  of  hindsight.  But  there  was  a  major  party  going  on  in  the 
1980s  and  everybody  went  to  the  party.  The  major  airlines,  new 
airlines,  manufacturers,  Government  oversight,  and  certainly  Wall 
Street.  Everybody  at  that  party  took  a  drink. 

We  had  a  massive  consolidation.  I  have  heard  testimony  saying 
that  there  is  overcapacity  in  the  industry  today,  and  perhaps  that 
is  the  only  thing  that  my  peers  agree  on — how  we  got  to  that  situa- 
tion is  where  the  differences  of  opinion  come  in.  I  am  just  not 
smart  enough,  quite  frankly,  to  tell  you  whether  the  overcapacity 
is  because  there  are  too  many  airplanes  in  the  market  today  or  the 
demand  is  so  soft  in  order  to  fill  up  the  required  number  of  seats. 
It  is  probably  a  combination  of  the  two. 

I  have  heard  and  read  testimony  saying  that  this  complex  prob- 
lem that  we  have — an  industry  that  with  each  issuance  of  financial 
reports  is  showing  the  world  it  is  becoming  less  and  less  viable — 
that  the  sole  culprits  to  this  are  the  Chapter  11  carriers.  I  think  this 
is  a  malady  that  people  often  fail  into.  When  there  is  a  really  com- 
plex circumstance  out  there  people  are  driven  to  simple  solutions 
and  make  sweeping  generalizations. 

There  is  nothing  to  substantiate  that.  We  have  submitted  testi- 
mony in  rebuttal  that  Chapter  11  carriers  have  been  leading  prices 
down.  As  the  Chairman  has  pointed  out,  why  would  anybody  who 
is  in  Chapter  11  be  doing  anything  to  reduce  their  revenues?  I 
think  if  you  look  at  the  facts,  you  will  see  that  America  West  had 
the  largest  increase  in  passenger  yields  of  any  major  airline. 
Our  fares  have  been  going  up,  but  not  in  a  fashion  in  which  we  are 
gouging  the  marketplace. 

I  heard  Mr.  Kelleher  testify  that  he  has  the  lowest  fares  in  the 
industry.  That  is  not  supported  by  the  facts.  Our  average  passenger 
yield  is  less  than  that  of  Southwest  Airlines. 

I  have  also  heard  that  we  have  this  unfair  advantage  because  of 
the  cloak  of  Chapter  11.  Having  now  been  in  Chapter  11  for  about 
a  year  and  a  half,  I  certainly  can  speak  from  experience.  What  I 
haven't  been  able  to  figure  out  is.  If  Chapter  11  is  such  a  good  deal, 
why  did  we  and  everybody  else  fight  so  hard  to  stay  out  of  it?  And 
why  are  we  busting  our  butts  today,  now  that  we're  in  it,  to  get  out 
of  it. 

I  have  heard  about  this  unfair  advantage  of  not  having  to  pay 
your  creditors.  I  can  assure  you  that  we  do  have  to  pay  our  credi- 
tors and  we  are  working  closely  with  them  for  a  program  that 
meets  everyone's  needs. 

What  I  don't  think  has  been  discussed  are  the  additional  burdens 
that  one  has  that  come  with  Chapter  11,  both  tangible  and  intangi- 
ble. Our  company  has  paid  more  than  $25  million  thus  far  just  in 
legal  and  professional  fees.  We  have  a  large  amount  of  expenses 
that  we  must  pay  and  do  pay  just  to  operate  the  airline  every  day 
that  we  must  now  pay  in  advance.  We  have  no  credit  with  normal 
suppliers  for  the  most  part  in  areas  like  fuel  and  advertising.  So  we 
are  paying  a  lot  of  things  up  front. 
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The  cost  of  capital  to  us  is  severe  and  it  is  very  much  limited. 
What  I  don't  think  people  appreciate  is  the  intangible  side  of  Chap- 
ter 11.  There  is  nothing  in  Chapter  11  that  is  encouraging  anybody 
to  book  a  ticket  on  you,  particularly  if  it  is  several  months  out. 
There  is  a  fierce  war  being  waged  by  the  non-Chapter  11  carriers 
with  their  sales  forces  to  the  travel  agency  community. 

There  are  campaigns  going  on,  some  that  are  quite  malicious.  In 
my  view,  some  are  even  unethical  and  perhaps  even  crossing  the 
line  to  illegal  where  people  are  being  encouraged  not  to  book  on 
America  West.  While  there  is  protection  to  people  who  have  that 
concern  by  booking  your  traffic  on  a  credit  card  which  you  could 
then  get  a  refund  on,  you  might  be  able  to  protect  your  purchase  of 
the  ticket.  But  if  the  carrier  is  not  there  when  it  comes  time  for 
your  summer  vacation,  there  is  no  assurance  that  there  will  be 
seats  available  on  another  carrier  at  those  rates. 

So  Mr.  Chairman,  I  haven't  seen  any  advantage  in  Chapter  11 
other  than  the  one  advantage  it  gives  you  in  that  it  puts  you  a 
little  bit  more  in  control  of  the  time  to  work  out  a  reasonable 
agreement  with  your  creditors.  I  have  heard  people  say  that  maybe 
we  should  just  put  a  time  frame  on  it.  How  long?  Would  it  be  6 
months,  12  months,  14  months? 

A  lot  of  the  ability  of  a  carrier  to  emerge  from  Chapter  1 1  has  to 
do  with  the  capital  market.  I  can  assure  you  that  it  would  be  very 
easy  for  a  much  larger  competitor  to  easily  disrupt  that  time  frame 
through  actions  in  the  marketplace. 

I  have  testified  before  the  Senate  Committee  on  Aviation  as  to 
our  opinion  on  the  so-called  value  pricing  and  the  50  percent  na- 
tionwide sale  which  took  place.  In  my  view,  I  think  that  was  argu- 
ably predatory  and  designed  to  disrupt  the  very  significant 
progress  that  was  being  achieved  by  Chapter  11  carriers  which  goes 
on  today,  and  also  perhaps  designed  to  put  one  or  two  carriers  who 
were  on  the  brink  of  Chapter  1 1  into  filing.  So  the  facts  do  not  sup- 
port that  we  are  holding  prices  down. 

On  the  capacity  issue,  I  think  as  you  have  said,  Mr.  Chairman, 
there  is  no  evidence  to  support  that.  As  you  have  noted  in  the  writ- 
ten testimony  which  we  provided,  carriers  who  have  in  fact  gone 
out  of  business — Pan  American,  Midway,  Eastern,  et  cetera — along 
with  the  carriers  currently  in  Chapter  11 — TWA,  Continental,  and 
America  West — we  have  taken  some  70  billion  available  seat  miles 
out  of  the  marketplace  while  the  three  largest  airlines  in  the 
United  States  have  put  all  of  that  back  and  added  430  airplanes 
and  have  increased  the  capacity  in  the  marketplace  by  more  than 
50  percent  from  what  was  taken  out. 

I  think  everyone  will  chase  a  rainbow  if  they  think  the  solution 
here  is  to  punish  one  constituency  and  reward  someone  else.  I  men- 
tioned that  everybody  came  to  this  party  in  the  late  1980s,  in  par- 
ticular, and  I  include  the  Government  in  that.  Unfortunately,  I  be- 
lieve a  signal  was  sent  subsequent  to  deregulation  that  not  only 
would  we  be  deregulated  but  we  will  enter  into  an  "anything  goes" 
environment. 

In  my  view,  the  message  that  was  sent  put  people  on  a  quest  for 
noncompetitive  franchises.  I  think  the  massive  consolidation  which 
took  place  in  this  industry  was  not  to  the  benefit  of  the  consumer. 
You  have  more  and  more  major  transportation  markets  that  I 
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would  deem  as  captured.  The  fares  in  those  markets  have  gone  up 
significantly.  I  call  it,  "The  constituency  of  the  gouge  is  growing 
larger." 

It  riles  me  to  a  fare-thee-well  when  I  see  massive  public  relation 
campaigns  going  on  aimed  at  Wall  Street  and  the  general  public 
that  it  is  okay  if  there  is  only  three  airlines.  At  the  rate  those 
three  airlines  are  going,  I  don't  think  anybody  has  any  assurance. 
Why  not  two?  How  about  one? 

Unless  something  is  done  and  this  industry  gets  back  to  some 
course  of  viability,  you  certainly  will  get  down  to  just  three  air- 
lines. I  will  tell  you  in  my  opinion  that  because  travel  and  tourism 
is  the  largest  industry  in  the  United  States,  if  we  unfortunately  do 
get  down  to  just  three  airlines,  you  will  witness  the  "Mother  of  All 
Begs"  by  those  three  airlines  for  substantial  assistance  because 
they  are  now  just  too  big  to  let  this  industry  crater. 

I  do  not  think  it  is  too  late  to  do  something.  I  have  always  be- 
lieved that  if  something  can  be  done  and  should  be  done  and  it  will 
help  you,  do  not  worry  about  who  else  will  be  helped  in  the  mean- 
time. 

There  were  an  incredible  series  of  circumstances  which  occurred 
beginning  in  the  latter  part  of  1990.  I  mentioned  earlier  that  every- 
body came  to  this  party.  They  came  with  different  motives  and  had 
different  approaches.  On  the  issue  of  overcapacity,  I  have  indicated 
where  I  think  the  overcapacity  has  come  from. 

I  am  not  suggesting  that  if  I  were  one  of  the  three  largest  air- 
lines I  would  have  taken  a  different  course,  but  I  think  they  made 
a  bet.  The  bet  they  made  was  that  the  Chapter  11  carriers  or  other 
financially  troubled  carriers  would  not  survive.  So  the  expansion 
that  they  would  be  putting  into  a  relatively  soft  market  would 
merely  replace  the  Chapter  11  and  troubled  carriers  capacity. 

That  did  not  happen  due  to  the  resolve  of  the  financially  trou- 
bled carriers.  Now  they  are  citing  those  carriers  as  the  problem. 
They  made  a  bet  and  they  bet  wrong. 

But  beginning  in  the  latter  part  of  1990— and  this  is  where  I 
think  the  Government  did  something  that  I  don't  think  is  too  late 
to  retrieve — and  I  have  heard  your  comment  on  the  excise  tax.  As 
you  are  aware,  Mr.  Chairman,  with  the  invasion  of  Kuwait  in 
August  of  1990,  the  precious  commodity  for  us,  jet  fuel,  which  is 
essentially  kerosene — we  are  unique  in  that  we  control  neither  the 
price  nor  the  supply. 

We  were  paying  about  55  cents  a  gallon  for  jet  fuel  on  August  1, 
1990.  With  the  invasion  of  Kuwait,  we  saw  unprecedented  run-ups 
in  the  price  of  jet  fuel.  I  heard  Mr.  Dasburg  comment  on  the  cost  of 
a  penny  increase  to  the  industry.  I  will  tell  you  that  for  America 
West — and  America  West  has  one  of  the  most  modern  fleets  in  the 
world,  even  slightly  younger  than  the  fine  fleet  of  Southwest,  and 
we  have  the  most  fuel  efficient  fleet  in  the  industry.  However,  for 
every  penny  of  increase  in  jet  fuel,  it  costs  our  company  $300,000 
more  per  month. 

The  price  went  from  55  cents  per  gallon  to  a  high  of  $1.42  be- 
tween August  and  October  of  1990.  And  here  came  the  rub  from 
the  Government. 

As  you  are  aware,  Mr.  Chairman,  despite  that  massive  runup  in 
the  price  of  fuel  where  airlines  were  precluded,  because  of  soft 
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market  demand,  from  being  able  to  pass  through  those  higher 
costs,  on  December  1,  1990  the  transportation  tax  went  from  8  per- 
cent to  10  percent.  That  was  the  equivalent  of  all  airlines  turning 
over  2  percent  of  their  revenue  to  the  Federal  Government.  I  don't 
think  it  was  a  coincidence  that  that  2  percent — or  20  percent  of  the 
total  tax — went  into  the  general  fund  for  the  overall  deficit  reduc- 
tion. 

In  my  view,  that  is  unfair.  I  am  not  insensitive  to  the  fact  that  if 
you  roll  that  back — and  I  think  it  should  be  rolled  back  because  it 
is  unfair  that  one  can't  do  that  unless  it  gets  the  money  from  some- 
where else.  I  think  with  the  President's  economic  proposal  the  best 
thing  it  has  going  for  it  is  its  sense  of  fairness.  I  haven't  seen 
hardly  anything  that  makes  anybody  feel  like  it  is  a  day  at  the 
beach  with  what  has  to  be  done  to  fix  the  economic  plight  of  this 
country. 

But  I  was  fortunate  to  be  able  to  meet  with  President  Clinton  on 
Monday  and  indicated  that  I  think  his  program  has  a  lot  of  merit.  I 
think  it  has  a  chance,  provided  the  American  public  senses  the 
fairness  to  it.  There  is  a  lot  of  pain  that  has  to  be  distributed,  but  if 
people  believe  it  is  fair  and  that  it  will  result  in  a  better  future  for 
our  families,  then  I  think  it  is  sellable. 

I  think  we  have  to  do  something  to  help  the  airlines  right  now. 
Again,  I  am  just  not  smart  enough  to  know  any  one  single  thing 
other  than  that  we  have  a  tremendous  tax  burden  that  is  imposed 
upon  us  right  now.  I  do  not  think  the  airline  industry  should  be 
singled  out  to  fund  a  deficit.  We  have  several  billion  dollars  in  the 
aviation  trust  fund  that  is  not  being  spent. 

I  have  heard  arguments  as  to  how  to  do  things  with  net  operat- 
ing losses,  et  cetera.  I  think  that  is  very  complicated,  very  unbal- 
anced, but  I  do  believe  that  this  committee  should  urge,  at  a  mini- 
mum, the  rollback  of  that  10  percent  tax  to  8  percent. 

What  is  happening  is  that  we  have  a  horse  that  is  being  flogged. 
If  we  then  add  to  our  already  heavy  tax  burden — and  I  agree  with 
the  prohibitive  cost  of  some  of  the  regulations  that  we're  forced  to 
impose — unless  the  Government,  working  with  industry,  finds  a 
way  to  get  airlines  back  to  profitability  without  bringing  up  every- 
body's mistakes  from  the  past — and  all  of  us  have  made  them — if 
this  industry  does  not  get  back  to  profitability,  the  already  limited 
access  to  the  capital  markets  will  be  shut  entirely.  Then  you  have 
the  ripple  effect. 

We  are  in  a  capital  intensive  industry.  I  have  never  seen  a  mar- 
ketplace more  difficult  to  finance  new  airplanes.  We  will  be  unable 
to  pay  deposits  and  take  delivery  of  new  aircraft.  Then  you  will 
have  the  ripple  effect  in  aerospace  and  exports  and  changes  in  the 
balance  of  trade  to  one  of  our  most  important  industries. 

I  would  urge  you,  Mr.  Chairman,  and  this  committee  to  look  at 
the  things  that  you  can  do  in  the  most  expedient  fashion,  ones  that 
help  people  with  a  fair  amount  of  uniformity,  and  get  this  industry 
back  to  viability. 

I  think  the  industry  has  learned  a  lot  of  valuable  lessons.  I  think 
the  manufacturers  went  to  this  party  in  the  1980s  as  well.  They  al- 
lowed some  airlines,  and  particularly  some  leasing  companies,  to 
speculate  in  a  lot  of  airplane  positions  that  never  came  to  fruition. 
Now  everybody  is  scrambling. 
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As  far  as  Mr.  Kelleher's  statements  and  his  personal  view  on  the 
Chapter  11  carriers,  let  me  say  that  I  think  there  are  even  differ- 
ences amongst  the  Chapter  11  carriers.  America  West  is  a  full  serv- 
ice airline  and  we  have  always  had  the  lowest  unit  cost  of  any  full 
service  carrier.  This  is  not  a  new  phenomena  for  America  West. 
We  have  always  been  extremely  cost  conscious.  One  of  the  reasons 
that  our  costs  are  as  efficient  as  they  are  is  because  we  have  the 
most  modern  fleet  in  the  United  States. 

We  are  a  company  that  prides  itself  on  outstanding  employee  re- 
lations. We  are  the  only  airline  of  any  size  that  I  am  aware  of  that 
does  not  have  one  single  labor  union,  and  it  is  not  because  we  are 
anti-union.  We  just  think  we  found  a  better  way  of  dealing  with 
our  employees  where  they  have  not  sought  the  need  of  an  outside 
third  party  to  bargain  for  them. 

I  have  heard  testimony  from  other  carriers  as  to  how  proud  they 
were  of  profit  sharing  programs  and  the  like.  We  had  a  profit  shar- 
ing program  at  America  West  before  we  had  our  first  dollar  of  rev- 
enue. Mr.  Chairman,  1989  was  a  record  year  of  profitability  for 
America  West.  We  started  in  1983.  In  1985,  we  were  profitable.  In 
1986,  we  were  profitable.  We  were  not  profitable  in  1987,  but  we 
were  profitable  in  1988  and  again  in  1989  we  had  the  record  prof- 
its. 

We  have  addressed  some  of  the  important  employee  issues  that  I 
think  carriers  and  other  companies  who  have  been  around  a  lot 
longer  than  us  have  ignored.  One  of  the  things  that  adds  to  the  re- 
solve of  our  employees,  and  perhaps  why  they  haven't  sought  out- 
side collective  bargaining,  is  that  there  is  a  crisis  in  this  country 
today  that  has  to  do  with  child  care.  America  West  has  perhaps  the 
foremost  child  care  program  of  any  company  in  the  United  States. 

We  don't  have  day  care,  we  have  child  care.  For  most  of  our  em- 
ployees, it  is  available  the  same  hours  in  which  the  airline  oper- 
ates— 7  days  a  week,  24  hours  a  day,  365  days  a  year.  We  are  very 
proud  of  our  employees  and  we  really  care  about  our  employees. 

But  we  are  not  in  this  alone.  We  do  need  some  help.  This  indus- 
try went  through  a  series  of  events  that  were  unprecedented. 
Again,  the  run-up  in  fuel  prices — which,  in  my  view,  was  an  artifi- 
cial run-up.  As  you  will  recall,  there  never  was  a  shortage  of 
supply,  it  was  the  perception  as  to  what  might  happen  to  the 
supply  of  fuel.  For  the  first  time  in  my  memory,  the  price  of  jet 
fuel  blew  past  the  price  of  gasoline  at  the  pump. 

We  had  an  Administration  in  Washington,  D.C.  that  while  a  re- 
cession was  on,  in  my  view  it  was  being  denied.  I  think  it  is  unfor- 
tunate when  the  top  person  in  the  United  States  is  the  last  person 
to  realize  that  there  is  a  real  problem  with  the  American  family 
and  the  consumer.  Again,  this  is  not  my  arena,  but  I  think  that  is 
largely  the  reason  why  that  person  is  not  in  office  today. 

We  had  a  war.  We  had  an  international  war.  And  for  the  first 
time,  we  had  a  prime  time  war  that  somebody  could  watch  in  their 
living  room  24  hours  a  day.  We  also  had  another  situation  where 
unfortunately  because  of  those  events  it  did  such  damage  to  our 
country  where  the  general  population  of  the  United  States  was 
afraid  to  get  on  an  airplane.  I  think  it  is  rather  ironic  that  the  pri- 
vate sector,  who  played  perhaps  the  largest  role  in  the  success  of 
Operation  Desert  Shield  and  Desert  Storm,  where  I  have  been  told 
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two-thirds  of  all  the  personnel  and  equipment  that  went  over  to 
the  Gulf  was  transported  by  U.S.  commercial  carriers  and  we 
played  a  role  in  that — and  this  is  the  industry  that  was  perhaps 
devastated  the  most. 

The  recession  continued.  Illogical,  irrational  pricing — some  per- 
haps predatory — took  over  and  the  industry  went  into  a  total  free 
fall.  We  were  a  young  company.  Certainly  if  I  had  the  benefit  of 
hindsight,  I  would  certainly  have  done  things  differently.  Have  we 
made  mistakes?  You  bet  we  have  made  mistakes.  We  have  made 
our  fair  share.  But  I  do  not  think  it  is  too  late  for  our  Government 
and  industry  to  work  together  to  find  some  solutions  and  stop 
spending  all  the  time  and  energy  as  to  who  is  to  blame.  I  believe 
everybody  is  to  blame  in  this  one. 

I  mentioned  to  President  Clinton  that  I  applauded  his  commis- 
sion where  15  people  will  be  appointed  to  come  up  with  some  strat- 
egy and  solutions.  I  am  sure  they  will  work  closely  with  this  com- 
mittee and  your  counterpart  in  the  Senate.  I  would  only  urge  that 
these  15  people  be  absolutely  the  smartest  and  most  objective 
people  that  we  can  find  in  this  country,  that  their  deadline  for  rec- 
ommendations not  be  extended,  and  we  get  on  with  it. 

In  closing,  Mr.  Chairman,  I  found  a  couple  of  things  in  listening 
to  testimony  today  very  interesting.  You  have  been  inundated  with 
suggestions  as  to  what  to  do.  I  think  most  of  what  the  larger  carri- 
ers have  recommended  is  somewhat  analogous  to  a  golf  match 
where  you  are  playing  golf  with  an  opponent.  In  golf,  you  may 
have  heard,  every  shot  in  golf  makes  somebody  happy.  [Laughter.] 

Mr.  Conway.  I  don't  think  that  you  should  be  looking  to  reward 
and  punish.  You  will  never  get  the  right  answer  with  respect  to 
that.  If  we  can  do  something  about  the  costly  burden  of  taxes — per- 
haps those  especially  which  are  not  being  spent  for  the  purpose 
they  have  been  collected — I  think  that  will  be  a  major  step  in  the 
right  direction. 

I  applaud  the  President's  efforts  to  take  on  this  very  difficult 
challenge.  Mr.  Chairman,  you  have  the  assurance  of  myself  and  the 
people  of  our  company,  if  there  is  anything  we  can  do  to  help  this 
process  along,  we  certainly  are  prepared  to  do  that. 

I  thank  you  for  the  time  you  have  given  me  and  I  will  be  pleased 
to  address  any  questions  that  you  or  the  committee  may  have. 

Mr.  Oberstar.  Thank  you  very  much  for  a  very  thorough  treat- 
ment of  the  subject  and  for  your  insights  into  the  issues  before  us, 
your  comments  on  bankrupt  carriers,  particularly,  and  your  injunc- 
tion to  the  President  and  Congress  that  members  of  that  commis- 
sion be  the  very  best  people  we  can  find.  I  certainly  concur  in  that. 
They  ought  to  be  of  impeccable  qualifications. 

Your  comment  about  golf  reminds  me  that  maybe  the  commis- 
sion would  do  well  to  put  this  little  statement  above  its  Chair 
wherever  they  meet  of  the  veterinarian  and  the  taxidermist  who 
went  into  business  together.  Their  shingle  read,  "Either  way,  you 
get  your  dog  back."  [Laughter.] 

Mr.  Conway.  I  hope  the  sign  will  not  read,  "Either  way,  you  get 
your  airline  back."  [Laughter.] 

Mr.  Oberstar.  Your  first  chart  here  shows  that  carriers  other 
than  the  bankrupt  carriers  initiated  almost  three-fourths  of  the 
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major  price  reductions.  Have  you  looked  at  pricing  before  1992?  Do 
you  have  some  light  to  shed  on  that  era? 

Mr.  Conway.  Yes,  Mr.  Chairman.  I  think  you  have  to  break  it 
down  to  individual  markets.  Certainly,  America  West  and  South- 
west have  led  the  charge  in  lower  pricing,  but  that  is  all  based  on 
the  fact  that  we  have  much  lower  unit  costs.  Markets  of  opportuni- 
ty for  America  West  and  Southwest  are  those  markets  that  are 
presently  under-served  or  overcharged  or  both.  Those  are  where 
the  opportunities  are  for  us. 

So  if  we  are  bringing  a  fare  that  is  maybe  10  or  12  cents  a  mile 
to  a  marketplace  that  has  been  paying  30,  40,  50,  or  60  cents  a  mile 
and  12  cents  a  mile  is  something  that  we  can  make  money  on  by 
having  a  load  factor  in  excess  of  55  or  60  percent,  then  if  that  is 
doing  something  wrong,  then  we  are  guilty  as  charged. 

Mr.  Oberstar.  I  want  to  come  back  to  the  bankruptcy  issue.  I 
think  this  is  so  important  for  our  work,  for  that  of  the  commission, 
and  for  the  public  understanding  of  this  problem. 

You  were  very  specific  in  pointing  out  that  carriers  in  bankrupt- 
cy do  have  to  pay  their  creditors.  There  isn't  this  exemption  from 
all  your  burdens  of  cost,  the  litany  that  we  have  heard  over  the 
last  2  days  of  hearings.  Secondly,  you  cited  some  burdens,  but  I 
would  like  you  to  go  into  them  further.  If  I  recall  rightly,  carriers 
in  bankruptcy  have  to  pay  for  spare  parts  in  cash?  They  have  to 
pay  for  many  of  their  other  needs  in  cash.  You  don't  get  30-day  or 
60-day  or  90-day  accounts  to  stretch  out  your  payments.  You  have 
to  have  money  up-front.  That's  a  burden. 

You  cited  the  advanced  booking.  It's  very  difficult  to  book  pas- 
sengers very  far  in  advance  when  they  know  that  they're  booking 
with  a  carrier  in  bankruptcy  that  might  slide  even  further.  They 
might  not  travel  or  get  their  fare  payment  back.  You  can't  bank  on 
that  advance  money  coming  in  to  use  in  your  cash  flow  operation. 

There  must  be  some  other  similar  disadvantages  that  bankrupt 
carriers  have  in  the  marketplace.  We  hear  from  the  others — the 
non-bankrupts — that  it  is  the  bankrupt  carriers  who  are  driving 
the  prices  down.  They  say  that  they  have  to  meet  your  prices  be- 
cause the  costs  are  lower. 

You  may  not  have  to  pay  into  your  pension  fund  or  you  may  be 
exempted  for  the  time  being  from  making  certain  payments,  but 
you  also  have  some  other  disadvantages.  I  would  like  you  to  elabo- 
rate on  that. 

Mr.  Conway.  Mr.  Chairman,  what  you  do  have  is  the  time  to 
work  out  a  deal  with  your  creditors.  You  are  not  absolved  of  any- 
thing. You  enter  into  a  fishbowl,  the  likes  of  which  I  have  never 
seen.  We  have  more  constituencies  than  we  can  count.  There  are 
committees  upon  committees.  You  cannot  get  complacent. 

Let's  just  assume  that  there  is  an  advantage  for  being  in  Chapter 
11,  which  I  have  not  yet  seen.  You  have  people  who  you  have  to 
report  to  on  a  weekly  and  sometimes  daily  basis  whose  sole  job  is 
to  make  sure  that  you  are  making  progress  to  get  them  their 
money  back,  or  at  least  some  type  of  equity  interest. 

People  who  think  that  you're  just  able  to  wipe  debt  away — some- 
times you  are  able  to  convert  debt  by  an  exchange  of  equity  in  the 
company  which  would  emerge.  That  is  no  different  than  forms  of 
transactions  which  take  place  every  day  outside  of  bankruptcy.  It 
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is  not  uncommon  for  people  to  swap  debt  for  equity  or  go  to  the 
equity  market  and  raise  funds  on  common  stock  and  then  pay  off 
debt.  We  don't  have  that  ability  anymore.  The  only  borrowing  we 
can  do  is  on  a  secured  basis.  There  is  no  such  thing  that  I  am 
aware  of  that  you  can  get  a  signature  loan  in  Chapter  11. 

Mr.  Oberstar.  Can  you  buy  new  aircraft? 

Mr.  Conway.  No,  you  can't.  You  would  have  a  hard  time  con- 
vincing any  creditor  who  hasn't  gotten  paid  for  some  point  in  time 
that  it  makes  real  good  sense  to  go  out  and  commit  current  dollars 
for  additional  aircraft  before  you  have  worked  out  a  satisfactory 
agreement.  That  is  one  of  the  reasons  why  the  market  share  of  the 
Chapter  11  carriers,  as  you  have  pointed  out,  Mr.  Chairman,  has 
gone  from  something  like  35  percent  down  to  18  percent.  We  are 
not  a  party  to  the  overcapacity  that  is  being  put  into  the  market- 
place. 

The  biggest  problem  v/ith  Chapter  11  is  the  stigma  that  is  associ- 
ated with  it  such  as  advanced  bookings,  getting  travel  agencies  to 
commit  their  best  customers  to  you,  you  have  employee  turnover 
issues,  you  have  an  anxiety  level  in  the  workforce  that  requires  in- 
credible resolve  of  your  employees  to  go  out  there  and  win  one  for 
the  Gipper  every  day  with  an  11  on  their  head.  It  is  not  an  easy 
environment  to  work  in. 

Now,  the  reason  why  our  employees  are  so  fantastic  is  that  you 
must  also  look  at — I  can  certainly  speak  for  my  company.  Ever 
since  the  Department  of  Transportation  has  been  keeping  track  of 
on-time  performance,  we  have  the  best  on-time  cumulative  per- 
formance of  any  airline  in  the  United  States.  There  is  not  an  air- 
line in  the  United  States  with  a  better  safety  record  than  America 
West.  Our  schedule  completion,  if  it  was  reportable — and  I  think  it 
should  be  required — would  show  that  our  schedule  completion  rate 
would  be  about  the  best  in  the  United  States. 

What  makes  this  so  frustrating  for  us — and  then  at  the  same 
time  here,  from  our  giant  competitors  that  we  are  the  problem — is 
that  we  have  made  the  conscious  decisions  to  try  to  have  very  ef- 
fective employee  relations  in  an  industry  noted  for  the  opposite. 
We  have  already  made  the  investment  in  a  modern  fleet.  The  aver- 
age age  of  our  fleet  is  less  than  6  years  of  age.  That  compares  to  an 
industry  average  of  about  12  or  13  years. 

To  hear  that  we  are  the  problem  at  the  same  time  much  larger 
carriers  are  pouring  more  equipment  into  the  marketplace  and  not 
taking  older  stage  II  equipment  out  of  the  marketplace  that  they 
are  going  to  be  required  to  do  by  the  end  of  this  century — and  yet 
we  are  the  problem?  I  must  tell  you  that  it  downright  pisses  us  off 
and  it  is  not  supported  by  the  facts.  There  are  a  lot  of  problems  out 
there,  but  we  are  not  the  one. 

Nobody  has  talked  about  the  consumer  and  how  they  benefit. 
Yes,  we  don't  charge  the  gouged  prices  that  everybody  else  does. 
We  never  have.  We  haven't  changed  our  MO  since  we  have  gone 
into  Chapter  11.  We  have  always  had  affordable  prices. 

I  listened  to  Congressman  Laughlin  with  great  interest.  There 
are  many  problems.  I  think  it  is  wrong  that  a  United  States  carrier 
in  a  foreign  airport  pays  an  inordinately  high  landing  fee  com- 
pared to  the  host  airline.  I  don't  think  that  is  right.  I  think  some- 
thing should  be  done  about  it.  But  I  have  to  tell  you,  Mr.  Chair- 
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man,  I  don't  think  it  is  right  that  we  have  been  trying  to  get  slots 
in  this  airport,  Washington  National,  for  several  years.  All  we 
want  to  do — and  we  were  able  to  get  about  six  at  an  outrageous 
price — is  bring  in  brand-new  airplanes,  probably  charge  a  fare  that 
is  half  or  a  third  of  what  you're  currently  being  gouged,  and  stimu- 
late demand. 

I  don't  think  it  is  an  accident  that  this  airport  has  some  of  the 
highest  airfares  in  the  United  States.  It  is  because  it  is  a  slot  con- 
trolled airport.  I  don't  think  it  is  right  and  I  think  it  is  subject  to  a 
lot  of  the  abuse  that  the  free  marketplace  would  solve.  Where  you 
have  more  concentration  of  slots  in  the  hands  of  fewer  carriers, 
most  of  whom  paid  nothing  for  the  slots — and  when  a  slot  comes 
available,  let's  let  the  "free  market"  deal  with  it. 

It  costs  $1.5  million  at  Washington  National  to  land  and  another 
$1.5  million  to  take-off.  Who  is  buying  all  the  slots?  The  biggest 
carriers  with  the  most  money. 

I  think  it  is  a  barrier  to  entry  and  what  it  does  is  to  create  right 
here  in  this  town — ^you  are  part  of  the  constituency  of  the  gouge. 

We  have  very  effective  competition  with  Southwest  Airlines. 
They  are  tough  and  they  are  good  I  believe  because  of  that  compe- 
tition, we  and  Southwest  have  the  lowest  costs.  Phoenix,  in  particu- 
lar, has  the  lowest  airfares  in  the  world. 

Mr.  Oberstar.  Thank  you,  Mr.  Conway.  You  touched  on  a  wide 
range  of  subjects.  Certainly  on  the  latter  one  you  get  no  argument 
from  this  Member.  I  have  said  many  times  that  the  policy  of  buy/ 
sell  on  slots  is  reprehensible.  This  is  something  the  commission 
ought  to  look  at.  Whether  they  make  recommendations  or  not,  this 
committee  will  have  to  deal  with  that. 

Mr.  dinger? 

Mr.  Clinger.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Conway,  thank  you  for  giving  the  views  of  America  West 
with  great  clarity,  vigor,  and  passion. 

A  lot  of  airline  analysts  would  suggest  that  future  growth— if 
there  is  to  be  any  growth  on  commercial  aviation — is  going  to  be  in 
international  routes  and  that  the  potential  for  growth  in  the  do- 
mestic market  is  not  that  great. 

America  West  is  not  active  to  my  knowledge  in  seeking  to  get 
international  routes.  Do  you  agree  with  that  assessment,  or  do  you 
think  that  there  is  a  niche  there  that  you  will  be  able  to  survive  on 
developing  domestic  traffic? 

Mr.  Conway.  I  think  so.  Congressman  Clinger.  For  reasons  you 
might  not  appreciate,  because  I  think  it  will  add  to  the  problem.  I 
do  believe  that  there  are  opportunities  certainly  in  the  internation- 
al arena.  I  think  there  are  great  disparities  and  even  agree  with 
some  of  my  much  larger  competitors  that  the  playing  field  there  is 
perhaps  not  even. 

But  I  think,  as  United  States  carriers  fly  these  international 
routes  and  are  confronted  by  any  number  of  subsidies  from  foreign 
governments  helping  their  national  flag  carriers — that  is  going  to 
put  them  into  an  artificially  overcompetitive  arena.  Fares  will  be 
at  levels  so  low  that  no  one  will  be  able  to  make  money  on  those 
routes. 

What  is  then  going  to  happen — and  it  is  happening  right  now  as 
we  speak — that  will  force  the  U.S.  carriers  who  have  been  able  to 
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eliminate  competition  in  the  domestic  markets  to  run  those  fares 
up  in  order  to  subsidize  the  losses  they  are  incurring  on  the  inter- 
national routes.  When  those  fares  in  these  domestic  markets  get 
further  and  further  out  of  reach  from  the  average  consumer,  that 
is  what  creates  the  opportunity  for  a  niche  carrier  such  as  South- 
west and  America  West  to  be  able  to  go  into  that  market,  cut  the 
fares  significantly,  provide  modern,  safe,  reliable  service  still  at 
levels  that  appear  to  be  a  bargain  to  those  constituents  compared 
to  what  they  had  been  paying. 

So  I  think  opportunities  will  continue  to  exist  for  niche  carriers. 

Mr.  CuNGER.  So  America  West  has  no  present  plans  to  compete 
for  international  routes? 

Mr.  Conway.  Not  at  the  present  time.  We  did  try.  Congressman 
Clinger.  We  fell  prey  to  this  quest  for  noncompetitive  franchises  as 
well.  Again,  our  timing  left  a  lot  to  be  desired.  Throughout  the 
entire  1980s,  it  was  impossible  not  to  make  money  flying  anywhere 
in  and  out  of  Japan.  It  was  impossible  not  to  make  money.  We 
found  a  way  in  the  1990s.  [Laughter.] 

We  had  a  route  to  Nagoya  that  unfortunately  we  had  to  start  2 
weeks  after  the  fighting  broke  out  in  the  Gulf  and  the  Japanese 
just  stopped  going  to  Hawaii.  W^e  have  since  sold  and  abandoned 
that  route.  I  don't  see  that  in  our  near  term. 

Mr.  Clinger.  I  have  been  interested  in  exploring  the  possibilities 
for  providing  additional  capital  to  U.S.  airlines  through  the  vehicle 
of  foreign  investment.  I  have  introduced  legislation  in  the  last  two 
Congresses  to  provide  this  additional  opportunity  for  capital. 

Does  America  West  have  any  foreign  investment? 

Mr.  Conway.  Yes,  and  we  have  been  quite  active  in  that  arena 
throughout  our  short  history. 

Mr.  Clinger.  Could  you  give  me  an  idea  as  to  what  percentage? 

Mr.  Conway.  America  West  was  the  first  major  airline,  to  my 
knowledge,  to  attract  foreign  investment  from  a  foreign  airline.  We 
sold  a  20  percent  interest  in  our  company  in  1987  to  Ansett  Air- 
lines of  Australia.  We  were  the  first  carrier  to  do  that. 

I  certainly  support  that.  The  reason  for  that.  Congressman 
Clinger,  is  that  I  think  even  in  our  industry  there  are  a  couple  of 
things  we  can  agree  on  amongst  my  peers.  Whether  you  fly  inter- 
national routes  or  not,  this  clearly  is  an  industry  that  is  going 
global.  It  is  an  industry  that  is  capital  intensive.  To  take  a  capital 
intensive  global  industry  and  restrict  it  from  the  global  capital 
markets  is  in  conflict  and  makes  no  sense  whatsoever. 

The  capital  market  structure  in  the  United  States  I  think  is  al- 
ready taxed.  If  there  are  ready,  willing,  and  able  investors  in  for- 
eign countries  who  are  willing  to  invest  into  our  industry,  we  ought 
to  take  it. 

Mr.  Clinger.  So  if  the  law  were  to  be  changed,  you  would  be  in 
support  of  increasing  that? 

Mr.  Conway.  Absolutely. 

Mr.  Clinger.  Would  you  have  a  concern  about  foreign  control  of 
a  United  States  airline? 

Mr.  Conway.  It  would  depend  upon  the  circumstances.  As  you 
know.  Congressman,  there  is  a  long  history  as  to  the  reasons  for 
the  control  issues  by  foreign  citizens.  Perhaps  some  of  those  rea- 
sons are  valid  today.  I  don't  know.  But  I  think  the  world  is  a  much 
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different  place  today  than  it  was  when  those  rules  were  put  into 
effect. 

Control  can  come  in  many  forms.  I  certainly  think  the  common 
stock  limit  should  be  increased,  but  you  can  accomplish  the  raising 
of  the  equity  and  just  restrict  the  number  of  shares  that  can  be 
voted. 

Mr.  Clinger.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Mr.  Coppersmith? 

Mr.  Coppersmith.  Thank  you,  Mr.  Chairman.  I  will  do  what  I 
can  before  we  have  to  go  to  the  Floor  and  vote. 

Mr.  Conway,  I  note  that  as  you  are  not  accompanied  by  your 
affable  corporate  counsel,  Mr.  Whalen,  and  unburdened  by  an 
attorney,  what  do  you  think  about  value  pricing? 

Mr.  Conway.  I  think  it  is  a  misnomer  to  begin  with.  I  also  find 
it  interesting  that  again  the  culprits  were  alleged  to  be,  the 
Chapter  11  carriers,  but  at  the  same  time  we  had  a  pricing  system 
that  devastated  this  industry  through  its  peak  travel  period,  trig- 
gered by  a  non-Chapter  11  carrier  with  kids-fly-free  program, 
which  was  then  responded  to  in  nuclear  fashion  with  a  nationwide 
half-price  sale. 

While  I  might  not  be  the  smartest  person  in  the  world  or  this 
industry,  America  West  knows  a  fair  amount  about  half-price  sales, 
having  tried  one  during  the  Gulf  crisis.  They  just  don't  work.  There 
were  non-Chapter  11  carriers  that  were  involved  in  that,  and  I  be- 
lieve it  set  the  industry  back  several  months  in  its  recovery. 

I  also  think  that  you're  not  likely  to  see  this  type  of  what  I  be- 
lieve to  be  irrational  behavior  because  the  conditions  today  are  sig- 
nificantly different  than  those  which  existed  10  months  ago.  I 
think  it  is  just  common  sense. 

We  have  a  new  Administration  today.  Everybody — ourselves  in- 
cluded— has  an  idea  of  what  we  would  like  this  Administration  to 
do  to  help  us.  I  do  not  see  anybody  with  their  hand  out  over  here 
whacking  the  marketplace  at  the  same  time  with  an  irrational  fare 
activity.  I  think  for  the  very  first  time  that  I  can  remember,  labor 
in  general,  this  industry,  and  Wall  Street  truly  have  something  in 
common,  and  that  is  that  neither  is  going  to  finance  further  irra- 
tional fare  wars  in  the  marketplace. 

Wall  Street  is  being  asked  to  buy  securities.  A  lot  of  them  have 
bells  and  whistles  on  that  they  didn't  have  before.  That  is  because 
of  the  restricted  access  to  the  capital  markets.  The  labor  groups  of 
virtually  every  airline  are  being  asked  to  make  major  concessions 
and  they're  not  going  to  do  it.  I  don't  blame  them  a  bit  if  the 
money  they're  going  to  be  giving  up  is  going  to  just  be  blown  away 
in  the  marketplace  with  no  real  hope  of  generating  a  positive 
result. 

I  think  value  pricing  was  a  disaster. 

Mr.  Clinger.  To  the  extent  anyone  has  identified  the  advantage 
a  Chapter  11  carrier  would  have,  one  of  my  colleagues  mentioned 
that  it  may  assist  in  terms  of  long-term  capital  costs  for  replace- 
ment of  depreciated  assets.  But  it  would  seem  to  me  from  your  ex- 
perience— first  of  all,  you  discussed  a  number  of  the  drawbacks 
that  occur  in  Chapter  11,  which  if  you  have  a  choice  presumably 
you  wouldn't  take.  But  it  doesn't  seem  that  even  that  would  apply 
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to  all  the  Chapter  11  carriers  equally.  Given  the  average  age  of  the 
fleet,  there  are  tremendous  differences  in  the  long-term  capital  re- 
quirements among  the  various  three  airlines  that  are  in  Chapter 
11. 

Mr.  Conway.  I  think  Congressman  Geren  was  perhaps  unaware 
that  there  are  specific  applications  in  the  bankruptcy  law  which  if 
you  do  not  affirm  within  I  believe  a  60  to  90  day  period  your  cap- 
ital assets  such  as  equipment — they  can  come  and  get  them.  So  we 
had  to  affirm  our  entire  fleet  and  work  out  a  market  rate  with 
those  individuals. 

But  like  you  said,  Congressman,  we  already  have  a  very  modern 
fleet  and  our  fleet  is  not  suffering  in  terms  of  it  becoming  antiquat- 
ed. Most  of  our  competitors  have  a  long  way  to  go  to  even  get  to 
the  level  that  we're  at  today. 

Mr.  CuNGER.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Oberstar.  I  have  just  a  couple  of  questions  I  would  like  very 
brief  answers  to,  because  we  do  have  the  call  of  the  House.  We 
have  9  minutes  to  respond  on  the  Floor. 

With  respect  to  the  bankruptcy  laws,  we  have  heard  statements 
from  other  airline  witnesses  that  the  bankruptcy  code  ought  to  be 
changed,  it  ought  to  be  shortened,  it  ought  to  be  amended  in  some 
way  to  either  bring  on  an  early  death  or  early  exit  from  bankrupt- 
cy in  operating  condition. 

What  are  your  thoughts,  very  briefly,  about  what  might  be  done, 
if  anything,  with  the  bankruptcy  code  with  respect  to  airlines? 

Mr.  Conway.  Of  course,  my  objectivity  might  be  in  question 
here.  I  now  have  unfortunately  a  lot  more  experience  in  it  than 
they  do.  I  think  there  are  a  lot  of  things  that  need  to  be  fixed.  This 
is  not  one  of  them.  There  is  no  incentive  to  stay  in.  There  is  every 
reason  to  get  out.  I  think  the  check-and-balance  process  between 
creditors  committees,  the  potential  for  appointments  of  trustees  or 
the  system  itself  forcing  conversion  into  a  Chapter  7  liquidation — I 
don't  think  that  that  needs  any  help  in  the  overall  scheme  of 
things.  I  don't  think  it  is  a  perfect  system,  like  a  lot  of  other 
things. 

I  do  find  with  a  fair  amount  of  interest  that  it  is  not  quite  as 
vocal  for  all  these  non-Chapter  11  carriers  as  it  was  several  months 
ago.  I  am  not  sure  whether  or  not  that  is  because  some  of  them 
might  be  getting  closer  to  using  it  themselves,  but  this  is  some- 
thing that  does  not  need  to  be  fixed  at  this  time. 

Mr.  Oberstar.  Secondly,  do  you  see  any  prospect  or  possibility 
that  carriers  that  are  in  bankruptcy  and  shrink  as  a  result  and 
lose  market  share  as  a  result,  when  they  emerge  might  become 
subsidiaries  of  or  feeder  carriers  for  one  or  another  of  the  major 
airlines? 

Mr.  Conway.  I  think  that  is  possible,  Mr.  Chairman.  Some  of  the 
major  airlines  are  precluded  from  having  those  types  of  arrange- 
ments because  of  various  scope  clauses  in  their  union  agreements. 
But  I  think  as  part  of  this  industry  going  global,  niche  carriers  will 
fill  new  and  different  roles  as  feeders  maybe  to  larger  U.S.  carriers 
or  foreign  flag  carriers  feeding  them  coming  into  gateway  cities  in 
the  United  States. 

I  do  believe  that  there  are  those  possibilities  and  you  will  see 
them  in  the  not-too-distant  future. 
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Mr.  Oberstar.  Thank  you  very  much  for  your  very  candid  and 
thoughtful  testimony  and  very  heart-felt  comments. 

Mr.  Conway.  Thank  you,  Mr.  Chairman.  I  am  sorry  I  went  so 
long  on  a  couple  of  issues,  but  I  was  under  a  little  bit  of  pressure 
and  wasn't  able  to  do  anything  about  it.  It  occurred  to  me  that 
with  the  hearings  being  on  C-Span  I  don't  know  how  I  am  going  to 
explain  to  my  mother,  who  will  watch  this  and  say  to  me,  "It  was 
Ash  Wednesday.  Where  were  your  ashes?"  [Laughter.] 

Thank  you  very  much  for  your  time.  Good  luck  in  the  challeng- 
ing issues  you  have  ahead. 

Mr.  Oberstar.  The  committee  will  take  a  brief  recess  and  then 
resume  with  our  next  panel,  which  I  would  like  to  have  ready. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting.  Let  us 
pursue  the  hearing.  We  will  begin  with  Mr.  Edward  J.  Driscoll, 
President  and  CEO,  National  Air  Carrier  Association. 

Mr.  Driscoll,  I  welcome  you  to  the  subcommittee  once  again.  You 
have  been  so  frequent  a  witness  and  so  solid  a  contributor  to  our 
work  over  the  years.  It  is  always  good  to  see  you  again,  but  I  would 
like  you  to  introduce  your  colleagues  on  the  panel. 

Mr.  Driscoll.  I  would  be  very  happy  to,  Mr.  Chairman. 

We  have  on  my  right  Mr.  Richard  Taylor,  who  is  Counsel  for  Ev- 
ergreen International  Airlines;  and  on  his  right  we  have  Mr.  John 
Palo,  whom  you  met  before  who  testified  here  last  time  in  1990, 
who  is  Vice  President  of  Government  Affairs,  Southern  Air  Trans- 
port, Incorporated;  and  on  my  left  Mr.  Stephen  L.  Gelband,  who  is 
Director  and  General  Counsel  of  Tower  Air  International. 

We  also  were  to  have  Mr.  Vance  Fort  with  us  from  World  Air- 
ways. However,  Vance  was  called  out  of  town  suddenly.  He  is 
taking  care  of  company  business  on  the  west  coast.  He  sends  his 
regrets  and  I  ask  that  his  statement,  which  has  been  furnished 
you,  be  incorporated  in  the  record. 

Mr.  Oberstar.  Without  objection,  his  prepared  statement  will 
appear  in  the  record. 

TESTIMONY  OF  EDWARD  J.  DRISCOLL,  PRESIDENT  AND  CEO,  NA- 
TIONAL  AIR  CARRIER  ASSOCIATION;  RICHARD  P.  TAYLOR, 
COUNSEL,  EVERGREEN  INTERNATIONAL  AIRLINES;  JOHN  L. 
PALO,  VICE  PRESIDENT,  GOVERNMENT  SALES,  SOUTHERN  AIR 
TRANSPORT,  INC.;  AND  STEPHEN  L.  GELBAND,  DIRECTOR  AND 
GENERAL  COUNSEL,  TOWER  AIR 

Mr.  Driscoll.  Mr.  Chairman,  while  we  only  have  three  of  the 
carriers  with  us,  I  must  say  that  my  statement  reflects  the  views  of 
all  of  our  membership  and  there  are  other  carriers,  like  American 
TransAir  and  Miami  Air  International,  and  World  Airways  who 
would  have  liked  to  have  been  here,  but  the  press  of  business  pre- 
cluded their  attendance.  So  we  speak  for  a  broad  spectrum  of  our 
membership. 

Again,  I  might  say  that  it  is  indeed  our  pleasure  to  be  here.  We 
thank  you  for  the  opportunity  to  present  our  views.  I  would  ask 
that  my  statement  be  incorporated  in  the  record  and  I  would  like 
to  proceed  to  summarize  from  that  as  briefly  as  possible. 
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Mr.  Oberstar.  Without  objection,  your  prepared  statement  will 
appear  in  the  record. 

Mr.  Driscoll.  The  problems  in  the  industry  you  have  heard 
about  today  and  other  days.  We  have  our  views  on  them  as  it  af- 
fects the  scheduled  industry,  mainly  the  major  carriers  and  the 
other  large  scheduled  carriers.  We  think  the  problems  stem  from 
consolidations,  leveraged  buy-outs,  and  expansion  of  the  domestic 
carriers  into  the  international  arena,  including  substantial  aircraft 
acquisitions. 

Unfortunately,  the  expansion  of  these  carriers  into  the  interna- 
tional arena  has  adversely  impacted  the  US  international  bilateral 
arrangements.  We  have  negotiations  coming  up  next  week  with 
France,  Mr.  Chairman.  Shortly  after  that  with  Germany.  The  in- 
troduction of  the  mega  carriers  into  the  international  arena 
brought  such  capacity  to  bear  in  the  French  market  that  the 
French  renounced  the  agreement  with  the  United  States.  We  are 
now  trying  to  renegotiate  a  new  agreement. 

It  seems  that  in  the  international  arena,  where  we  had  a  very 
fine  agreement  with  France  and  a  fine  agreement  with  Germany — 
we  lost  those  agreements  because  we  now  have  a  capacity  restraint 
on  Germany.  But  in  those  areas  where  we  do  not  have  good  agree- 
ments, such  as  with  the  United  Kingdom,  which  is  a  very  restric- 
tive and  probably  the  most  restrictive  of  any  with  our  major  trad- 
ing partners,  we  seem  to  give  opportunities  to  that  country  to  the 
detriment  of  United  States  interests. 

If  we  look  at  the  total  industry,  it  is  indeed  a  bleak  picture  that 
we  see.  Blame  is  being  passed  around  as  to  what  has  caused  all  of 
this.  However,  in  our  judgment,  the  real  blame  falls  on  the  shoul- 
ders of  the  individual  airlines  that  are  involved.  However,  the 
smaller  carriers  suffer  from  the  fallout — and  I  might  say  up  front, 
Mr.  Chairman,  that  we  are  not  here  seeking  any  financial  assist- 
ance or  any  financial  arrangements  from  the  United  States  Gov- 
ernment. 

We  are  here  really  to  set  forth  what  we  do — and  we  think  we  do 
it  well — but  only  to  ask  that  our  Government  give  us  an  equal  op- 
portunity in  the  marketplace  and  not  discriminate  against  us  be- 
cause we  are  small,  which  has  been  the  case  in  the  international 
markets  over  the  past  years. 

I  am  sure  you  realize  the  tremendous  support  that  we  have  pro- 
vided to  the  military  in  Desert  Shield,  Desert  Storm,  in  Mogadishu, 
and  all  the  operations  that  have  gone  before  those.  Attached  to  my 
statement  are  two  charts  to  show  the  level  of  support  that  the 
NACA  carriers  continually  provide  the  military.  We  are  proud  to 
say  that  we  consider  that  we  are  probably  the  mainline  of  civil  sup- 
port behind  the  military  in  the  early  days  of  any  emergency  when 
they  need  to  lift  cargo  and  passengers  on  a  very  rapid  basis. 

However,  that  is  not  to  say  that  we  are  not  involved  heavily  in 
the  commercial  markets.  NACA  represents  niche  carriers  who  op- 
erate internationally  both  in  cargo  and  passenger  operators.  They 
have  entered  the  market  and  seek  to  expand  on  a  timely  basis  into 
various  countries. 

However,  time  and  again,  as  opportunities  present  themselves  to 
our  Government  to  negotiate  their  entry,  all  too  often  our  require- 
ments have  been  forgotten  because  the  major  carriers  had  to  have 
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an  additional  flight  or  two  flights  into  the  country  which  get  priori- 
ty treatment  to  the  detriment  of  these  smaller  carriers.  Therefore, 
we  are  saying  that  we  would  like  new  policies  to  be  adopted. 

When  the  carriers  entered  the  market  after  deregulation,  there 
was  a  desire  to  see  the  smaller  carriers  grow.  Right  now,  the  small- 
er carriers,  having  entered,  are  being  stifled  in  many  areas  so  that 
we  cannot  enter  such  markets  or  the  United  Kingdom,  Italy,  or 
Spain. 

The  policies  of  the  United  States  have  not  been  applied  on  an 
evenhanded  basis.  We  would  hope  that  once  this  commission  gets 
going,  and  once  it  looks  at  the  total  industry,  it  will  not  forget  the 
smaller  carriers  and  just  focus  on  the  problems  of  the  three  major 
carriers  that  seem  to  be  dominating  the  news  and  everything  that 
is  going  around. 

We  think  we  have  to  be  given  the  opportunity  to  expand.  We  be- 
lieve that  whatever  help  is  accorded  the  major  carriers  should  not 
work  to  the  detriment  of  our  group. 

So  that  we  are  clear,  Mr.  Chairman,  as  to  where  we  stand,  in  my 
statement  and  in  the  coalition  document  that  the  entire  industry 
endorsed,  we  have  two  policies  we  are  recommending:  that  the 
international  goals  set  forth  in  section  1102  of  the  Federal  Aviation 
Act  that  the  Congress  previously  passed  be  followed  in  internation- 
al aviation.  That  is,  we  should  not  give  away  something  and  get 
nothing  in  return.  It  has  to  be  a  balanced  proposition. 

And  we  need  to  make  sure  that  we  don't  send  the  message  to  for- 
eign carriers  that  the  United  States  is  free  territory.  If  we  can't  op- 
erate from  their  territory  or  they  have  no  traffic  from  theirs,  they 
should  not  be  able  to  operate  from  ours.  We  are  not  recommending 
reregulation.  We  believe  in  the  free  market,  provided  it  is  a  fair 
market.  We  believe  in  open  entry,  unlimited  designations,  and 
open  skies  provided  we  get  equal  value. 

We  do  favor  foreign  investment,  but  not  foreign  control.  Foreign 
control  would  be  against  national  security  considerations. 

Much  has  been  said  about  the  bankrupt  carriers.  We  have  no 
bone  to  pick  with  them,  except  we  have  in  our  limited  markets 
where  we  operate,  seen  some  of  the  activity — and  there  have  been 
price  breaks,  Mr.  Chairman.  Maybe  the  easiest  thing  that  can  be 
done— and  they  are  entitled  to  their  day  to  try  to  pull  themselves 
out  of  bankruptcy — maybe  they  should  be  precluded  from  taking 
price  leadership  and  therefore  match  any  fare,  offer  anything  that 
anybody  else  does  in  the  market.  But  don't  come  into  a  market  and 
scare  the  foreign  carriers  and  the  United  States  carriers  by  initial 
offerings  of  very  low  fares  which  are  often  through  consolidators. 
We  have  evidence  where  there  was  $120  per  seat  when  the  prevail- 
ing rate  should  have  been  someplace  around  $200. 

We  want  a  level  playing  field.  Foreign  carriers  operating  in  this 
country  should  have  to  adhere  to  the  same  rules  and  regulations 
that  we  do.  Mr.  Chairman,  Post  129  carriers  should  not  be  able  to 
operate  into  the  United  States  without  adhering  to  the  same  safety 
rules  as  U.S.  carriers.  Some  of  them  are  from  South  America  and 
some  from  the  Caribbean  areas  where  they  operate  carrying  main- 
tenance forward. 


577 


You  have  a  GAO  report  that  identifies  some  of  those  areas.  This 
needs  to  be  corrected  because  it  works  to  the  detriment  of  our 
United  States  carriers. 

One  of  the  causes,  as  we  see  it,  on  the  international  side — the 
route  acquisitions  where  millions  of  dollars  were  paid  to  obtain 
routes  from  carriers  that  were  going  bankrupt  and  going  out  of 
business.  We  do  not  believe  routes,  slots,  or  anything  else  should  be 
put  up  for  sale.  It  is  only  deep  pocket  carriers  who  can  benefit  from 
that,  or  carriers  that  can  float  loans  to  put  up  the  money  and  later 
have  to  pay  off  huge  indebtedness. 

We  believe  any  international  route  that  carriers  give  up  should 
be  recaptured  and  redistributed  by  the  Government  based  upon  a 
carrier  selection  process. 

The  international  bilaterals,  as  we  see  them,  Mr.  Chairman,  over 
the  next  several  years,  will  probably  be  dealing  in  the  bilateral 
process  rather  than  open  skies  because  all  of  the  foreign  carriers 
have  come  to  fear  the  large  carriers  of  the  United  States.  I  think 
you  as  well  as  several  others  recognize  the  reactions  we  are  getting 
from  Tokyo,  France,  Germany,  and  all  the  other  countries  fearing 
that  we  are  going  to  try  to  dominate  those  markets. 

As  I  said,  we  are  not  asking  for  a  handout  or  financial  assistance. 
We  want  opportunity  to  develop  the  markets.  At  the  conclusion  of 
my  testimony  there  are  about  six  recommendations,  Mr.  Chairman. 
In  the  interest  of  time,  I  will  simply  refer  them  to  you  rather  than 
read  them  to  you. 

Thank  you  very  much.  Mr.  Richard  Taylor  will  follow  me  on 
behalf  of  Evergreen  and  then  we  can  open  for  questions  if  you 
would  like. 

Mr.  Oberstar.  I  will  have  to  interrupt  at  this  point  because 
there  is  a  vote  in  progress  on  the  House  Floor.  We  will  take  a  brief 
recess,  vote,  and  return. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  resume  its  sitting. 

We  will  now  hear  from  Mr.  Taylor. 

Mr.  Taylor.  Thank  you,  Mr.  Chairman. 

I  am  here  on  behalf  of  Evergreen  International  Airlines.  I  have 
been  counsel  to  Evergreen  for  about  20  years.  I  am  with  the  law 
firm  of  Steptoe  &  Johnson  here  in  town. 

Evergreen  is  actually  one  of  the  oldest  carriers  in  existence  be- 
cause it  took  over  the  operation  of  Johnson  Flying  Service  less 
than  20  years  ago.  They  were  based  in  Missoula,  Montana  and  they 
were  founded  in  1924.  So  we  can  trace  our  history  back  a  long 
time. 

We're  also  a  worldwide  helicopter  company.  We  operate  all 
around  the  world  in  all  kinds  of  projects.  We  have  a  ground  han- 
dling operation  and  we  have  a  big  maintenance  base  in  Arizona.  So 
we  are  a  fairly  broad-based  company.  We  are  privately  held. 

Evergreen  is  the  largest  operator  in  the  cargo  area  of  747  air- 
craft in  the  world.  We  are  an  airline's  airline.  We  operate  for  other 
airlines.  We  are  a  contract  carrier  in  many  respects.  We  have  oper- 
ated scheduled  all-cargo  service  in  this  country  and  internationally. 

We  were  just  recently  awarded  a  U.S. /China  all-cargo  route.  We 
competed  with  Federal  Express  and  won  out.  That  is  a  real  excep- 
tion because  in  almost  every  other  case  the  little  carrier  has  just 
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been  swept  aside.  We  have  been  swept  aside  in  many  other  cases, 
but  this  time  we  put  on  such  a  strong  case,  and  we  had  such  a  long 
tie  with  Asia  that  we  did  win  out.  We  are  going  to  start  that  serv- 
ice the  first  part  of  May. 

Mr.  Oberstar.  Congratulations.  I  am  well  aware  of  the  long  serv- 
ice of  Evergreen  and  their  participation  in  the  Far  East.  It  has  to 
be  very  satisfying  for  you  to  have  won  that  service. 

Mr.  Taylor.  It  is  and  we  are  looking  forward  to  it.  One  reason 
why  I  am  testifying  is  because  all  our  top  people  are  over  in  China 
right  now  talking  to  the  Chinese  and  trying  to  work  out  all  the  de- 
tails of  a  start-up  operation  over  there. 

We  certainly  concur  in  Mr.  DriscoU's  statement  in  terms  of  the 
concerns  which  our  industry  has.  As  I  said,  we  are  principally  a 
contract  carrier,  a  charter  operator.  We  have  done  work  all  over 
the  world.  We  are  fully  committed  to  the  CRAF  program.  All  our 
aircraft  are  committed  to  CRAF.  We  were  very  active  in  Desert 
Shield  and  Desert  Storm  and  other  international  operations  of  that 
nature.  We  do  a  lot  of  work  for  the  military  and  have  for  many, 
many  years  in  passenger  and  cargo. 

We  feel  very  concerned — and  have  for  some  time,  about  the  fifth 
freedom  operations  of  foreign  carriers  from  this  country  to  third 
countries.  In  particular,  as  an  example,  we  have  had  a  very  suc- 
cessful operation  from  Hong  Kong  into  this  country.  Actually,  we 
run  it  on  a  scheduled  all  cargo  basis  from  Hong  Kong  into  Colum- 
bus, Ohio  and  New  York.  We  have  been  operating  for  a  long  time 
year-round. 

Unfortunately,  the  Department  of  Transportation  has  allowed 
Cargo  Lux  and  Martin  Air,  in  particular,  to  skim  the  cream  off 
that  route.  They  come  in  and  book  a  number  of  fifth  freedom  char- 
ters at  the  height  of  the  market — which  is  in  the  fall  period — and 
just  skim  the  cream  off  the  market  and  literally  take  the  market 
from  being  profitable  for  carriers  like  ourselves  and  World  Airways 
and  render  it  unprofitable.  That  has  been  going  on  for  quite  some 
time. 

The  reason  we  are  concerned  is  that  we  don't  feel  that  the  fifth 
freedom  policy  has  been  applied  in  a  fair  way.  We  feel  that  the  for- 
eign carriers  are  gaining  a  much  better  advantage  than  we  have 
not  only  in  terms  of  rights,  but  in  terms  of  the  balance  of  benefits 
which  ought  to  be  applied  to  those  countries. 

For  example,  Luxembourg,  which  is  the  base  of  Cargo  Lux,  offers 
almost  no  benefits  to  the  United  States  carriers  at  all.  Yet  they  are 
given  virtually  unlimited  authority  to  operate  fifth  freedom  char- 
ters anywhere  they  want  to  from  this  country  to  any  point  in  the 
world. 

In  theory,  there  is  supposed  to  be  some  limit  on  it,  but  when  you 
go  to  oppose  it,  there  never  is  any  limit.  I  have  never  seen  one  of 
those  charters  turned  down.  It  is  just  an  automatic  approval. 

The  same  thing  is  true  with  Martin  Air,  which  is  a  carrier  of  the 
Netherlands.  The  Netherlands  is  the  only  country  that  has  entered 
into  an  open  skies  arrangement  with  this  country,  but  it  is  a  very 
unequal  open  skies  because  you  don't  get  any  real  major  benefit  op- 
erating into  the  Netherlands.  We  get  some  benefit,  but  nothing  like 
open  skies  into  this  country.  That  is  like  getting  a  small  omelette 
or  a  huge  meal.  We  get  the  omelette  and  they  get  the  meal. 
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This  has  been  going  on  ever  since  that  open  skies  deal  was 
signed.  Martin  Air  can  operate  now  with  complete  impunity  and 
take  our  business  away  any  time  it  wants  to.  They  don  t  have  the 
obligations  or  responsibility  of  operating  consistently  throughout 
the  year  as  we  do  to  meet  our  shippers'  needs. 

So  we  feel  that  it  is  not  an  even  playing  field.  We  would  like  to 
make  sure  that  it  is. 

Our  concern  is  two-fold.  One,  that  there  be  an  even  playing  field 
and  equal  balance  of  benefits  between  the  foreign  countries  and 
ourselves,  and  secondly,  that  we  know  what  the  rules  of  the  game 
are  as  far  as  the  United  States  policy  is  concerned,  not  a  vague 
policy  which  will  allow  a  United  States  regulator  to  approve  any 
charter  its  wants  to,  no  matter  what  the  circumstance. 

We  want  to  know  what  they  will  approve  and  what  they  won't 
approve.  That  will  save  a  lot  of  time  with  lawyers  like  myself  and 
it  will  also  be  a  lot  better  in  terms  of  planning.  We  want  to  know 
what  the  rules  of  the  game  are  and  we  want  them  to  be  fair. 

That  completes  my  summary. 

Mr.  Oberstar.  My  goodness.  That  is  very  brief  and  to  the  point 
and  a  very  powerful  statement  as  well.  I  appreciate  that  very 
much. 

Mr.  Taylor.  Thank  you. 

Mr.  Oberstar.  Mr.  Palo? 

Mr.  Taylor.  Could  I  say  hello  to  Congresswoman  Dunn?  She  and 
I  served  on  the  Republican  National  Committee  for  quite  a  long 
period  of  time.  I  am  delighted  to  see  her  here  in  her  new  capacity. 

Mr.  Oberstar.  You  may  say  hello.  We  will  forgive  you  for  the 
second  part.  [Laughter.] 

Mr.  Taylor.  Ed  Driscoll  said  that  I  just  blew  it.  [Laughter.] 

Mr.  Oberstar.  Not  on  this  committee. 

Mr.  Palo.  Good  afternoon,  Mr.  Chairman. 

I  am  John  Palo,  vice  president  of  Government  Sales  and  Service 
from  Southern  Air  Transport. 

Since  the  last  time  I  appeared  before  your  committee,  I  deter- 
mined that  my  Finnish  ancestors  did  not  come  from  Palo,  Minneso- 
ta. I  looked  up  that  community  just  recently  to  find  that  out. 

Mr.  Oberstar.  For  those  who  are  uninitiated,  there  is  a  commu- 
nity in  my  congressional  district  with  the  same  name  as  our  wit- 
ness, which  consists  of  a  very,  very  large  population  which  immi- 
grated from  Finland.  It  is  a  wonderful  ancestry  and  great  people 
that  have  a  very  distinct  contribution  to  our  economy  and  to  our 
community. 

Mr.  Palo.  I  wanted  to  express  the  views  of  Southern  Air  Trans- 
port and  first  say  that  we  support  the  opinions  of  Ed  Driscoll  and 
the  National  Air  Carrier  Association.  Southern  Air  Transport  is 
really  a  product  of  airline  deregulation.  Although  we  have  been  in 
existence  for  45  years,  it  wasn't  until  the  early  1980s  that  we  were 
able  to  expand  from  three  aircraft  to  a  fleet  of  22  large  cargo  air- 
craft of  today. 

We  are  operating  Lockheed  L-lOO  aircraft,  new  reengined  DC-8 
aircraft,  and  we  are  starting  service  with  747  freighters  in  May 
from  the  Orient  to  the  United  States. 

We  are  a  small  company  of  only  600  employees.  And  like  my 
counterparts  here,  we  are  in  the  contract  charter  business,  all 
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cargo  business,  and  we  operate  charters,  contract  service,  and  wet 
leases  to  shippers  and  freight  forwarders  and  the  Department  of 
Defense  deUvering  goods  primarily  internationally.  We  have  heavy 
operations  between  Miami  and  Latin  America. 

Our  specialty  is  out-sized  cargo  with  our  L-lOO's.  We  do  oil  con- 
struction materials  and  relief  supplies  in  the  third  world.  We  have 
been  in  Somalia  operating  since  March,  almost  a  year  now.  At  one 
time  we  had  nine  aircraft  there  and  we  are  operating  five  aircraft 
presently  for  the  United  Nation's  World  Food  Program  and  the 
International  Red  Cross. 

I  wanted  to  stress  the  international  nature  of  our  operations  be- 
cause that  is  primarily  where  our  economic  viability  remains  and 
where  we  must  perform  to  maintain  our  operation.  I  would  like  to 
make  four  brief  points  that  we  feel  are  important  to  the  small 
cargo  airlines  to  keep  them  viable  and  to  keep  an  even  playing 
field  for  the  carriers  of  this  size. 

The  first  one  is  that  we  do  believe  in  open  skies  to  the  extent 
that  it  is  possible  to  have  all-cargo  agreements  between  countries 
and  we  can  get  equal  benefits  for  each  carrier. 

Second,  not  only  should  we  negotiate  equal  economic  authority, 
but  I  think  we  should  enforce  the  same  safety  regulations  for  carri- 
ers coming  into  the  United  States.  We  feel  there  should  be  enforce- 
ment standards  similar  to  what  the  U.S.  carriers  face  with  the  for- 
eign operators. 

This  is  particularly  a  problem  in  the  Miami  area  where  there  are 
many  aircraft  actually  owned  by  U.S.  citizens  which  are  leased  and 
operated  from  a  foreign  flag  in  the  Caribbean  to  the  United  States 
that  do  not  obtain  the  same  regulatory  scrutiny  that  the  regular 
U.S.  carriers  do.  Simply  stated,  it  is  possible  to  avoid  the  strict 
oversight  of  the  FAA  by  taking  an  aircraft  out  of  the  country,  oper- 
ating under  a  foreign  flag,  and  coming  back  into  the  United  States. 
The  FAA  has  to  rely  on  the  foreign  country  for  its  oversight. 

A  vivid  example  of  this  would  be  in  November  of  this  past  year 
when  a  DC-7  cargo  airline  operating  illegally  under  the  flag  of  the 
Dominican  Republic,  took  off  from  Miami  early  in  the  morning.  It 
was  overloaded  and  two  engines  failed  on  take-off  and  it  had  to 
ditch  on  the  beach  just  off  of  Fort  Lauderdale.  The  legitimate  cargo 
carriers  in  the  Miami  area  feel  that  the  FAA  Part  129  regulations 
should  be  enforced  and  we  also  feel  that  the  residents  of  the  condos 
on  Miami  Beach  who  saw  this  plane  sputter  by  would  also  like 
some  sane  enforcement  of  this  action.  Some  people  were  almost 
killed  in  this  incident. 

The  third  quick  item  is  controlling  of  the  sale  of  surplus  military 
aircraft  throughout  the  world.  When  the  U.S.  military  is  downsiz- 
ing their  excess  capacity  of  aircraft,  which  are  being  moth-balled, 
often  these  aircraft  are  sold  through  foreign  military  sales  to  other 
governments  under  a  restricted  category  to  operate  for  restricted 
use.  They  are  not  eligible  and  they  are  not  FAA-type  certificated 
for  compensation  or  hire. 

Often,  these  airplanes  will  be  resold  quickly  to  a  third  party  and 
they  will  enter  into  the  commercial  market  and  they  do  not  have 
the  proper  FAA  certification  for  compensation  or  hire.  They  show 
up  in  all  parts  of  the  world.  Some  attempted  to  show  up  in  Somalia 
to  operate. 
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Fourth,  Southern  Air  Transport  believes  in  the  implementation 
of  the  National  Security  Council's  airlift  policy  of  1987.  This  policy 
was  to  ensure  a  national  transportation  system  that  was  fully  re- 
sponsive to  meet  the  needs  of  the  Department  of  Defense  in  peace- 
time or  national  emergencies  and  war.  To  do  this,  the  Department 
of  Defense  is  to  maintain  and  operate  only  those  owned  and  con- 
trolled transportation  resources  that  they  really  need.  It  should 
give  as  much  commercial  transportation  opportunities  to  the  civil 
carriers  as  possible. 

We  have  been  a  great  operator  for  the  Department  of  Defense  for 
years  and  they  have  been  a  very  good  customer  to  us.  But  with  the 
downsizing  of  the  military  and  the  resources,  they  have  often 
become  a  good  competitor.  I  think  we  can  work  together  when  they 
reduce  their  needs  and  their  downsizing  the  military.  There  are 
many  cases  where  commercial  carriers  could  assist  in  operating  for 
them,  particularly  in  famine  relief  as  we  have  done  for  the  past 
year,  and  even  normal  routine  cargo  transportation  domestically 
and  internationally. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you. 

Mr.  Gelband. 

Mr.  Gelband.  Thank  you,  Mr.  Chairman. 

I  am  here  today  to  speak  on  behalf  of  Tower  Air.  I  very  much 
appreciate  this  opportunity. 

As  we  have  testified  before  this  committee  in  time  past,  Tower 
Air  is  a  U.S.  flag  scheduled  international  air  carrier.  It  is  a  product 
of  deregulation.  It  started  in  1982.  It  operates  scheduled  747  pas- 
senger service  from  New  York  to  Paris,  from  New  York  to  Tel 
Aviv,  between  New  York  and  Miami,  and  to  Los  Angeles,  and  to 
San  Juan,  and  between  Miami,  Cologne,  and  Berlin. 

It  also  operates  extensive  charter  services  to  countries  such  as 
Brazil,  Argentina,  Greece,  Italy,  and  other  points  around  the  world. 

Tower  is  also  a  very  major  supplier  of  airlift  to  the  Department 
of  Defense.  During  Operation  Desert  Shield  and  Desert  Storm, 
Tower  operated  243  747  passenger  flights  carrying  almost  100,000 
military  personnel  to  and  from  the  Middle  East.  We  also  transport- 
ed about  1.25  million  pounds  of  military  cargo. 

Tower  was  also  the  first  military  charter  flight  into  Somalia  not 
so  long  ago  and  has  been  one  of  the  major  carriers  continuing  that 
humanitarian  operation. 

Tower  has  presently  a  fleet  of  13  747  aircraft  and  employs  ap- 
proximately 1,000  people.  It  is  also  one  of  the  very  few  carriers  that 
is  earning  a  profit.  In  fact,  except  for  1986  when  there  were  disrup- 
tions in  the  Middle  East,  Tower  has  earned  a  profit  every  year 
since  it  started  operations  in  1982. 

As  you  can  see,  we  are  quite  a  different  airline  than  the  ones  you 
have  been  hearing  about.  It  is  small,  but  it  is  growing  and  it  has 
been  financially  successful.  Its  forte  has  been  offering  low  cost  ex- 
cellent service  in  selected  markets  where  the  opportunity  to  com- 
pete offers  the  company  a  niche. 

Because  it  is  different,  the  remedies  you  have  been  hearing  about 
from  the  very  large  carriers  don't  necessarily  benefit  an  airline 
like  Tower.  My  message  today — the  single  most  important  message 
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I  could  leave  with  you — ^please,  don't  inadvertently  injure  a  Tower 
type  of  airline  in  fashioning  remedies  for  the  Big  Three. 

As  the  big  get  bigger  and  as  the  big  get  fewer,  the  need  and  im- 
portance of  competition  from  smaller  carriers  like  Tower  Air  sub- 
stantially increases  in  our  view.  The  lessening  of  competition  is  a 
very  serious  problem  and  I  know  you  are  quite  concerned  about  it, 
as  we  all  are.  But  I  would  like  to  make  clear  that  a  carrier  like 
Tower  provides  real  competition  to  the  public  in  the  form  of  low 
cost  transportation. 

It  is  a  major  force — Tower  is — in  holding  prices  down  in  the  New 
York/Paris,  the  New  York/Tel  Aviv,  the  New  York/Miami  mar- 
kets, and  the  Los  Angeles  markets  where  we  operate  scheduled 
service  in  regular  competition  with  all  of  the  Big  Three.  We  pro- 
vide the  kind  of  competition  that  keeps  all  the  carriers  responsive 
to  the  needs  of  the  public. 

The  concern  comes  up  in  the  fact  that  over  the  years  the  trans- 
portation policy  of  the  United  States  has  largely  mirrored  the  poli- 
cies and  requests  of  the  larger  carriers.  That  has  made  it  very  diffi- 
cult for  small  competitors  to  stay  in  business  despite  deregulation. 

Nevertheless,  our  Government  on  a  policy  basis  has  generally 
recognized  the  importance  to  the  travelling  public  and  to  the  na- 
tional defense  of  providing  sustenance  to  the  small  carriers,  at 
least  enough  to  allow  them  to  survive  and  to  grow.  We  are  fearful 
today  that  as  a  consequence  of  this  sky-is-falling  mentality  and 
rhetoric  that  you  have  been  hearing  that  our  Government  will 
follow  the  lead  of  the  mega  carriers  and  close  the  doors  to  interna- 
tional air  travel  behind  them,  leaving  a  small  competitor  like 
Tower  outside  in  the  cold. 

It  appears  to  be  one  of  the  tenets  of  the  larger  carriers  to  have 
our  Government  restrict  further  market  access  by  foreign  and  U.S. 
carriers  because  their  present  financial  condition  makes  it  difficult 
or  impossible  for  them  to  expand  and  utilize  those  opportunities. 
We  don't  believe  that  is  in  the  national  interest.  It  certainly  will 
harm  a  carrier  like  Tower. 

Tower  requires  access  to  additional  international  markets  if  it  is 
to  be  able  to  continue  to  operate  as  a  competitive  spur  to  the  indus- 
try. And  bilateral  agreements  must  provide  in  the  future  for  access 
by  a  carrier  like  Tower  whether  or  not  it  is  in  the  momentary  best 
interest  of  United  or  American  or  Delta.  As  we  said  before.  Tower 
does  two  major  things  for  the  public— it  provides  substantial  airlift 
for  the  national  defense,  and  it  provides  actual  real  competition  in 
the  markets  in  which  we  operate. 

I  would  just  like  to  leave  those  thoughts  with  you  all  when  you 
are  considering  what  kinds  of  remedies  are  appropriate  for  the  in- 
dustry. Thank  you  very  much. 

Mr.  Oberstar.  Thank  you.  I  think  your  point  is  very  important 
about  the  competitive  role  that  carriers  such  as  Tower  and  your  as- 
sociates in  the  industry  play  in  offering  price  competition,  capacity 
competition  in  certain  markets,  and  overall,  of  course,  the  contribu- 
tion that  the  National  Air  Carrier  Association  members  made  in 
Desert  Shield  and  Desert  Storm.  Just  a  very  impressive  effort  and 
one  of  tremendous  success.  We  couldn't  have  carried  that  initiative 
out  without  the  support  of  those  carriers. 
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On  the  broad  policy  side,  if  I  could  sum  up  the  testimony,  end  big 
carrier  bias  in  our  trade  negotiations,  provide  more  international 
operating  authority  to  small  companies,  change  the  criteria  for 
route  awards  so  that  small  carriers  have  a  better  shake  at  that  de- 
cision table,  provide  more  fifth  freedom  rights  for  U.S.  operators  in 
international  service,  give  carriers  who  are  participating  in  the 
CRAE  process  maybe  an  edge  or  at  least  a  fair  shake  in  the  selec- 
tion process  because  they  are  making  contribution  to  the  security 
effort  of  the  United  States,  end  the  buy-sell  policy  for  route  awards. 

I  would  make  this  suggestion  to  all  of  you  at  this  panel  and  to 
Vance,  who  is  not  here  but  to  whom  you  will  carry  that  message, 
that  when  this  commission  is  established  you  consolidate  your 
views  and  present  those  views  to  that  commission  and  press  hard 
for  the  commission  to  reflect  those  views  in  its  final  report.  The 
reason  for  making  that  suggestion  is  that  if  that  report  is  inclusive 
of  these  very  important  policy  considerations,  it  will  be  a  report 
that  bears  the  stamp  of  approval,  I  would  expect,  from  the  adminis- 
tration and  will  help  us  to  make  legislative  changes  to  effect  the 
policy  objectives,  with  which  I  am  fully  in  concurrence,  as  you  well 
know. 

Over  the  many  years,  Mr.  dinger  and  I  have  been  conducting 
hearings  on  international  aviation  cargo  and  charter  trade  policy 
and  all  of  its  ramifications.  You  have  pretty  well  summed  up  at 
these  hearings  many  of  the  concerns  that  we  have  had  that  we've 
tried  to  address  either  through  policy  changes  or  legislation.  To 
some  degree  we  have  had  success,  but  there  is  much  more  yet  to  be 
done  and  you  have  underscored  those  concerns. 

Mr.  Driscoll.  Mr.  Chairman,  you  have  summarized  our  views 
very  carefully  and  very  succinctly.  We  certainly  will  follow  your 
recommendation. 

Only  one  item  I  would  add.  In  your  comment  on  the  fifth  free- 
dom, while  we  do  favor  fifth  freedom  when  there  is  comity  and  rec- 
iprocity, a  fifth  freedom  for  foreign  carriers  where  there  is  not 
comity  and  reciprocity  or  no  equal  opportunity,  we  believe  that 
should  have  restrictions.  Unfortunately,  our  Government  has  not 
been  restricting  it  because  we  have  people  at  DOT  that  say  "I  will 
not  be  a  regulator.  We  will  just  give  them  what  they  want." 

Mr.  Oberstar.  I  think  these  issues  are  not  well  understood.  Un- 
derscoring or  underlying  this  little  summary  that  I've  given  is  the 
fact  that  international  trade  decisions  in  aviation  drive  to  a  very 
large  degree  profitability  or  lack  thereof  in  the  domestic  market.  If 
domestic  carriers  can  grow  internationally,  they  can  also  grow  do- 
mestically. Where  route  awards  are  made  that  end  up  shoring  up 
and  strengthening  and  broadening  the  rights  and  profitability  of 
the  big  carriers,  then  the  only  thing  that  can  logically  happen  is 
that  the  small  carriers  get  a  smaller  share  of  the  market  and  they 
decline. 

Mr.  Palo,  this  committee  has  in  the  past  supported  your  concerns 
about  U.S.  operators  avoiding  regulatory  requirements  by  operat- 
ing under  foreign  registry  and  the  surplus  military  aircraft  issue. 
We  should  press  that  matter  further  with  DOT  and  the  Defense 
Department  to  follow  up  where  military  aircraft  are  sold  abroad  so 
that  the  purpose  for  which  they  are  sold  is  not  avoided  or  under- 
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mined  by  some  secondary  use  of  those  aircraft.  You  made  your 
point  very  well. 

Mr.  dinger. 

Mr.  Clinger.  Thank  you,  Mr.  Chairman,  and  thank  the  panel  for 
your  contribution  to  our  deliberations  here.  I  would  just  reiterate 
the  Chairman's  encouragement  that  you  convey  these  same  opin- 
ions to  the  commission  once  it  becomes  established  so  that  that  be- 
comes a  part  of  what  are  hopefully  going  to  be  pretty  definitive  rec- 
ommendations back  to  us  after  the  ninety  days  has  expired. 

Mr.  Taylor,  you  talked  about  the  fact  that  Open  Skies  tended  to 
be  sort  of  a  one-way  street  when  you  are  talking  about  Open  Skies 
with  Holland  versus  Open  Skies  in  the  United  States.  How  would 
you  feel  if  we  were  to  negotiate  a  bilateral  agreement  with  the  Eu- 
ropean Community  as  a  whole?  Would  you  think  there  would  be  an 
even  playing  field  and  an  Open  Skies  agreement  whereby  the  Euro- 
pean Community  was  provided  access  to  the  United  States  and  we 
were  provided  Open  Skies  opportunities  in  all  of  Europe? 

Mr.  Taylor.  Absolutely.  I  would  feel  that  is  the  kind  of  Open 
Skies  that  is  really  open  to  both  sides  on  an  equal  basis  where  the 
playing  field  is  level  and  equal  and  we're  not 

Mr.  Clinger.  And  the  market  is  about  the  same. 

Mr.  Taylor.  Yes.  And  we're  not  giving  away  the  ship  and  getting 
a  small  rowboat  in  exchange. 

Mr.  Clinger.  I  was  just  reading  Mr.  Fort's  testimony  here  and 
he  talks  about  the  bias  that  he  perceives  in  the  bilateral  negotia- 
tions that  we've  had  over  the  years,  a  bias  in  favor  of  the  major 
carriers  which  has  resulted  in  your  industry  getting  fewer  and 
fewer  opportunities.  Do  you  share  that  view? 

Mr.  Taylor.  Yes,  I  do.  I  participated  as  an  observer  in  a  lot  of 
those  negotiations  where  I  have  seen  what  has  happened.  For  ex- 
ample, cargo  has  always  gotten  a  secondary  treatment.  We  are 
principally  a  cargo  carrier,  Evergreen,  and  we've  always  been  in- 
terested in  making  sure  that  the  cargo  rights  were  well  developed 
internationally.  We've  always  found  that  cargo  and  cargo  charters 
were  always  given  secondary  treatment,  if  any  treatment  at  all, 
and  the  fifth  freedom  problem,  which  I  described  in  my  testimony, 
has  really  been  totally  ignored. 

Mr.  Clinger.  How  about  Tower? 

Mr.  Gelband.  Very  much  so.  And  that  -is  my  major  concern 
really.  It  is  just  that  the  policy  of  the  DOT  with  regard  to  negotia- 
tions is  driven  by  the  larger  carriers.  We  have  had  desires  to  get 
scheduled  rights  into  Italy,  into  Greece,  into  the  United  Kingdom, 
into  Brazil,  and  in  the  case  of  the  first  couple,  we  haven't  even 
been  able  to  get  on  the  agenda  of  the  U.S.  negotiating  process.  So  it 
is  a  serious  problem  for  a  carrier  like  us. 

Mr.  Clinger.  Of  course  the  irony  is  that  they  are  all  going  broke 
and  you're  doing  pretty  well. 

Mr.  Gelband.  Well,  that's  right. 

Mr.  Clinger.  Maybe  you  ought  to  thank  them. 

Mr.  Gelband.  We're  doing  okay  for  a  different  reason.  We  don't 
have  over  capacity  and  we  have  a  very  low-cost  airline. 

Mr.  Driscoll.  There  is  one  statement  I  think  should  be  focused 
on  in  connection  with  the  international.  Tower  wanted  to  operate 
into  France  and  had  filed  application  timely.  Their  application  was 
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sitting  there.  Other  carriers  had  filed.  They  weren't  getting  any  at- 
tention. We  had  to  take  it  all  the  way  to  Sam  Skinner  and  when 
Sam  heard  the  case  he  said  no  question,  Tower  will  be  negotiated 
into  France.  That  is  the  one  that  they  have  given  us.  They  gave 
Tower  France.  But  we  have  the  same  situation  as  far  as  Italy,  as 
far  as  Spain,  as  far  as  Greece,  and  other  countries,  and  as  far  as 
the  UK  is  concerned.  We  don't  get  that  same  attitude  any  more  be- 
cause other  competing  carriers  also  have  claims. 

The  thing  that  really  annoys  us  is  that  with  the  United  King- 
dom, we  gave  them  exorbitant  rights  into  the  United  States  just  to 
perfect  a  right  to  continue  to  operate  at  Heathrow.  Because  two 
carriers  were  being  sold,  other  carriers  acquiring  them,  a  glitch  in 
the  agreement  of  a  very  technical,  legal  nature,  we  paid  a  hell  of  a 
price  to  get  them  to  accept  those  two  new  carriers.  We  never 
should  have  done  that.  But  we  don't  even  have  a  passenger  charter 
accord  with  the  United  Kingdom.  That  terminated  probably  about 
ten  or  fifteen  years  ago.  They  won't  negotiate  a  charter  accord  with 
the  United  States. 

The  whole  problem  is  we  seem  to  reward  the  countries  that 
stand  firm  against  us  and  will  give  us  nothing.  We  give  them  ev- 
erything. And  yet  the  countries  that  seek  to  work  with  us,  we  turn 
our  back  on  them,  and  that's  France  and  Germany.  We  turned  our 
back  on  France's  request  because  the  mega  carriers  last  year 
wanted  to  put  between  20  to  30  percent  excess  capacity  in  the 
market  which  the  French  said  no  to  for  the  first  time  in  years.  The 
U.S.  Government  didn't  tell  the  carriers  you  have  got  to  be  realis- 
tic. The  French  exercised  their  prerogative;  they  renounced  the 
agreement. 

We  finally  had  to  capitulate  and  put  lesser  capacity  in  the 
market.  We  have  had  to  capitulate  with  Germany  and  put  a  lid  on 
capacity.  But  these  two  countries  had  wide-open  agreements  with 
us;  they  were  very  good.  But  we  were  turning  the  back  of  our  hand 
because  the  U.S.  was  aiding  the  very  carriers  that  are  in  trouble 
today  in  putting  excess  capacity  into  the  market  vis-a-vis  their  for- 
eign competitors. 

Mr.  Clinger.  Do  any  of  the  airlines  that  you  all  represent  have 
any  degree  of  foreign  ownership? 

Mr.  Driscoll.  Not  to  my  knowledge. 

Mr.  Clinger.  No  foreign  investment  at  all? 

Mr.  Taylor.  Not  Evergreen.  Evergreen  is  privately  held  by  one 
man  and  his  son. 

Mr.  Clinger.  Okay.  And  Tower  is  privately  held  by  an  Ameri- 
can. Do  you  have  any  views  on  whether  foreign  investment  should 
be  expanded  or  there  is  a  need  for  it? 

Mr.  Driscoll.  I  covered  that  in  my  testimony,  Mr.  Chairman, 
and  I  said  we  favor  foreign  investment.  Every  one  of  our  carriers,  I 
think,  would  like  to  have  the  advantage  the  same  as  any  other  cor- 
poration in  the  United  States  of  cross-border  investments.  There 
shouldn't  be  a  rule  that  precludes  them. 

We  do  have  a  very  firm  view,  however,  with  respect  to  foreign 
control  of  U.S.  airlines,  and  that  goes  to  national  security  consider- 
ations. But  having  flexible  arrangements  of  foreign  investment  up 
to,  but  not  control,  I  think  all  of  my  carriers,  as  far  as  I  know, 
favor  that. 
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Mr.  Clinger.  Thank  you,  gentlemen. 

Mr.  Oberstar.  Ms.  Cantwell. 

Ms.  Cantwell.  No  questions. 

Mr.  Oberstar.  Mr.  Coppersmith. 

Mr.  Coppersmith.  No  questions. 

Mr.  Oberstar.  Ms.  Dunn. 

Ms.  Dunn.  Mr.  Chairman,  thank  you.  I  just  would  like  to  ask  one 
question.  I  would  like  to  also  tell  Mr.  Taylor  it  is  great  to  see  him 
again.  We  had  a  lot  of  fun  in  those  days,  didn't  we. 

My  question  actually  relates  to  what  has  happened  recently 
under  a  new  administration.  I  would  like  to  have  the  perspective  of 
the  gentlemen  on  the  energy  tax.  How  hard  is  that  going  to  hit 
your  companies  and  how  are  you  positioning  yourselves  on  that 
tax? 

Mr.  Driscoll.  From  the  energy  standpoint,  as  we  understand  it, 
if  you  went  through  the  BTU  formula,  the  BTU  formula  could  add 
up  to  about  seven  to  eight  cents  per  gallon.  But  if  you  look  at  the 
way  that  the  refineries  will  allocate,  the  best  information  we  have 
is  it  will  be  between  a  ten-  and  a  fifteen-cent  per  gallon  charge. 
That  will  impact  us  because  we  are,  and  try  to  be,  low-cost  opera- 
tors in  the  marketplace.  It  will  also  impact  other  people  in  the  air 
transportation  industry  and  in  any  transportation  system. 

We  would  hope  that  prior  to  that  being  flowed  through  so  it  does 
impact  our  air  transportation  system  that  somebody  would  be 
taking  a  harder  look  at  it  than  they  have  to  date. 

Mr.  Oberstar.  But  it  will  hit  all  carriers  equally? 

Mr.  Driscoll.  Yes,  sir. 

Mr.  Oberstar.  Equally  painfully.  [Laughter.] 

Mr.  Driscoll.  We'll  all  go  down  the  tube  together. 

Mr.  Oberstar.  Thank  you  very,  very  much  for  your  presentation. 
Your  contribution  has  been  very  significant. 

Mr.  Oberstar.  Our  next  witness,  Mr.  Lawrence  Clarkson,  corpo- 
rate vice  president  for  planning  and  international  development  for 
the  Boeing  Company;  and  Mr.  Tom  Culligan,  vice  president  for 
McDonnell  Douglas. 

Gentlemen,  welcome.  We  appreciate  your  participation  in  the 
committee  hearings  on  this  very  important  subject.  We  also  appre- 
ciate the  hospitality  extended  to  the  subcommittee  two  years  ago 
when  we  visited  McDonnell  Douglas  at  Long  Beach  and  just  two 
weeks  ago  at  Boeing  in  Seattle.  We  had  the  opportunity  in  both  in- 
stances to  review  manufacturing  processes  and  to  have  some  very 
solid  and  intense  policy  discussions  about  the  issues  that  we  are 
taking  up  here.  I  would  note  for  the  record  that  the  subcommittee 
preceded  the  President  in  this  matter.  It  was  good  of  him  to  go  out 
there  and  meet  with  Boeing,  but  the  subcommittee  was  there  first 
and  planted  the  flag,  if  you  will. 

TESTIMONY  OF  LAWRENCE  W.  CLARKSON,  CORPORATE  VICE 
PRESIDENT,  PLANNING  AND  INTERNATIONAL  DEVELOPMENT, 
THE  BOEING  CO.;  TOM  CULLIGAN,  VICE  PRESIDENT,  WASHING- 
TON OFFICE,  McDonnell  douglas 

Mr.  Clarkson.  Good  afternoon,  Mr.  Chairman,  members  of  the 
committee.  My  name  is  Larry  Clarkson.  I  am  corporate  vice  presi- 
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dent  for  planning  and  international  development  at  the  Boeing 
Company.  We  welcome  this  opportunity  to  share  with  you  today 
our  perspective  on  the  critical  issues  facing  the  airline  and  aircraft 
industries.  However,  I  will  try  not  to  repeat  too  many  of  the  ideas 
you  have  already  heard  several  times. 

I  want  to  say,  Mr.  Chairman,  that  Boeing  is  very  proud  that  you 
and  your  committee  visited  Boeing  earlier  this  month  and  that  fol- 
lowing your  lead  the  President  visited  us  this  week.  I  might  add 
that  Mr.  John  McDonnell  of  McDonnell  Douglas  was  also  at  that 
meeting. 

Mr.  Chairman,  The  Boeing  Company  and  the  U.S.  airlines  share 
a  common  heritage — the  determined  effort  of  man  to  fly.  We 
remain  bound  by  a  common  objective — to  continue  to  provide  our 
passengers  with  the  safest,  most  efficient  means  of  transportation. 

The  U.S.  airline  industry  has  historically  been  the  largest  single 
customer  for  the  full  family  of  Boeing  commercial  airplanes.  In 
fact,  U.S.  airlines  represent  six  out  of  ten  of  our  largest  customers 
and  they  have  been  the  launch  customers  for  most  new  Boeing  air- 
planes. We  forecast  that  between  1993  and  the  year  2010  U.S.  air- 
lines will  purchase  another  $280  billion  in  airplanes,  accounting  for 
approximately  35  percent  of  the  world's  total  demsind. 

Boeing's  relationship  with  U.S.  airlines  goes  well  beyond  that  of 
supplier.  We  are  working  closely  with  our  airline  customers  to 
better  tailor  our  products  to  meet  their  requirements,  as  well  as 
the  safety,  noise,  and  efficiency  requirements  they  face.  We  are 
working  with  the  airlines  to  provide  improved  service  and  support 
in  the  areas  of  spare  parts,  inventory  sharing,  and  training.  We  be- 
lieve in  listening  to  our  customers  and  we  share  their  problems 
today. 

Mr.  Chairman,  the  effect  of  the  U.S.  airline  industry's  turmoil  on 
Boeing  has  been  direct  and  damaging.  The  financial  difficulties  ex- 
perienced by  our  domestic  customers  in  the  last  three  years  are  un- 
precedented in  airline  history.  Despite  our  best  efforts  to  manage 
our  production  rates,  we  have  not  been  immune  from  this  business 
cycle  and  its  effect  on  our  customers. 

For  Boeing,  the  turmoil  in  the  domestic  airline  industry  has 
translated  into  unprecedented  deferrals  of  new  equipment  orders 
and  delays  of  aircraft  deliveries.  As  a  consequence  of  this  action,  at 
the  end  of  January  the  Boeing  Company  had  to  announce  a  35  per- 
cent reduction  in  its  overall  production  rates  of  commercial  aircraft 
beginning  in  the  second  quarter  of  this  year. 

There  is  a  very  real  human  dimension  to  this  production  cut.  We 
estimate  that  over  the  next  18  months  Boeing's  employment  will  be 
reduced  by  28,000  people,  a  large  percentage  of  whom  will  probably 
have  to  be  laid  off.  This  number  does  not  reflect  the  job  losses  that 
will  be  faced  by  thousands  of  Boeing  subcontractors  and  suppliers 
located  in  every  State  of  these  United  States,  many  of  which  are 
small  businesses. 

Boeing's  airplane  products  are  for  the  most  part  made  in  Amer- 
ica. On  the  average,  over  90  percent  U.S.  content,  including  en- 
gines. Over  the  last  five  years,  Boeing  commercial  aircraft  spent  an 
average  of  $10  billion  per  year  on  goods  and  services  produced  by 
suppliers  throughout  these  United  States. 
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Mr.  Chairman,  there  is  a  second  problem  for  Boeing  that  results 
from  the  weakened  condition  of  the  U.S.  airlines.  That  is  the  oppor- 
tunity provided  for  Europe's  Airbus  industry  to  capture  increased 
segments  of  the  U.S.  airline  market  through  non-market  financing 
packages  and  pricing  terms.  While  we  oppose  such  financing  and 
pricing  whenever  it  occurs,  it  is  particularly  troublesome  when  of- 
fered to  financially  weakened  airlines.  The  Boeing  Company,  bound 
by  the  profit  and  loss  constraints  of  the  market,  cannot  match  such 
offers  without  jeopardizing  our  financial  viability.  We  don't  want  to 
look  like  the  U.S.  airline  industry  today. 

Airbus  is  not  a  normal  company.  Airbus  is,  in  fact,  a  partnership 
of  four  European  aerospace  companies  formed  by  their  govern- 
ments in  1969  under  a  unique  French  law  that  is  known  as  a 
"GIE".  As  such.  Airbus  does  not  report  financial  results  or  recog- 
nize profit  or  loss.  Airbus  finances  are  like  those  of  I  guess  a 
"black"  program  in  the  U.S.  defense  business.  According  to  a  study 
commissioned  by  the  U.S.  Department  of  Commerce,  Airbus  has  re- 
ceived over  $26  billion  in  support  from  its  governments  to  launch, 
produce,  and  market  Airbus  airplanes.  Two  of  these  partners,  Aero- 
spatiale and  Kassa,  are  state-owned  enterprises.  Therefore,  Airbus 
is  perceived  by  the  financial  markets  as  a  solvent,  sovereign  risk. 
As  such,  it  is  able  to  borrow  at  French  government  rates  and  to 
pass  those  rates  on  to  U.S.  and  other  airlines  through  direct  loans 
or  guarantees.  This  is  a  competitive  advantage  that  no  private  com- 
pany enjoys. 

Airbus'  marketing  tactics  have  taken  a  variety  of  forms,  many 
designed  to  take  advantage  of  vulnerable  financial  conditions  of 
U.S.  airlines.  We  expect  that  these  types  of  creative  mechanisms 
will  proliferate  particularly  given  that  Airbus  has  not  reduced  its 
production  rate  to  reflect  the  reduced  market  demand  and  excess 
capacity.  The  result  could  be  continued  production  of  Airbus 
"white  tails",  that  is  unsold  airplanes,  which  will  then  be  sold 
when  the  market  recovers  at  bargain  prices. 

It  is  critical  that  the  Europeans  understand  that  neither  the  U.S. 
Government  nor  its  aircraft  industry  will  stand  on  the  sidelines 
and  allow  these  practices  to  rob  us  of  our  market.  Specifically,  we 
urge  the  U.S.  Government  to  use  the  rights  it  obtained  in  last 
year's  bilateral  with  the  European  Community  to  obtain  the  finan- 
cial information  which  will  allow  the  U.S.  Government  to  deter- 
mine whether  Airbus  is  complying  with  all  of  its  international  obli- 
gations. 

As  a  part  of  this  review,  the  U.S.  Government  should  ensure 
that,  as  required  by  the  GATT  Civil  Aircraft  Code,  Airbus  prices 
fully  reflect  the  recoupment  of  all  costs,  including  a  reasonable  re- 
covery of  development  subsidies.  They  must  insist  that  the  Europe- 
ans do  not  abrogate  the  ban  on  home-market  financing  and  provide 
official  support  on  sales  into  the  U.S.  market.  And  finally,  they 
must  enforce  the  terms  of  the  US-EC  bilateral  agreement  that  pro- 
hibits production  supports,  equity  infusions,  or  government  guaran- 
tees on  general  purpose  loans. 

Mr.  Chairman,  Airbus'  penetration  into  the  U.S.  market  is  a 
symptom  of  the  financial  plight  of  U.S.  airlines.  The  Boeing  Com- 
pany cannot  offer  the  committee  a  complete  analysis  of  the  causes 
of  or  the  cures  for  the  airline  industry's  predicament.  What  we  can 
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share  with  you  is  our  views  on  what  should  be  the  key  components 
of  a  broad-based  comprehensive  pubHc  policy  initiative  designed  to 
get  the  U.S.  industry  back  on  its  feet.  It  is  our  hope  that  these 
issues  will  be  the  focal  point  of  the  new  commission  proposed  by 
Secretary  Pena  and  approved  by  you  yesterday.  We  commend  you 
for  your  speedy  action  on  that. 

Mr.  Chairman,  any  broad-based  effort  should  include  the  follow- 
ing: 

First,  what  appears  fundamental  to  us  is  that  of  the  relationship 
between  the  health  of  the  economy  and  the  health  of  the  airlines. 
Airlines  have  suffered  during  all  previous  economic  downturns. 
When  they  don't  have  earnings,  they  don't  buy  airplanes.  Thus,  at 
the  most  basic  level,  the  administration  and  Congress  must  put 
into  effect  measures  to  generate  sound,  sustained  economic  growth. 

The  President  has  proposed  an  economic  package  that  is  de- 
signed to  create  a  strong,  long-term,  sustained  recovery.  However, 
in  the  short-term  it  appears  likely  to  be  painful  to  the  airlines. 
Hopefully,  as  more  is  understood  about  the  package,  the  effect  it 
may  have  in  restoring  a  healthy  airline  industry,  the  administra- 
tion and  the  Congress  can  develop  a  solution  to  avoid  the  added 
pain. 

Second,  we  support  the  effort  of  Secretary  Peiia  to  examine  the 
effect  of  Chapter  XI  bankruptcy  law  and  the  overall  health  of  the 
airlines.  In  addition,  Congress  could  help  in  the  area  of  airline  fi- 
nancing by  amending  section  1110  of  the  bankruptcy  code  regard- 
ing aircraft  leases  and  secured  loans.  Recent  litigation  has  created 
uncertainty  in  financial  markets  about  the  protection  of  lessors 
and  lenders  in  connection  with  bankruptcies.  This  has  resulted  in 
the  drying  up  of  different  types  of  financing  and  increased  costs  of 
financing. 

Third,  we  encourage  the  careful  examination  of  any  new  regula- 
tions affecting  the  airlines.  Any  new  regulations  must  be  subjected 
to  rigorous  cost-benefit  analysis  to  ensure  that  they  are  part  of  the 
solution,  not  perpetuating  the  problem. 

Finally,  over  the  longer  term,  we  must  continue  to  invest  in  our 
public  airports  and  airway  facilities. 

Mr.  Chairman,  most  of  my  remarks  today  have  focused  around 
Boeing's  relationship  with  the  important  domestic  market.  But  I 
also  must  mention  that  Boeing  is  the  Nation's  number  one  export- 
er. Our  ability  to  provide  our  domestic  customers  with  the  highest 
quality,  lowest  cost,  most  technologically  sound  and  safest  products 
depends  upon  our  continued  access  to  the  global  market. 

Our  global  market  access  requires  a  strong  rules-based  multilat- 
eral trading  system  designed  to  liberalize  trade  flows  while  safe- 
guarding U.S.  firms  from  foreign  unfair  trade  practices.  It  requires 
a  U.S.  export  policy  that  recognizes  the  long-range  importance  of 
every  aircraft  sale.  It  is  tempting  to  use  embargoes,  unilateral 
export  controls,  or  other  trade  policy  tools,  such  as  the  denial  of 
Most  Favored  Nation  status  for  China,  to  advance  foreign  policy 
objectives.  But  I  remind  you,  when  these  policies  close  markets  to 
U.S.  manufacturers  it  directly  benefits  foreign  competitors  and 
jeopardizes  American  exports  and  American  jobs. 

Finally,  we  need  an  environment  that  will  enable  us  to  continue 
to  take  the  risks  required  to  remain  a  highly  competitive  company. 
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This  involves  greater  funding  for  technology  investments,  including 
NASA  aeronautical  research  and  technology  programs  and,  if  I 
may  say  so,  the  Space  Station. 

Mr.  Chairman,  I  hope  that  my  comments  have  been  helpful  in 
shedding  further  light  on  the  enormous  ramifications  to  Boeing 
and  our  employees  of  the  financial  crisis  facing  U.S.  airlines  and 
the  urgent  need  to  develop  U.S.  Government  policies  that  will  help 
restore  the  vitality  of  this  critical  segment  of  the  U.S.  economy. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you,  Mr.  Clarkson.  A  very  clear,  crisp  testi- 
mony which  we  very  much  appreciate  having. 

Mr.  Culligan. 

Mr.  CuLUGAN.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  I  am  Tom  Culligan,  corporate  vice  president  with 
McDonnell  Douglas.  I  appreciate  the  opportunity  to  appear  before 
you  today  on  behalf  of  the  McDonnell  Douglas  Corporation  (MDC). 

First,  I  wish  to  express  MDC's  appreciation  to  the  committee  for 
the  excellent  work  that  you  have  done  on  behalf  of  commercial 
aviation  over  the  past  several  years,  especially  with  regard  to  the 
aging  aircraft  fleet.  This  work  has  been  extremely  worthwhile  and 
of  benefit  to  the  travelling  public. 

Mr.  Chairman,  the  civil  aircraft  manufacturing  industry  has  not 
been  immune  to  the  problems  of  the  world  economy  in  general  or 
the  problems  of  our  customers,  the  airlines.  Our  industry  has  been 
buffeted  by  a  severe  drop  in  orders  aijd  a  high  number  of  outright 
cancellations  and  deferments  of  aircraft  previously  scheduled  for 
delivery. 

As  economic  pressures  continue  to  beset  the  airline  industry,  we 
must  respond  to  our  customers'  need  to  help  them  lower  their  costs 
by  providing  high  quality,  efficient  aircraft  which  can  earn  them 
profits.  However,  we,  the  manufacturer,  must  also  make  a  profit  so 
that  we  can  continue  to  invest  in  order  to  design,  develop,  and 
produce  top  quality  aircraft.  Our  two  industries  are  inexorably 
linked.  It  is  essential  for  our  customers  to  be  profitable  for  us  to  be 
profitable. 

We  at  McDonnell  Douglas  applaud  the  recently  announced  legis- 
lation to  create  a  commission  to  study  better  ways  to  bolster  the 
ailing  aviation  industry.  We  are  hopeful  that  this  commission  study 
will  yield  beneficial  results. 

You  have  previously  heard  from  panels  concerning  problems 
facing  the  airline  industry.  I  would  like  to  briefly  summarize  some 
of  the  major  issues  McDonnell  Douglas  sees  affecting  our  industry. 
These  issues  directly  impact  our  ability  to  remain  competitive  and 
provide  well-paid,  highly  skilled  jobs  while  continuing  to  provide 
the  airlines  and  the  travelling  public  with  the  best  possible  prod- 
ucts. 

I  would  first  like  to  address  the  Export-Import  Bank,  or  Ex-Im. 
Ex-Im's  ability  to  provide  support  is  limited  by  several  factors. 
First,  an  annual  budget  that  this  year  will  be  $15.3  billion.  Second, 
a  subsidy  calculation  which  determines  the  cost  of  the  support,  and 
that  is  $757  million  in  fiscal  year  1993.  Also,  the  Large  Aircraft 
Sector  IJnderstanding,  LASU,  between  the  U.S.  and  the  Airbus 
consortium's  export  credit  agencies.  And  finally,  the  aircraft 
matrix.  We  recommend  the  following:  increase  Ex-Im's  fiscal  year 
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loan  guarantee  to  a  minimum  of  $20  billion  and  the  subsidy  ele- 
ment to  $1  billion;  establish  a  dedicated  aerospace  division  within 
Ex-Im  with  significantly  greater  resources  and  staff;  be  more  flexi- 
ble with  regard  to  the  aircraft  matrix;  and  consider  the  risk-reward 
trade  off  in  loan  decisions. 

Also  to  provide  financing  support  to  U.S.  domestic  airlines  and 
high  technology  aerospace  industries,  we  recommend  the  creation 
of  a  high  technology  insurance  corporation  which  would  operate 
along  the  lines  of  the  FDIC.  U.S.  Government  guarantees  could  be 
utilized  to  induce  pension  funds  and  other  large  asset  holders  to 
provide  funding  to  U.S.  airlines  and  aerospace  companies. 

The  second  point  I  would  like  to  address  regards  tax  initiatives. 
We  strongly  support  permanent  investment  tax  credits  for  large 
and  small  corporations  to  induce  investment  and  promote  economic 
growth  for  our  capital  intensive  industry.  We  do  not  think  that  an 
"incremental  increase"  requirement  should  be  imposed.  We  sup- 
port the  President's  proposal  to  modify  the  alternative  minimum 
tax  depreciation  schedule  for  capital  intensive  industries.  We 
strongly  support  extending  the  R&D  tax  credit  as  an  incentive  to 
creating  new  technology  and  to  facilitate  the  orderly  transition  of 
employment  from  defense  to  commercial  activities. 

The  third  point  is  on  NASA  aeronautics  research  and  develop- 
ment. Support  for  the  NASA  aeronautics  R&D  budget,  which  is 
only  4.2  percent  of  its  total  budget,  is  critical  to  the  development  of 
new  technologies  which  will  make  our  next  generation  aircraft  qui- 
eter, more  fuel  efficient,  and  safer,  and  allow  our  industry  to 
remain  competitive  in  the  subsonic  aircraft  market.  We  support 
the  President's  recommendation  for  increased  funding  for  construc- 
tion and  maintenance  of  aeronautics  facilities  and  the  development 
of  a  dedicated  testbed  aircraft  for  research  and  development.  We 
recommend  an  increase  in  NASA's  1992  advance  subsonic  technolo- 
gy initiative  and  support  continuing  the  advanced  technology  com- 
posites program. 

U.S.  commercial  aircraft  and  engine  manufacturers  are  conduct- 
ing conceptual  studies  on  the  high  speed  civil  transport  which  will 
require  investments  in  technology  development  in  the  range  of  $3 
to  $5  billion.  The  U.S.  Government  should  maintain  its  position 
that  the  domestic  development  and  production  of  the  high  speed 
civil  transport  is  a  high  priority  initiative.  We  are  encouraged  to 
see  a  $550  million  funding  increase  in  President  Clinton's  budget 
plan  for  fiscal  years  1994  through  1997  in  this  area  and  believe 
that  the  Congress  should  appropriate  the  $3  billion  in  development 
funds  required  over  the  next  six  years. 

The  next  area  is  that  of  the  Most  Favored  Nation  trading  status 
for  China.  If  China  should  lose  its  MEN  status  or  be  subjected  to 
conditions,  it  could  jeopardize  billions  of  dollars  of  annual  U.S.  ex- 
ports and  could  affect  up  to  $9  billions  worth  of  McDonnell  Doug- 
las' aircraft  business.  Non-trade-related  differences  between  the 
U.S.  and  China  should  be  addressed  within  the  sector  where  the 
dispute  exists.  Making  MFN  conditional  would  only  serve  to  place 
a  burden  on  the  backs  of  the  American  workers  and  cut  off  ex- 
ports. 

Another  area  that  we  would  like  to  address  is  that  of  equity  part- 
nerships. U.S.  airframe  manufacturers  have  been  forced  to  compete 
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with  the  heavily  subsidized  Airbus  consortium  since  1968.  After  20 
years  of  development  and  approximately  $26  billion  in  total  subsi- 
dies, Airbus  sells  a  complete  family  of  five  different  commercial 
transports.  McDonnell  Douglas  is  currently  competing  in  the  global 
market  with  models  in  just  two  segments — the  narrow  body  MD80/ 
90  series  and  the  wide  body  three  engine  MDll. 

Last  year,  we  contemplated  the  development  of  a  jumbo  four 
engine  passenger  aircraft.  To  reduce  financial  risk  and  enhance 
McDonnell  Douglas'  position  in  the  Asian  Pacific  market,  we  pur- 
sued a  partnership  with  the  Taiwan  Aerospace  Corporation. 
Progress  on  this  initiative  has  slowed.  However,  we  continue  to  dis- 
cuss business  opportunities  with  potential  partners  around  the 
world.  The  U.S.  Government  must  ensure  that  the  Exon-Florio  law 
and  other  laws  and  regulations  do  not  preclude  U.S.  industry's  abil- 
ity to  actively  pursue  equity  partnerships. 

Lastly,  I  would  like  to  address  multilateralization  of  the  US-EC 
agreement.  Last  July,  the  U.S.  and  the  EC  reached  a  formal  agree- 
ment to  discipline  government  subsidies  to  the  aerospace  industry. 
We  viewed  this  action  as  a  reasonable  first  step.  Multilatersdization 
of  the  agreement  is  now  underway  and  we  desire  and  expect  it  to 
be  even  more  effective  as  a  result. 

In  summary,  Mr.  Chairman,  McDonnell  Douglas  wishes  to  work 
closely  with  the  Congress  and  the  new  administration  to  ensure 
that  the  competitiveness  of  the  U.S.  aerospace  industry  is  dramati- 
cally enhanced.  We  also  want  to  ensure  that  the  aerospace  indus- 
try base  of  our  Nation  and  the  associated  high  technology  jobs  are 
preserved.  The  United  States  can  ill  afford  to  loose  its  competitive 
advantage  in  this  area.  We  appreciate  the  subcommittee's  efforts  in 
reviewing  the  issues  facing  our  industry  today  and  would  be 
pleased  to  work  with  you  in  addressing  these  critical  areas.  Thank 
you. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  CuUigan.  We  again  ap- 
preciate very  much  your  testimony  and  the  very  specific  references 
on  policy  issues.  That  will  be  valuable  to  the  committee  and  subse- 
quently to  the  commission.  For  the  record,  I  would  like  to  note  that 
Mr.  Clarkson  and  Mr.  CuUigan  are  ably  backstopped  by  their  two 
very  capable  Washington  representatives  Mr.  Baragar  and  Mr. 
Kronenberg  who  have  worked  with  our  committee  and  staff  over 
the  years. 

I  have  to  say  a  special  appreciation  for  your  reference  to  the 
aging  aircraft  program  which  Mr.  dinger  and  I  worked  on  diligent- 
ly and  for  the  contribution  also  that  Boeing  made  in  that  respect. 
The  work  that  the  airframe  manufacturers  contributed  at  the  very 
outset  of  this  issue  right  after  the  Hawaiian  Airlines  tragedy  has 
contributed  to  the  safety  and  more  intense  maintenance  that  is 
being  conducted  in  the  industry  today  and  will  ensure  the  safe  op- 
eration of  aircraft  in  the  future.  It  is  a  splendid  example  of  part- 
nership by  Government,  the  manufacturers,  and  the  airline  on  a 
major  safety  initiative. 

Neither  of  you  has  mentioned  investment  tax  credit  for  your  cus- 
tomers in  the  United  States.  I  wonder  if  you  would  address  that. 
Do  you  see  an  investment  tax  credit  under  whatever  scheme  might 
imagine  as  a  benefit  to  the  carriers,  to  the  manufacturers  that  will 
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stimulate  acquisition  of  aircraft  and,  therefore,  production  of  air- 
craft? 

Mr.  Clarkson.  Mr.  Chairman,  obviously  we  believe  a  properly 
structured  investment  tax  credit  could  be  of  great  benefit  to  the 
airlines  in  encouraging  them  to  acquire  new  aircraft.  Of  course,  if 
they  are  not  making  any  money  and  only  incurring  losses,  depend- 
ing on  how  the  tax  credit  is  looked  at,  it  may  not  be  of  benefit. 
That's  why  I  say  it  is  very  important  that  it  be  properly  structured. 

Mr.  CuLLiGAN.  We  address  this  in  more  detail  in  our  testimony 
for  the  record,  sir,  but  we  also  agree  that  if  structured  properly,  it 
could  be  of  great  benefit  to  us  and  could  have  an  effect  almost  im- 
mediately. 

Mr.  Oberstar.  But  in  a  time  of  over  capacity  where  airlines  have 
more  seats  flying  than  passengers  to  fill  them  and  lack  of  profit- 
ability, the  benefit  certainly  wouldn't  be  felt  in  this  year,  maybe 
not  even  next  year,  not  until  there  is  a  return  to  profitability  on 
the  part  of  the  carriers. 

Mr.  Clarkson.  Well,  one  thing  is  a  great  percentage  of  the  cur- 
rent capacity  is  in  Stage  2  airplanes  which,  as  you  know,  must  be 
phased  out  under  current  rules,  regulations,  and  legislation  by  the 
end  of  this  decade.  One  of  the  things  that  we  think  we  need  to  do, 
perhaps  working  together,  is  to  help  the  airlines  through  such 
things  as  tax  incentives  to  put  the  Stage  2  airplanes  on  the  ground 
earlier  and  replace  them  as  soon  as  possible  with  new  Stage  3  air- 
planes. Make  that  a  more  economic  decision  for  them  to  make  as 
soon  as  possible. 

Mr.  CuLLiGAN.  I  agree  with  what  Larry  had  to  say.  I  also  think  it 
gets  those  older  aircraft  on  the  ground  sooner  and  has  other  bene- 
fits. There  are  direct  benefits  to  the  airlines  to  get  some  of  the 
older  aircraft  out  of  the  fleet  for  fuel  efficiency  and  other  operation 
and  maintenance  costs  and  also  probably  environmental  issues  in 
addition  to  noise. 

Mr.  Oberstar.  If  the  ITC  were  targeted  to  Stage  3  aircraft,  would 
that  be  useful? 

Mr.  Clarkson.  Since  the  only  thing  that  either  company  makes 
today,  Boeing  or  McDonnell  Douglas,  are  Stage  3  or  better  aircraft, 
absolutely. 

Mr.  Oberstar.  All  right.  Good. 

On  the  matter  of  Airbus,  I  understand  what  you  are  saying  and  I 
generally  agree  on  the  issue  of  subsidy,  particularly  where  there  is 
subsidy  for  export.  But  we  are  trying  to  do  the  same  thing  in  cer- 
tain ways  in  the  farm  program,  subsidies  for  exports.  To  a  degree, 
your  own  testimony  suggests  that  the  United  States  should  have 
policies  that  encourage  through  tax  structure  and  otherwise 
export — I  just  think  we  ought  to  compete  smarter. 

I  don't  fault  the  Europeans  for  taking  government  investment, 
pooling  their  resources,  and  building  an  industry.  I  fault  our  own 
for  not  being  smart  enough  to  counter  it  with  Government  partner- 
ships with  industry.  I  think,  as  you  are  suggesting,  there  ought  to 
be  better  cooperation  between  NASA  and  the  airframe  manufac- 
turers, maybe  the  engine  manufacturers  on  developing  the  leading 
edge  technology,  the  high  speed  transport.  I  fully  concur  with  that. 
I  think  that  we  would  be  far  better  off  investing  our  resources  in  a 
high  speed  commercial  transport  than  in  building  a  Space  Station 
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which  has  very  little  application  except  for  maybe  half  a  dozen 
people  who  get  up  there  and  back.  But  for  the  tens  of  thousands 
who  would  benefit  from  a  commercial  transport,  that  ought  to  have 
some  real  benefit  for  the  United  States  that  we  could  sell  overseas. 
You  aren't  going  to  sell  that  Space  Station  to  very  many  countries. 
But  if  we  would  really  develop  a  focused  and  targeted  partnership 
in  the  United  States  between  our  research  arms  of  NASA  and  the 
FAA  with  the  industry  to  carry  some  of  that  high  risk  front-end 
cost  of  development — don't  complain  about  them,  outsmart  them. 
Let's  beat  them  at  their  own  game. 

Mr.  CuLUGAN.  First,  we're  in  an  interesting  position  because 
we're  the  lead  contractor  on  Space  Station,  so  it  makes  for  sort  of 
an  interesting  position  for  me  right  now.  [Laughter.] 

But  I  would  like  to  say  that  I  agree  with  you.  I  have  represented 
McDonnell  Douglas  in  a  number  of  discussions  with  the  Europeans 
where  we  had  discussions  about  the  whole  Airbus  situation  and 
subsidies.  Of  course,  they  always  refer  to  it  as  investments,  not  sub- 
sidies. They  refused  to  acknowledge  that  they  are  subsidized. 

But  I  think  that  we  have  to  be  smarter.  In  the  best  of  all  possible 
worlds,  we  could  have  the  total  free  market  environment.  It  is  not 
there  and  it  is  not  going  to  happen.  We  have  watched,  as  Larry  al- 
luded to  in  his  testimony,  market  share  erode.  McDonnell  Douglas 
has  come  down  substantially  especially  in  the  last  five  or  six  years. 
I  think  Boeing,  I  don't  want  to  speak  for  them,  is  looking  at  a  simi- 
lar thing  with  the  same  sort  of  threat  with  market  penetration.  We 
have  got  to  figure  out  what  that  level  playing  field,  wherever  it  is, 
is  and  then  play  on  that  same  field. 

Mr.  Clarkson.  Mr.  Chairman,  when  the  President  was  in  Ever- 
ett this  week  he  talked  about  that  partnership  and  we  obviously 
look  forward  to  hearing  more  about  it  and  we  welcome  it. 

What  I  think  I  need  to  say  though  is  obviously  it  will  take  some 
time  for  that  partnership  to  develop  and  for  those  benefits  to  flow. 
Meanwhile,  we're  facing  the  fact  that  a  very  capable  European 
competitor  has  a  full  product  line  that  has  been  developed  in  the 
government  partnership  and,  as  I  said  in  my  testimony,  we  need  to 
see  whether  they  are  accounting  for  that  in  a  way  that  makes  their 
pricing  fair  and  even.  What  we  want  right  now  is  a  level  playing 
field,  and  we  look  forward  to  working  better  and  smarter  with  the 
U.S.  Government. 

Mr.  Oberstar.  Well,  I  think  the  agreement  between  the  EC  and 
the  United  States  on  repayment  of  government  investments  in 
Airbus  is  a  good  one,  it  is  a  good  start.  I  have  always  subscribed  to 
the  level  playing  field  until  I  thought  for  a  while  about  it  that  the 
football  field  is  not  level,  it  tilts  to  both  sides  so  the  water  can 
drain  off.  You  have  got  to  deal  with  that. 

Mr.  dinger. 

Mr.  CuNGER.  Thank  you,  Mr.  Chairman.  Gentlemen,  thank  you 
for  your  very  excellent  testimony  and  suggestions.  I  assume  you 
will  also  be  conveying  them  to  the  commission  once  it  is  up  and 
running. 

One  of  the  things  that  always  is  troublesome  to  me  is  the  diffi- 
culty in  your  industry  and  the  aviation  industry  in  general  to  co- 
ordinate planning  for  the  construction  and  purchase  of  aircraft 
with  business  cycles  because  there  is  such  a  tremendous  lead  time 
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in  developing  a  new  eiircraft  and  the  airlines  are  trying  to  predict 
three  and  four  years  ahead  where  the  needs  will  be.  And  that  is 
obviously  a  terribly  difficult  thing  to  do  as  evidenced  by  the  fact 
that  you  were  producing  aircraft  that  now  people  are  willing  or 
wanting  to  defer  or  cancel. 

In  that  regard,  I  just  wanted  to  ask,  you  are  both  involved  in  de- 
veloping a  brand  new  much  larger  aircraft  to  be  on  line  in  this 
decade  at  some  point.  What  if  your  projections  don't  come  true? 
What  if  there  is  no  return  here  and  we  don't  see  a  growth  in 
demand? 

Mr.  Clarkson.  Well,  I  guess  that  we  have  blind  faith  in  the 
growth  and  the  demand.  The  real  problem  is  that  history  says  that 
we're  in  a  cyclical  business  on  the  commercial  side  and  more  than 
once  in  the  past  airlines  have  over-bought,  there  has  been  an 
excess  capacity,  and  we've  had  to  wait  while  the  growth  in  passen- 
ger traffic  caught  up  with  that  demand. 

Mr.  CuNGER.  Isn't  this  the  worst  this  has  ever  been? 

Mr.  Clarkson.  No,  it  is  really  not.  In  fact,  back  in  the  late  1960s 
and  early  1970s  we  weren't  producing  quite  at  the  same  rate  but 
the  fall-off  was  equally  dramatic.  Boeing  followed  the  demand  right 
up  the  curve,  which  is  the  natural  thing  that  businessmen  try  to 
do,  and  then  when  we  fell  off  that  cliff,  it  was  a  long  fall.  That's 
when  the  famous  sign  went  up  in  Seattle  "Will  the  last  person  out 
of  Seattle  please  turn  off  the  lights",  when  we  went  down  to  some- 
thing like  30,000  employees  from  over  100,000  in  that  Puget  Sound 
area. 

I  would  like  to  take  credit  right  now  while  I  have  the  camera  on 
for  what  I  think  is  a  very  good  job  that  the  management  of  Boeing 
Company  did  in  this  current  case.  In  1988,  1989,  and  1990,  we  had 
this  tremendous  demand  for  airplanes.  Our  internal  forecasts  said 
that  the  airlines  were  doing  it  again,  that  they  were  ordering  more 
airplanes  than  they  were  going  to  need.  If  we  had  followed  that 
demand  and  sold  everything  we  could  have  sold  when  the  airlines 
said  they  wanted  those  airplanes,  we  would  have  been  up  at  a  rate 
of  over  50  airplanes  a  month.  And  we  had  the  capability  of  putting 
the  capacity  on  the  line  to  do  that. 

We  actually  refused  some  orders,  in  other  cases  pushed  them 
way  out  to  the  right  and  we  lost  some  because  we  didn't  offer  to 
sell  the  airplanes  in  the  time  the  airlines  wanted  them.  But  I  sug- 
gest to  you  if  we  had  gone  up  to  50  airplanes  a  month,  with  what 
has  happened,  the  current  projection  which  we  announced  will 
drop  us  to  21  airplanes  a  month,  which  is  still  a  respectable  level. 
If  we  hadn't  controlled  our  capacity,  if  you  will,  if  we  had  just  fol- 
lowed the  market,  we  would  now  be  at  ten  airplanes  a  month  with  a 
reduction  in  manpower  two  to  three  times  greater  than  we  have 
announced. 

We  are  trying  to  manage  to  what  is  a  very  cyclical  business  and 
we  hope  that  as  a  result  of  the  Pena  commission  and  whatever  that 
we  get  some  order  into  the  insanity  that  has  been  going  on. 

Mr.  CuLUGAN.  He  means  the  Oberstar  commission.  [Laughter.] 

Mr.  Clarkson.  That's  right. 

Mr.  Clinger.  Mr.  CuUigan. 

Mr.  CuLLiGAN.  Commenting  on  McDonnell  Douglas'  situation,  it 
is  interesting  to  us  to  note  the  attention  that  came  with  the  recent 
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announcement  out  of  Seattle  with  regard  to  numbers.  McDonnell 
Douglas  is  60  percent  military  or  Government  business  and  40  per- 
cent commercial.  We  have  come  down  now  from  over  140,000  total 
employees  to  as  of  today  about  85,000.  Most  of  those  have  not  come 
through  natural  attrition,  they  have  come  through  reduction  in 
force. 

We  have  both  sides  of  our  business  down.  They  are  usually 
counter-cyclical.  As  the  economy  perks  up  and  peace  breaks  out, 
the  military  spending  goes  down  and  vice  versa.  Unfortunately  for 
us,  as  we've  all  noted,  both  are  down  now.  At  Douglas  Aircraft,  we 
were  up  in  the  40-thousand-plus  range  of  employees  a  couple  of 
short  years  ago.  We  are  down  to  about  half  of  that  now  and  we 
have  already  announced  that  we're  going  down  a  little  further.  We 
were  limited  by  our  capacity  in  order  to  take  on  all  the  orders  that 
we  could  have  during  that  growth  spurt,  but  we  have  been  coming 
down  very  fast  since  then  and  trying  to  manage  to  that. 

I  guess  all  the  analysts  that  we  have  at  McDonnell  Douglas,  look- 
ing at  the  market,  at  Boeing,  and  even  at  Airbus  were  fairly  close 
in  their  predictions  as  to  what  the  world  market  demand  would  be, 
and  we  are  all  headed  in  that  direction  before  we  got  some  cold 
water  thrown  in  our  face  about  two  years  ago. 

Mr.  Clinger.  I  have  just  a  couple  more  brief  questions. 

Mr.  Oberstar.  We  admonish  witnesses  to  be  concise  in  their  re- 
sponses. We  have  a  number  of  members  yet. 

Mr.  Clinger.  You  both  mentioned  your  concern  about  cancelling 
MFN  status  for  China,  that  that  could  cause  severe  heartburn. 
Would  you  both  view  China  as  a  potential  major  customer,  perhaps 
the  major  customer  in  the  next  decade? 

Mr.  CuLLiGAN.  If  I  may.  About  14  years  ago,  McDonnell  Douglas 
and  Boeing  both  were  looking  into  the  China  market.  McDonnell 
Douglas  won  a  contract  to  have  a  factory  in  Shanghai  where  they 
actually  have  been  putting  together  kits  over  the  last  decade. 

Mr.  Clinger.  I  visited  that  factory. 

Mr.  CuLLiGAN.  So  we  have  been  very  tied  into  that  market.  It  is 
a  potentially  huge  market  just  by  sheer  numbers.  So  we  do  believe 
that  the  sort  of  sanctions  or  conditions  that  might  be  put  on  could 
lead  to  a  loss  of  a  fairly  major  export  market  for  McDonnell  Doug- 
las. 

Mr.  Clarkson.  China  in  1992  had  the  fastest  growing  economy  in 
the  world.  Some  economists  are  forecasting  that  by  the  year  2005 
to  2010  the  China  economy  will  exceed  that  of  Japan.  We  predict 
that  for  the  next  ten  years  it  will  be  the  fastest  growing  market  for 
aircraft. 

Mr.  Clinger.  Just  one  final  question.  You  are  both  obviously  con- 
cerned about  Airbus  and  about  ongoing  subsidies  of  Airbus,  but  do 
you  see  any  other  potential  competitors  coming  down  the  road 
from  any  other  sectors  of  the  world? 

Mr.  CuLLiGAN.  I  think  there  is  a  genuine  interest,  as  I've  trav- 
elled around  the  world  in  my  position  with  McDonnell  Douglas  and 
have  responsibility  for  offices  around  the  world,  what  you  find  is 
people  see  aerospace  as  high  tech,  as  a  leader  to  get  them  into 
more  beyond  just  the  aircraft  and  the  aerospace  activities.  There  is 
also  a  concern,  a  hesitation  by  many  countries  because  of  the  ex- 
tremely high  cost  of  entry.  So  they  would  like  to  participate  for  the 
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most  part  but  maybe  not  take  on  their  own  industry  to  try  to  build 
their  owm  product.  I  think  there  are  one  or  two  potential  future 
competitors  out  there  depending  on  hov/  we,  the  United  States, 
handle  the  next  decade  and  treat  the  aerospace  industry. 

Mr.  Clarkson.  Just  briefly.  Lester  Thoreau,  head  of  MIT's  Sloan 
School,  in  his  book  "Head  to  Head"  said  if  you  are  going  to  be  a 
player  in  the  next  century,  you  have  got  to  be  in  aerospace.  So  we 
have  to  look  out  for  competitors  everjrwhere. 

Mr.  CuNGER.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Ms.  Cantwell. 

Ms.  Cantwell.  Thank  you,  Mr.  Chairman. 

Mr.  Clarkson,  again  thank  you,  the  Boeing  Company  for  hosting 
not  only  the  Aviation  Subcommittee  but  also  the  President  and 
doing  I  think  a  wonderful  job  of  showing  the  entire  country  about 
airplane  manufacturing,  and  to  McDonnell  Douglas  for  participat- 
ing in  those  discussions.  I  think  they  helped  build  a  consensus  to 
not  only  get  something  on  the  table,  but  get  it  on  the  table  quickly. 

Obviously  the  announcements  of  lay-offs  that  Boeing  is  talking 
about,  specifically  28,000  that  you  mentioned  Mr.  Clarkson,  is  noth- 
ing short  of  a  kick  in  the  stomach  to  the  people  in  the  Puget  Sound 
area.  How  are  you  planning  to  implement  those  lay-offs,  and  have 
you  or  McDonnell  Douglas  talked  about  programs  for  dislocated 
workers  and  retraining  opportunities  that  once  things  gear  up  or 
technology  upgrades  are  in  place  that  we  can  put  these  workers 
back  to  work? 

Mr.  Clarkson.  Number  one,  we  don't  expect  that  the  28,000  will 
all  be  laid  off,  that  a  significant  portion  of  the  28,000  will  be  han- 
dled through  normal  attrition,  retirements  specifically. 

Ms.  Cantwell.  What  portion  of  that  would  you  say? 

Mr.  Clarkson.  Probably  in  the  neighborhood  of  30  to  40  percent 
or  maybe  a  little  bit  more  will  be  through  normal  attrition. 

But  we  have  announced  a  series  of  programs  that  we're  under- 
taking to  try  to  soften  the  blow.  For  example,  one  that  we  are  look- 
ing at  will  provide  tuition  for  workers  to  go  to  college  or  to  get  ad- 
vanced training  for  two  years.  During  that  time,  we  will  continue 
all  of  their  benefits.  There  is  a  series  of  programs  like  that. 

We  fully  expect  that  the  market  will  recover  and  that  our  rates 
will  go  back  up  in  a  couple  of  years,  particularly  on  the  assumption 
that  the  economy  both  in  the  United  States  and  the  world  recovers, 
and  we  want  those  people  back.  So  we  are  going  to  do  whatever  we 
can  to  help  them  bridge  until  we  can  call  them  back. 

Mr.  CuLLiGAN.  Just  a  quick  statement  I  guess  because  we're  so 
far  ahead  of  Boeing  in  terms  of  worker  readjustment.  We  have  had 
a  number  of  programs  in  the  St.  Louis  area  and  on  the  west  coast 
to  try  to  help  people  as  they  transition  out  of  McDonnell  Douglas 
and  into  the  local  economy.  It  is  often  very  hard  but  we  do  try  to 
give  them  some  skills.  We  work  with  State  Governments  to  have 
worker  training  for  other  industries.  We  have  tried  to  help  them 
launch  their  own  businesses  and  do  other  things. 

Ms.  Cantwell.  Mr.  Chairman,  if  I  can  continue.  Last  week  we 
had  a  hearing  and,  obviously,  we've  had  a  lot  of  questions  this 
morning  about  competition  and  whether  there  is  a  level  playing 
field  or  how  to  get  a  semi-level  playing  field.  The  chairman  of 
United  made  some  comments  about  United  and  Airbus.  Mr.  Clark- 
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son,  I  don't  know  if  you  are  familiar  with  those  comments,  but 
could  you  elaborate  on  that  situation  and  this  whole  issue  of  walk- 
away le£ises  and  how  they  operate. 

Mr.  Clarkson.  As  I  understand  Mr.  Wolfs  testimony,  he  was 
asked  why  he  picked  the  A320  over  the  737  and,  as  I  understand 
his  testimony,  he  sort  of  suggested  it  took  a  2  x  4  to  get  Boeing's 
attention  but  that  he  finally  did  and  that  we  came  to  the  party  es- 
sentially I  think  on  price  but  then  he  alluded  that  other  financial 
terms  were  such  that  he  did  what  he  had  to  do,  which  is  make  the 
best  decision  for  United  Airlines. 

We  believe  that  the  fundamental  issue  here  is  something  called  a 
walk-away  lease,  whereby  Airbus  offered  50  A320s  to  United  under 
a  lease  arrangement  that  permits  them  not  to  carry  the  value  of 
those  airplanes  on  their  balance  sheet,  to  pay  lease  payments  that 
are  bsised  on  a  long-term  lease  but,  in  fact,  they  can  give  those  air- 
planes back  with  very  little  notice.  This  is  one  of  the  things  that 
we  will  be  talking  to  the  administration  about.  We  think  that  walk- 
away leases  are  to  the  aircraft  manufacturing  industry  what  ticket 
prices  below  cost  are  to  the  U.S.  airline  industry. 

Ms.  Cantwell.  I  don't  see  how  we  will  ever  compete  even  with  a 
superior  airplane  if  the  financing  at  that  level  allows  them  to  un- 
dercut the  price. 

Mr.  Clarkson.  That's  right.  That's  why  we  believe  we  need  to 
find  out  how  is  Airbus  doing  this.  We  can't  understand  how  they 
could  do  it  and  still  be  abiding  by  the  terms  of  the  bilateral  of  last 
summer  and  by  the  GATT  aircraft  code. 

Ms.  Cantwell.  Thank  you. 

Mr.  CuLLiGAN.  Just  a  quick  comment  on  that.  Obviously  we  face 
the  same  thing.  As  Larry  alluded  to  in  his  testimony,  the  fact  that 
they  continue  at  fairly  high  production  rates  says  that  they  are 
willing  to  accept  carrying  extremely  expensive  inventory  on  their 
books  and  then  will  be  able  to  flood  the  market.  When  they  come 
in  with  what  we  understand  are  some  of  the  offers  to  U.S.  airlines, 
from  an  airline  perspective,  you  have  to  look  at  it  and  say  that  if  it 
is  a  good  deal,  it  is  a  good  deal.  But  we  see  it  internationally  all 
over  the  world.  So  it  is  not  just  their  penetration  of  the  U.S. 
market,  it  is  keeping  us  out  of  other  markets  as  well. 

I  think  one  thing  that  should  be  noted,  and  again  I  think  Larry 
mentioned  it,  is  the  fact  that  when  you  penetrate  that  market, 
when  you  lose  market  share  in  this  business,  you  lose  it  for  a  long 
time.  Airplanes  that  we  built  that  we  thought  were  going  to  be  ten 
or  fifteen  year  products,  we're  proud  to  say  we  build  them,  but  I 
flew  back  from  St.  Louis  the  other  night  on  one  that  was  1966  vin- 
tage, a  DC-9.  So  they  stay  in  service  a  long  time. 

Ms.  Cantwell.  Thank  you. 

Mr.  Oberstar.  Ms.  Dunn, 

Ms.  Dunn.  Thank  you  very  much,  Mr.  Chairman. 

Welcome,  gentlemen.  This  has  been  a  fascinating  set  of  testimo- 
ny in  the  panel  you  presented.  I,  too,  am  from  the  area  of  Boeing's 
location.  I  am  interested  in  a  couple  of  things  that  you  both  have 
discussed  in  your  testimony.  In  media  reports  today,  Mr.  Clarkson, 
Airbus  has  alleged  that  United  States  aircraft  manufacturers  have 
received  $31  billion  in  indirect  subsidies.  I  wonder  if  you  would 
care  to  comment  on  that? 
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Mr.  Clarkson.  Yes,  I  would  be  very  glad  to.  One  of  the  red  her- 
rings that  Airbus  and  their  governments  constantly  throw  up  is 
that  their  direct  subsidies  are  just  equal  to  the  indirect  benefits  we 
get  from  our  various  government  contracts.  I  would  like  to  point 
out  that  Airbus  itself,  of  course,  has  no  government  contracts  be- 
cause of  its  unique  structure.  But  the  four  companies  that  make  up 
the  Airbus  partners — British  Aerospace,  DASA,  the  German  compa- 
ny, Aerospatiale,  and  KASA,  the  French  companies — all  have  exten- 
sive government  contracts.  And,  for  example,  last  summer  when  the 
European  fighter  aircraft  program  was  threatened  with  cancellation, 
British  Aerospace,  KASA,  and  DASA  all  complained  that  their  civil 
business  would  be  adversely  affected  by  the  cancellation  of  this 
program. 

So  our  point  is  simply  that  government  business,  there  is  some 
flow,  it  goes  both  ways.  We  all  have  those  benefits.  What  we  are 
concerned  about  is  the  direct  subsidies  and  that  is  a  horse  of  a  dif- 
ferent color. 

Mr.  CuLLiGAN.  Yes,  I  think  they  often  obfuscate  that  argument. 
We  have  been  to  the  table  so  many  times  with  this  and  they  just 
refuse  to  hear  it.  And  as  Larry  said,  they  say  Airbus  doesn't  have 
any  government  contracts.  They  are  right,  they  don't.  But  that's 
not  what  we're  talking  about.  But  it  seems  to  fall  on  deaf  ears  and 
I  think  even  through  the  GATT  negotiations  we  have  not  been  able 
to  get  that  really  on  the  table  the  way  it  should  be  and  talk  about 
what  we  really  need  to  talk  about,  and  that  is  direct  subsidies. 

Ms.  Dunn.  Gentlemen,  I  wonder  if  we  could  follow-up  on  the  dis- 
cussion that  one  of  you  made  in  your  testimony  about  the  bank- 
ruptcy code  and  how  that  is  affecting  the  uncertainties  in  the  fi- 
nancial community.  Would  you  like  to  address  that,  please. 

Mr.  Clarkson.  Well,  I  mentioned  specifically  the  one  section 
where  the  question  of  a  lessor's  or  a  lender's  rights  relative  to  air- 
craft that  they  have  financed  or  leased  in  an  airline  that  is  bank- 
rupt has  been  made  to  say,  politely,  unclear.  We  are  asking  you  to 
look  at  that  section  of  the  bankruptcy  code  and  clarify  it  so  in  fact 
this  form  of  financing  or  leasing  can  be  easily  restored. 

You  can  see  from  a  lender's  point  of  view  if  he  thinks  five  years 
down  the  line  this  carrier  might  go  bankrupt,  he  is  not  going  to  be 
willing  to  finance  or  lease  that  aircraft;  or,  if  he  is,  it  is  going  to  be 
at  a  very,  very  high,  expensive  rate. 

Mr.  CuLUGAN.  I  would  like  to  pick  up  on  that  point  and  one  of 
my  points  in  our  testimony.  We  are  running  into  very  large  asset 
funds  that  refuse  to  get  involved  in  any  sort  of  aircraft  because 
there  is  the  risk  that  Larry  just  addressed.  Without  somebody  put- 
ting the  capital  up  and  helping  them  out,  the  lenders  are  now  not 
in  a  position  to  do  that,  the  banks  and  others  are  not  going  to  do 
that. 

Ms,  Dunn.  Thank  you.  One  more  question,  Mr.  Chairman. 

I  am  very  concerned  about  the  energy  tax.  I  think  it  is  going  to 
have  a  very  chilling  effect  on  industry  in  general.  You  mentioned 
that  it  disproportionately  affects  the  airline  industry.  When  we 
were  on  our  visit  a  couple  of  weeks  back  to  the  Boeing  plant  in  Ev- 
erett, they  took  us  through  a  97  acre  under  one  roof  huge  building 
where  they  were  building  airplanes.  I  imagine  that  it  is  very  ex- 
pensive to  heat  a  building  like  that  and  further  I  imagine  it  is  very 
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expensive  the  amount  of  energy  you  put  into  building  one  of  those 
aircraft.  It  is  very  hard  for  me  to  understand  how  an  increase  in 
the  energy  tax  is  going  to  help  you  reemploy  some  of  those  folks 
that  are  going  to  be  losing  their  jobs  in  the  next  few  weeks, 
months. 

I  wonder  if  you  would  care  to  comment  on  the  energy  tax,  how  it 
affects  the  aircraft  industry,  the  fact  that  we  have  been  told 
through  these  hearings  that  every  one  cent  of  the  increase  is  the 
same  £is  $150  million  out  of  the  airline  community  that  can't  be 
spent,  in  my  mind  of  course,  on  Boeing  aircraft.  I  wonder  if  you 
would  address  that  plesise. 

Mr.  Clarkson.  I  guess  I  alluded  to  it  in  my  testimony.  Congress- 
woman.  We  are  obviously  concerned  that  in  this  total  package  that 
has  been  proposed  by  the  administration  that  this  be  balanced  off. 
Clearly,  if  the  airlines  get  directly  hit  with  what  I  think  we  heard 
in  the  last  panel  of  ten  to  fifteen  cent  per  gallon  tax,  at  $150  mil- 
lion per  cent,  that  is  going  to  exacerbate  the  financial  situation  of 
these  airlines  tremendously.  It  just  seems  to  me  it  is  the  opposite 
way  we  should  go  in  trying  to  help  them  out. 

So  as  Congress  looks  at  this  package,  we  would  hope  that  you 
would  point  this  out  and  balance  the  package  so  that  it  doesn't 
push  airlines  that  are  on  the  brink  over  the  brink.  Obviously  we're 
concerned  about  an5^hing  that  affects  our  competitiveness  and  we 
will  obviously,  as  we  understand  the  package,  bring  those  things  to 
your  attention. 

Ms.  Dunn.  Thank  you  very  much. 

Mr.  Oberstar.  Mr.  Coppersmith. 

Mr.  Coppersmith.  Thank  you,  Mr.  Chairman. 

I  note  Ms.  Dunn's  concern  about  the  energy  tax  and  how  it  may 
affect  heating  that  large  building.  I  would  just  merely  suggest  that 
that  may  be  all  the  more  reason  to  centralize  more  operations  in 
Arizona.  [Laughter.] 

Mr.  Clarkson.  I  don't  think  Congresswoman  Dunn  heard  that 
awful  request.  He  suggested  we  ought  to  move  to  Arizona  to  save 
on  energy. 

Ms.  Dunn.  Bad  idea,  Sam. 

Mr.  Coppersmith.  If  you  open  doors,  people  tend  to  walk  through 
them.  Earlier  today  I  met  with  executives  from  a  major  aerospace 
contractor  that  primarily  does  a  lot  of  military  contracting.  They 
actually  had  a  slightly  different  position.  They  actually,  as  it 
turned  out,  dismissed  much  of  the  economic  stimulus  package  as 
irrelevant  to  their  economy.  The  only  glimmer  of  interest  that  they 
had  in  going  over  the  project  was  in  making  sure  that  the  ITC 
would  apply  to  business  aircraft  purchases. 

I  take  it  from  your  testimony  you  disagree  with  that  and  that 
there  seems  to  be  more  in  there.  You  are  looking  for  more  on  the 
package  than  they  were.  It  was  kind  of  a  depressing  little  meeting. 

Mr.  CuLUGAN.  I  would  have  to  say,  yes,  we  are  looking  for  more. 
Not  knowing  which  company  contractor  you  were  talking  with  or 
what  conditions  they  are  operating  under,  I  would  be  surprised — it 
would  be  interesting  to  hear  why  they  feel  the  way  they  do  because 
we  sure  look  at  it  differently. 

Mr.  Coppersmith.  And  you  see  much  in  there  to  work  with  in 
terms  of  fostering — I  guess  one  of  their  concerns  is  they  may  have 
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different  military  contracting  versus  civilian  contracting  than  you 
would. 

Mr.  CuLLiGAN.  I  don't  know.  As  I  mentioned  earlier,  we  are  60 
percent  Government  DOD  and  NASA  and  40  percent  commercial.  I 
think  we  have  a  pretty  balanced  view  of  that  and  I  think  we  feel, 
as  I  said  earlier,  that  we  have  a  different  view  from  theirs. 

Mr.  Coppersmith.  Thank  you.  I  guess  part  of  the  problem  is  that 
you  are  probably  much  more  aware  of  the  details  of  the  total  pack- 
age than  we  are. 

Mr.  CuLLiGAN.  I  am  pretty  low  on  the  political  food  chain. 
[Laughter.] 

We're  still  looking  forward  to  a  lot  of  the  details  and  obviously 
once  we  know  them,  we  will  be  happy  to  let  you  know  our  thoughts. 
Mr.  Coppersmith.  Thank  you,  Mr.  Chairman,  no  more  questions. 
Mr.  Oberstar.  Mr.  Horn. 
Mr.  Horn.  Thank  you,  Mr.  Chairman. 

I  want  Mr.  Coppersmith  to  know  that  there  are  two  groups  in 
California  doing  their  very  best  to  help  Arizona;  that  is  the  Califor- 
nia legislature  with  stress  claims  and  workers'  compensation,  and 
the  Air  Quality  Control  Board  in  southern  California  which  cost 
McDonnell  Douglas  $2  million  a  year  to  fly  their  planes  to  Arizona 
to  be  painted  because  they  cannot  be  painted  to  the  degree  they 
would  like  in  Long  Beach  and  so  we  lose  120  jobs.  So  you  certainly 
should  write  all  of  them  a  letter  of  thanks.  [Laughter.] 

Mr.  Horn.  Now,  question.  Research,  I  read  in  the  paper  that  re- 
search budgets  have  been  cut  I  think  at  Douglas  Aircraft  on  new 
planes.  What  I  want  to  get  at  is  just  to  get  a  feel  from  both  of  you 
as  to  what  kind  of  research  goes  into  the  development  and  manu- 
facture of  a  new  airplane.  Are  we  talking  metals  research,  market 
research,  product  research,  consumer  research?  What  do  we  mean 
by  that  term? 

Then  the  next  question  that  follows  when  I  get  that  basis  laid  is, 
when  the  research  budget  is  almost  totally  eliminated,  to  what 
degree  does  that  really  eliminate  the  possibility  of  an  aircraft  being 
developed? 

Mr.  CuLLiGAN.  The  answer  is  yes  to  your  question,  it  is  all  of 
those  things.  Congressman,  it  is  good  to  see  you.  I  think  if  you 
really  get  down  to  the  cost  of  doing  the  research  and  development 
on  a  new  aircraft,  you  have  heard  numbers  bandied  about,  but  to 
do  a  small  narrow  body  aircraft  we  predict  in  the  current  environ- 
ment is  $5,  $6,  maybe  $7  billion  of  research  and  development 
money.  To  do  a  larger  airplane  can  grow  to  $10  billion  or  so.  And 
on  high  speed  civil,  you  are  up  in  the  teens  to  actually  get  that  air- 
plane to  the  point  of  launch.  That  is  far  beyond  the  resources  of 
almost  any  company  I  know. 

I  think  that  what  has  happened  over  the  last  several  months  has 
really  underscored  the  fact  that  if  we  don't  find  some  way  to  be 
smarter  and  to  collectively  put  our  efforts  together  in  some  way, 
shape,  or  form,  we  are  going  to  have  to  continuing  to  expand  in  all 
directions  to  find  enough  partnership  to  underwrite  the  cost  of 
those  development  programs.  Banks  can't  loan  that  kind  of  money. 
Most  of  our  companies  aren't  worth  on  the  market  the  kind  of 
money  they  would  have  to  borrow  to  launch  a  new  airplane.  It  has 
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reached  that  point  now.  It  is  hard  to  describe  why,  but  it  is.  That's 
just  the  way  it  is. 

Mr.  Clarkson.  Very  quickly,  I  agree  with  Tom.  I  would  just  like 
to  say  that  for  basic  research,  in  many  cases — I'm  talking  about 
very  advanced  research  including  some  that  both  companies  are 
doing  on  the  high  speed  civil  transport,  much  of  that  has  been  done 
with  some  NASA  funding,  also  private  funding.  But  in  an  histori- 
cal sense,  very  advanced  research  has  often  to  some  degree  been 
supported  by  NASA  and  also  on  defense  budgets. 

Historically,  when  it  has  come  to  developing  new  aircraft,  actual- 
ly putting  them  out  on  the  mat  to  deliver  them,  that  has  been 
money  that  has  come  from  internally  generated  funds  of  McDon- 
nell Douglas  or  Boeing.  There  are  obviously  some  programs  on  the 
horizon  where  it  is  not  clear  that  that  can  be  done  by  any  single 
company,  the  high  speed  civil  transport  being  a  good  example. 

Mr.  Horn.  Let's  ask  about  the  high  speed  transport  and  typical 
developments  such  as  that  that  require  perhaps  more  than  one 
company  has  the  capacity  to  contribute  in  terms  of  research  and 
development.  To  what  degree,  if  any,  are  the  American  antitrust 
laws  preventing  cooperation  between  you  two  remaining  major  pro- 
viders of  aircraft  in  this  country? 

Mr.  CuLLiGAN.  I  would  say  that  Larry  and  I  have  had  an  oppor- 
tunity to  meet  on  other  issues  that  address  the  American  aerospace 
industry  from  a  manufacturer's  standpoint  and  when  we  do  we 
have  to  make  sure  we  have  a  whole  room  full  of  lawyers  there  to 
make  sure  we  don't  get  together  on  anything  we  shouldn't. 

Mr.  Horn.  No  collusion. 

Mr.  CuLLiGAN.  No  collusion.  And  we  often  laugh  and  comment 
about  it  and  the  lawyers  laugh  and  smile  and  are  charging  by  the 
hour  while  we  chat.  [Laughter.] 

It  is  an  inhibitor,  no  question  about  it.  There  is  also  probably  a 
cultural  inhibitor  over  and  above  that  because  we  have  been  com- 
petitors for  some  seventy  years  or  so.  But  the  laws  are  very  strict 
and  we  have  to  be  extremely  careful. 

Mr.  Clarkson.  U.S.  companies  have  been  allowed  to  collaborate, 
if  you  will,  on  defense  programs  because  it  is  essentially  a  single 
customer.  It  is  clear  that  the  U.S.  antitrust  laws  don't  really  allow 
that  except  under  extreme  circumstances  in  the  commercial  field. 

I  would  suggest  that  the  U.S.  antitrust  laws  need  to  be  over- 
hauled. They  were  drafted  back  in  a  point  in  time  when  we  were 
concerned  solely  about  trade  and  trust  issues  inside  the  United 
States,  when  we  were  essentially  only  dealing  with  the  domestic 
economy.  Today  in  the  United  States,  almost  all  of  its  industries 
are  involved  in  a  world  economy.  We  are  competing  with  Europe- 
ans, we're  competing  with  Japanese,  and  who  knows  who  next.  So  I 
think  it  is  time  we  look  at  those  laws  in  light  of  the  fact  that  we 
are  in  fact  involved  in  a  world  economy  and  where  U.S.  companies 
are  in  fact,  I  think,  inhibited  from  doing  the  best  they  could  be- 
cause of  some  of  the  trade  laws,  including  the  antitrust  laws. 

Mr.  Horn.  Are  the  associations  of  which  you  are  both  members 
recommending  that?  Have  they  been  recommending  those  changes 
over  the  years? 
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Mr.  Clarkson.  I  think  some  of  them  have.  These  associations 
have  so  many  members  that  they  generally  get  their  positions 
fairly  watered  down.  So  I  maybe  told  it  more  like  it  is. 

Mr.  Horn.  I  am  just  wondering  if  anybody  has  sat  down  with  the 
members  of  the  Judiciary  Committee  that  has  jurisdiction  and 
worked  to  point  out  the  obvious,  which  everybody  would  know  in 
this  global  market  competition. 

Mr.  CuLUGAN.  From  McDonnell  Douglas'  standpoint,  Congress- 
man, this  year  we  put  together  an  issues  book  addressing  all  of 
these  critical  issues,  many  of  which  I  addressed  in  my  testimony. 
We  have  shared  that — I  think  your  office  has  one — all  over  Capitol 
Hill  and  with  the  incoming  administration.  That  is  one  of  the 
issues  that  we  have  tried  to  address  because  we  do  think  it  has  an 
impact  on  the  long  term  viability  of  the  whole  industry,  not  just 
McDonnell  Douglas. 

Mr.  Oberstar.  Would  the  gentleman  yield? 

Mr.  Horn.  Sure.  .    . 

Mr.  Oberstar.  In  the  course  of  our  west  coast  inquiry  on  aviation 
matters,  this  question  of  antitrust  arose  and  it  struck  me  in  the 
course  of  the  discussions  that  our  U.S.  manufacturers — GE,  with 
the  Jet  Engine  Division,  and  Boeing,  and  McDonnell  Douglas— all 
were  engaging  in  partnerships  with  foreign  firms  under  terms  and 
conditions  that  would  be  prohibited  under  domestic  antitrust  laws. 

Our  antitrust  law,  in  fact,  drives  U.S.  producers  off-shore  to 
engage  in  activities  not  permitted  at  home  which  seems  irrational. 

Mr.  CuLUGAN.  That's  right. 

Mr.  Horn.  Well,  I  would  hope,  Mr.  Chairman,  that  perhaps  we 
and  other  committees  that  have  similar  problems  arising  in  other 
major  segments  of  American  industrial  society  could  try  to  do 
something  to  build  the  coalition  needed  to  put  this  subject  on  the 
table  to  be  dealt  with.  Issue  books,  most  of  us  don't  have  time  to 
read  them.  They  go  into  the  files,  they  have  a  lot  of  pretty  pictures. 
What  you  need  is  an  organized  campaign  to  pound  away  at  this 
subject. 

Thank  you,  Mr.  Chairman. 

Mr.  Oberstar.  Ms.  Cantwell,  further  questions? 

Ms.  Cantwell.  No,  Mr.  Chairman. 

Mr.  Oberstar.  Ms.  Dunn? 

Ms.  Dunn.  No.  Although,  Mr.  Chairman,  I  would  think  that  you 
might  have  noticed  that  the  quality  of  this  testimony  was  excellent 
and  I  think  these  two  gentlemen  certainly  should  be  serving  on  the 
Oberstar  commission.  [Laughter.] 

Mr.  Oberstar.  I  want  to  pursue  one  further  matter  on  the  Ex-Im 
Bank.  Mr.  Clarkson,  what  recommendations  would  you  have  about 
modifications  of  Ex-Im  operations  that  would  be  beneficial  for 
export  of  Boeing  products? 

Mr.  Clarkson.  Very  quickly,  a  couple.  I  obviously  agree  with 
Tom's  testimony  about  increasing  the  funding.  I  also  would  recom- 
mend that  they  be  a  little  risk  adverse.  Their  European  counter- 
parts are  certainly  much  less  risk  adverse.  One  of  the  big  markets 
that  is  opening  up  to  both  our  companies  now  is  in  Eastern  Europe 
and  the  former  Soviet  Union,  so  we  look  forward  to  them  being  less 
risk  adverse. 
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Mr.  CuLLiGAN.  If  I  may  make  one  quick  comment.  We  think, 
Larry  would  agree  with  me,  that  Ex-Im  does  a  superb  job  with  the 
pressures  that  they  are  under.  Their  staff  has  been  cut  and  other 
things  slashed  in  the  last  several  years.  They  are  risk  adverse  more 
than  ever  I  think.  We  really  need  to  encourage  them  to  look  at  the 
overall  benefit  and  I  talked  to  that  cost-benefit  ratio  of  really  help- 
ing move  those  sales  along.  We  think  they  do  a  great  job  but  they 
could  use  some  more  help  and  that  would,  in  turn,  help  the  indus- 
try. 

Mr.  Oberstar.  One  final  point.  Mr.  Culligan,  on  your  incomplete 
initiative  with  Taiwan,  was  it  the  review  of  security  concerns 
under  the  Exon-Florio  Act  that  scuttled  that  venture?  And  would 
you  recommend  some  changes  in  the  sense  of  encouraging  develop- 
ment of  foreign  capital  in  the  U.S.  industry? 

Mr.  Culligan.  First  of  all,  let  me  start  by  saying  that  it  was  not 
that  part  of  the  whole  process  that  slowed  down  our  activity  with 
Taiwan.  I  think  it  was  driven  more  by  a  number  of  things,  one  of 
which  was  the  world  economy.  The  Chinese  are  very  cautious  in 
terms  of  their  business  approach  and  as  they  saw  the  economy 
soften  worldwide  and  market  demand  soften  in  this  business,  they 
slowed  down  substantially.  Now  they  have  recently  signed  a  deal 
with  British  Aerospace  to  be  a  partner  with  them  on  their  commer- 
cial transport  business.  That  has  only  been  in  the  last  month  or 
maybe  two  months  that  they  have  done  that.  But  they  are  very 
cautious  in  terms  of  getting  into  a  major  investment  like  we  were 
talking  about. 

I  think  there  were  concerns  about  the  Exon-Florio  process,  or 
CFIUS  process  as  it  is  known  around  this  town.  And  I  think,  for 
the  most  part,  they  ought  not  slow  it  down  because  people  are 
throwing  red  herrings  out  there.  But  if  you  go  through  the  logical 
process  of  the  CFIUS  process  and  what  is  required  and  analyze 
what  they  are  looking  for,  I  think  one  would  come  to  the  conclu- 
sion that  there  are  many  of  these  things  that  could  proceed.  It  is 
often  quoted  that  very  few  things  are  turned  down  by  the  CIFUS 
interagency  group.  Part  of  that  reason  is  that  long  before  you  get 
there  you  know  pretty  well  whether  you  have  a  chance  of  succeed- 
ing or  not.  So  you  don't  want  to  spend  the  time  and  effort  if  you 
are  not  going  to  succeed. 

But  we  feel  that  that  needs  a  little  review.  Also,  there  are  moves 
about  to  try  to  tighten  that  up.  And  really  that  would  almost  cut 
off  any  foreign  investment  with  U.S.  industry  and  we  think  that  is 
wrong. 

Mr.  Oberstar.  Thank  you  very  much.  It  has  been  a  very  instruc- 
tive session  with  both  of  you.  We  greatly  appreciate  your  contribu- 
tion to  our  hearings.  You  may  look  forward  to  making  a  similar 
contribution  to  the  commission  when  it  gets  underway. 

Mr.  Culligan.  Thank  you,  Mr.  Chairman. 

Mr.  Clarkson.  Thank  you  very  much. 

Mr.  Oberstar.  Our  next  witness  is  the  International  Transporta- 
tion Workers  Union  of  America  represented  by  Art  Luby.  A  famil- 
iar face  before  this  committee. 

Mr.  Luby.  It  is  certainly  something  that  I  will  remember  and 
remark  on  in  my  memoirs. 
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Mr.  Oberstar.  We're  glad  to  have  you,  Art.  Thank  you  very 
much  for  being  with  us  and  for  the  distinction  with  which  you  rep- 
resent your  members. 

Mr.  LuBY.  I  appreciate  that  very  much,  Mr.  Chairman.  It  is 
always  a  great  honor  to  appear  before  you  and  also  to  convey  good 
wishes  of  our  dispatch  group  up  in  Minneapolis  who,  as  you  know, 
are  both  great  admirers  of  you  and  you  have  worked  with  them  for 
many,  many  years. 

Mr.  Oberstar.  They  are  a  great  organization.  Please  proceed. 

TESTIMONY  OF  ARTHUR  M.  LUBY,  INTERNATIONAL  TRANSPORT 
WORKERS  UNION  OF  AMERICA,  AFL-CIO 

Mr.  LuBY.  I  am  appearing  today  on  behalf  of  John  Kerrigan  who 
is  the  secretary-treasurer  and  air  transport  director  for  the  Trans- 
port Workers  Union  of  America.  The  TWU  represents  a  number  of 
carriers  throughout  the  industry  in  a  wide  variety  of  classes  and 
crafts,  including  maintenance,  and,  as  was  pointed  out  this  morn- 
ing, flight  attendants  as  well  as  dispatch  flight  instructors,  and  a 
number  of  other  sorts  of  occupations. 

In  1979,  at  the  dawn  of  implementation  of  airline  deregulation, 
TWU's  three  largest  representations  in  the  industry  were  on  Amer- 
ican, Pan  Am,  and  Eastern.  Our  groups  on  these  carriers  were  ap- 
proximately equal  in  size.  After  fifteen  years  of  deregulation,  Pan 
Am  and  Eastern  are  of  course  liquidated.  Most  of  the  former  em- 
ployees of  these  carriers  have  not  found  work  in  the  industry  and  a 
substantial  portion  have  either  lost  or  exhausted  crucial  benefits 
such  as  retiree  health  coverage. 

By  contrast,  American  was  up  until  recently  viewed  as  one  of  the 
major  success  stories  of  airline  deregulation.  However,  last  year 
even  AMR  suffered  close  to  $1  billion  in  losses,  losses  which  unfor- 
tunately were  right  in  line  with  virtually  every  other  major  carrier 
in  the  industry  save  Southwest.  I  think  some  of  the  reasons  for 
that  were  probably  on  display  this  morning.  Based  on  these  devel- 
opments, according  to  the  February  22,  1993,  edition  of  Aviation 
Daily,  American  chairman  Robert  Crandall  has  served  notice  to  his 
unions  and  the  Government  that  he  is  ready  to  sell  assets  and  ulti- 
mately dispose  of  much  of  the  Nation's  largest  carrier  to  give 
shareholders  a  return  on  their  investment.  Such  a  development 
would,  from  our  perspective,  represent  a  close  to  incomprehensible 
catastrophe  for  some  35,000  TWU  represented  workers  on  Ameri- 
can and  its  affiliates. 

In  this  context  though,  the  point  is  that  after  a  decade  and  a  half, 
of  deregulation,  the  industry  is  in  danger  of  a  decline  comparable 
of  that  suffered  by  basic  steel  at  the  beginning  of  the  last  decade. 

In  reviewing  how  we  came  to  this  state  of  affairs,  TWU  can  only 
harken  back  to  how  many  times  in  the  last  four  years  officials  of 
the  DOT  and  the  FAA  told  us  that  aviation  is  a  "global  industry". 
You  were  present  at  many  hearings  in  which  you  were  told  the 
same.  Chairman  Oberstar.  The  global  nature  of  the  industry  was, 
of  course,  the  rationale  for  allowing  foreign  repairs  of  facilities  to 
perform  an  unlimited  scope  of  work  on  U.S.  fleets.  Globalization  is 
behind  the  pursuit  of  so-called  "Open  Skies"  agreements  with  Eu- 
ropean countries,  agreements  which  allow  access  into  the  vast  U.S. 
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market  while  providing  U.S.  carriers  only  limited  flying  rights  into 
the  particular  country  signatory  of  the  agreement. 

However,  we  heard  nothing  about  globalization  when  the  FAA 
failed  to  apply  expensive  U.S.  drug  and  alcohol  testing  regulations 
to  the  foreign  repair  facilities  that  over  our  strenuous  objections 
placed  in  competition  with  U.S.  stations  and  their  workers.  Simi- 
larly, globalization  of  the  industry  was  not  sufficient  reason  to 
apply  U.S.  dispatch  rules  of  the  new  de-icing  requirements  to  for- 
eign carriers  operating  into  this  country.  In  short,  from  our  per- 
spective, the  references  to  the  new  global  industry  by  the  DOT  and 
the  FAA  have  more  often  than  not  been  nothing  more  than  an 
apology  for  those  agencies'  failure  to  meet  their  statutory  obliga- 
tion under  the  Federal  Aviation  Act  to  strengthen  the  competitive 
position  of  United  States  air  carriers  and  assure  at  least  equality 
with  foreign  air  carriers. 

In  approaching  the  future  and  trying  to  learn  from  the  past,  it  is 
clear  that  neither  Congress  nor  the  DOT  can  impose  requirements 
on  U.S.  carriers  and  their  workers  without  accounting  for  whether 
foreign  competitors  will  be  subject  to  the  same  standards  and  the 
associated  expenses.  For  example,  TWU  believes  the  new  aircraft 
ground  de-icing  and  anti-icing  program  recently  implemented  by 
the  FAA  will,  in  fact,  improve  public  safety.  On  the  other  hand,  we 
do  not  accept  the  FAA's  glib  assurance  that  the  failure  to  apply 
these  new  rules  to  foreign  carriers  does  not  place  U.S.  carriers  at  a 
competitive  disadvantage  because  "the  cost  of  compliance  incurred 
by  U.S.  air  carriers  is  offset  by  an  increase  in  aviation  both  real 
and  perceived  by  the  flying  public". 

In  evaluating  this  claim,  we  can  only  recall  that  Eastern  Airlines 
load  factor  was  never  higher  than  when  certain  of  their  managers 
were  under  criminal  investigation  for  fraudulent  maintenance 
practices.  And  consistent  with  this,  we  are  very  dubious  about  how 
many  passengers  chose  American  or  United  over  British  Airways 
for  flights  into  Europe  because  of  the  greater  assurance  of  safety 
purportedly  brought  about  by  U.S.  drug  and  alcohol  testing  poli- 
cies. In  other  words,  both  Congress  and  the  regulatory  agencies 
must  do  far  more  to  make  sure  that  there  is  a  level  playing  field 
with  respect  to  foreign  competitors  and  cannot  assume  that  there 
will  not  be  adverse  economic  consequences  if  they  fail  to  apply  con- 
sistent regulatory  policy. 

Further,  we  agree  with  the  Airline  Pilots  Association  testiniony 
delivered  last  week  that  in  light  of  the  gravely  weakened  condition 
of  U.S.  domestic  carriers,  Congress  should  establish  criteria  for  for- 
eign investment  in  U.S.  carriers.  Such  factors  must  obviously  in- 
clude the  overall  impact  of  any  such  investment  on  the  competitive 
position  of  the  U.S.  industry.  We  must  also  examine  whether  such 
a  transaction  ultimately  results  in  affording  flying  opportunities  in 
the  U.S.  for  a  foreign  carrier  without  supplying  equivalent  opportu- 
nities for  U.S.  carriers. 

However,  the  TWU  will  under  no  circumstances  support  control 
of  a  U.S.  carrier  by  a  foreign  airline.  I  would  note  that  that  is  in 
line  with  the  testimony  given  earlier  by  Mr.  Driscoll,  a  man  with 
charm  and  polish  and  whose  position  I  agreed  with  but  who  I  don't 
regard  as  consistent  with  his  position  taken  on  foreign  repair  facili- 
ties three  years  ago  before  your  committee. 
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Finally,  given  the  precarious  condition  of  the  industry,  we  simply 
don't  need  to  give  people  with  established  records  of  bankrupting 
carriers  yet  more  chances  to  make  the  same  contribution  to  the  in- 
dustry and  its  workers.  Accordingly,  we  strongly  support  legislative 
efforts  to  prohibit  individuals  who  have  taken  more  than  one  carri- 
er into  bankruptcy  from  obtaining  another  operating  certificate. 

This  completes  our  testimony.  We  are  always  eager  to  answer 
questions. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Luby,  for  a  very  suc- 
cinct overview  of  the  industry  and  the  issues  and  the  concerns  that 
TWU  has  on  these  matters.  I  indeed  do  hear  regularly  from  Sid 
Reinhardt  and  the  group  of  dispatchers  up  there  in  the  Twin 
Cities. 

Mr.  Luby.  Sid's  not  shy. 

Mr.  Oberstar.  No,  that's  for  sure. 

How  many  jobs  did  your  members  lose  when  Pan  Am  and  East- 
ern folded? 

Mr.  Luby.  In  the  aggregate,  about  11,000  jobs. 

Mr.  Oberstar.  So  11,000  jobs. 

Mr.  Luby.  And  I  think  that  is  a  low  estimate  because  I  am  not 
including  people  who  were  on  leave  or  on  furlough  at  the  time. 

Mr.  Oberstar.  And  that's  the  gross.  Is  there  a  net  figure?  That 
is,  do  you  have  any  idea  of  how  many  were  able  to  find  employ- 
ment at  other  carriers? 

Mr.  Luby.  I  only  have  anecdotal  evidence,  but  my  guess  is  less 
than  one-third  were  able  to  find  employment  within  the  industry.  I 
also  think  that  that  is  a  high  estimate. 

Mr.  Oberstar.  There  is  a  common  assumption  that  if  a  carrier 
folds  it  really  doesn't  make  any  difference  because  others  ^yill  move 
into  the  breech  and  pick  up  the  service  and  pick  up  the  jobs,  and 
the  pilots  and  the  mechanics  and  the  flight  attendants  and  ground 
handlers  and  all  will  find  employment  with  somebody  else  because 
business  doesn't  like  a  void  and  someone  will  move  in  to  pick  it  up. 
What  you  are  saying  is  that  when  you  lose  the  jobs,  at  least  two- 
thirds  of  them  you  lose  permanently. 

Mr.  Luby.  Yes.  Let  me  add  something  to  that  too.  Obviously,  for 
example,  on  American  we  do  have  ex-Eastern  and  ex-Pan  Am 
people.  We  have  tried  to  encourage  the  company  to  hire  them.  But 
companies  generally  who  invest  training  into  mechanics  and 
skilled  personnel  prefer  to  hire  younger  people  in  order  to  make 
those  investments.  So  it  is  harder  for  an  older  person  to  get  that 
kind  of  job.  That  is  not  to  say  there  is  discrimination.  But  on  the 
other  hand,  that  is  simply  a  fact  of  life.  More  than  this  though,  if 
you  have  someone  around  50  years  old  who  is  being  hired,  the  cost 
of  assuring  retiree  health  care  and  other  sorts  of  benefits  like  that 
become  far  greater  and  those  are  continuing  problems. 

Mr.  Oberstar.  We  have  heard  a  great  deal  about  the  conse- 
quences for  the  carriers,  their  P&L  statements,  we  haven't  heard 
enough  about  the  human  impact  on  the  people  who  work  for  the 
carriers  that  go  into  bankruptcy  and  go  out  of  operation  altogether. 
Those  are  very  tragic  losses.  People  don't  get  those  jobs  back  read- 
ily with  other  operators  nor  do  they  find  work  at  comparable  pay 
in  other  sectors  of  the  domestic  economy.  I  have  only  to  look  at  my 
own  experience  in  northern  Minnesota  in  my  congressional  district 
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when,  in  1981-1982  the  steel  industry  went  into  a  dive,  we  went 
from  16,000  jobs  in  the  taconite  industry  to  1,500  jobs  in  less  than 
two  years.  We're  back  now  at  6,000  jobs.  Meanwhile,  in  the  next  six 
years,  seven  years,  we  had  the  most  massive  outmigration  in  this 
century.  We  had  28,000  people  that  just  simply  left  northeastern 
Minnesota  to  find  homes  and  jobs  someplace  else  at  lower  pay, 
lesser  skill,  and  unhappy  conditions  with  their  quality  of  life  in  not 
being  able  to  live  in  God's  country  in  northern  Minnesota. 

Mr.  LuBY.  Actually,  I  happen  to  agree  with  you  about  northern 
Minnesota,  having  been  there  in  the  summer  anyway.  [Laughter.] 

But  it  goes  beyond  that  though  because,  for  example.  Eastern 
flight  attendants,  once  the  liquidation  was  over  and  all  the  lawyers 
were  paid  and  all  the  professionals  were  paid,  had  enough  money 
for  a  year's  worth  of  retiree  health  coverage.  For  someone  nearing 
retirement,  the  difficulties  of  obtaining  health  insurance  are  very 
daunting,  indeed. 

Mr.  Oberstar.  Mr.  Horn. 

Mr.  Horn.  How  did  you  feel  about  the  USAir-British  proposed 
agreement?  Was  there  any  feeling  that  the  union  had  on  that  one 
way  or  the  other? 

Mr.  LuBY.  We,  in  point  of  fact,  opposed  the  last  one  because  we 
believed  it  would  have  the  impact  of  having  a  foreign  carrier  con- 
trol a  U.S.  carrier.  Our  basic  concern  at  that  time,  and  we  have 
people  on  USAir  and  we  explained  it  to  them,  was  that  our  experi- 
ence based  on  the  Continental-Eastern  fiasco  was  that  the  jobs  and 
work  opportunities  tend  to  move  to  the  controlling  carrier.  We  felt 
under  those  circumstances  that  over  time  the  jobs  would  start 
moving  overseas,  at  least  that  was  our  fear. 

Mr.  Horn.  Because  you  look  at  the  automobile  industry  and  we 
seem  to  have  had  some  apparent  success  stories  where  foreign  in- 
vestment of  foreign  automobile  manufacturers  have  built  plants  in 
the  United  States  employing  American  workers.  It  appears  to  be  a 
successful  endeavor. 

I  just  wondered  if  there  is  any  analogy  to  be  made  to  the  future 
of  the  airline  industry  in  this  country.  I  realize  the  routes  are  a 
real  problem.  That  certainly  if  they  had  majority  domination  of 
them  they  could  do  exactly  as  you  say.  But  do  you  see  any  possibili- 
ties there  for  collaboration? 

Mr.  LuBY.  We  have  never,  at  least  to  my  knowledge,  taken  a  po- 
sition against  foreign  investment.  But  when  you  have  a  foreign  car- 
rier in  competition  with  a  number  of  U.S.  carriers,  essentially 
having  a  U.S.  subsidiary,  we  think  that  poses  severe  competitive 
problems  for  other  carriers  but  also  may  well  impose  severe  long- 
term  problems  for  the  employees  of  the  U.S.  subsidiary.  That  was 
our  concern.  We  have  never  taken  a  position  saying  that  no  foreign 
company  should  invest  in  the  United  States. 

Mr.  Horn.  Thank  you. 

Mr.  Oberstar.  What  was  the  experience  of  your  members  when 
Pan  Am  sold  its  international  routes,  both  the  Pacific  and  the 
Heathrow  rights,  to  other  carriers? 

Mr.  LuBY.  Two  things,  and  I  am  glad  you  brought  that  up  be- 
cause Pan  Am  was  the  first  carrier  ever  organized  by  TWU  and,  in 
fact,  John  Kerrigan  was  a  Pan  Am  mechanic  so  it  was  a  very  pain- 
ful experience  for  him. 
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There  is  no  law,  as  you  are  well  aware,  requiring  that  people  be 
taken  with  the  assets.  So  in  the  United  experience,  we  had  almost 
no  Pan  Am  mechanics  or  fleet  employees  that  were  taken  as  part 
of  that  transaction,  and  I  believe  very  few  are  on  board  with 
United  right  now.  We  had  somewhat  more  taken  on  by  Delta,  al- 
though not  nearly  the  extent  to  which  we  believe  they  could  have 
or  should  have.  But  taken  as  an  aggregate  for  both  of  those  carri- 
ers for  all  of  the  transactions  of  that  sale  of  Pan  Am  assets,  no 
where  in  fact  close  to  a  majority  of  Pan  Am  employees  were  em- 
ployed by  either  Delta  or  United  or  any  of  the  carriers  which  pur- 
chased Pan  Am  assets.  This  is  why  we  favor  having  some  kind  of 
requirement  that  these  people  get  preferential  hiring  rights  and  go 
along  with  the  assets. 

The  second  point  I  would  make  though  relates  to  my  continuing 
concern  about  U.S.  maintenance.  We  were  involved  very  deeply  in 
attempting  to  take  the  Kennedy  Airport  facility,  which  is  one  of 
the  most  sophisticated  and  largest  maintenance  bases  in  the 
United  States,  at  least  at  the  time  Pan  Am  went  out  of  business, 
and  set  up  a  fixed  maintenance  base.  We  simply  couldn't  turn  the 
trick  on  that.  We  did  not  get  the  investment  and  enough  interest.  I 
firmly  believe  that  one  of  the  reasons  was  the  availability  of  for- 
eign repair  facilities. 

Mr.  Oberstar.  I'll  come  to  that  in  a  moment.  Your  members  get 
it  both  ways.  If  the  carrier  goes  bankrupt,  any  of  its  assets  that  are 
acquired  by  another  carrier  do  not  carry  benefits  for  employees. 
And  then  second,  if  there  is  an  international  route  sale — in  other 
words,  a  free  market  transaction  on  one  hand,  or  a  free  market 
failure  on  the  other,  your  members  don't  benefit. 

Mr.  LuBY.  That  is  exactly  the  state  of  affairs  as  I  understand  it. 

Mr.  Oberstar.  Whereas  in  the  U.K.,  British  nationals  who  were 
employees  of  Pan  Am  were  kept  on  by  United  because  British  law 
required  their  service  to  continue. 

Mr.  LuBY.  That  is  right.  In  fact,  let  me  follow  up  on  that  with 
another  example  from  a  different  carrier  because  the  point  you  are 
making  is  valid  and  something  very  close  to  our  heart.  We  repre- 
sent dispatchers  on  Trans  World  Airlines,  and  TWA  had  the  choice 
of  contracting  its  French  dispatch  office  or  its  U.S.  dispatch  office. 
We  lost  more  jobs  in  the  U.S.  dispatch  office  because  of  the  sever- 
ance requirements  and  other  employee  protections  the  French  gov- 
ernment requires  when  you  lay  off  French  workers  and  so  that  ex- 
posed our  people  because  there  were  no  comparable  requirements 
in  the  United  States. 

Mr.  Geren. 

Mr.  Geren.  I  have  no  questions. 

Mr.  Oberstar.  You  have  mentioned  the  experience  in  New  York 
at  Kennedy  about  the  repair  station.  What  has  been  your  experi- 
ence with  foreign  repair  stations  and  their  competitive  impact  on 
domestic  major  maintenance  facilities? 

Mr.  LuBY.  At  this  point,  I  have  not  been  able,  despite  trying,  to 
quantify  an  exact  job  loss.  Where  I  do  feel  it  has  hurt  is  in  the  ca- 
pacity, as  with  the  Kennedy  Airport  incident,  to  secure  investment 
in  U.S.  maintenance  facilities.  I  feel  that  we're  going  to  have  a 
long-term  problem  because  one  way  of  escaping  U.S.  maintenance 
oversight  and  U.S.  drug  and  alcohol  testing  is  to  go  to  a  foreign 
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repair  station.  So  there  is  a  continuing  economic  incentive  to  do  so. 
You  now  have  several  governments,  including,  as  I  understand  it, 
the  government  of  Mexico,  contemplating  setting  up  such  stations. 
I  don't  know  how  far  along  that  station  is. 

So  over  the  long-term,  particularly  when  you  are  dealing  with  a 
contracting  industry,  it  is  going  to  cut  down  on  opportunities.  Now 
the  other  problem  with  that  is  that  as  this  industry  contracts, 
while  I  have  no  special  insight  into  this,  my  guess  is  that  a  compa- 
ny like  Northwest  or  a  company  like  American  is  going  to  want 
more  contract  maintenance  and  it  is  going  to  be  competing  against 
foreign  facilities  with  far  less  regulatory  costs  than  they  have  to 
bear.  That  is,  I  believe,  a  very  significant  problem. 

And  even  aside  from  the  rule,  which  I  always  disagreed  with  and 
which  I  know  you  always  disagreed  with,  even  under  the  rule  itself 
foreign  repair  facilities  were  supposed  to  be  certificated  based  on 
need,  that  you  were  supposed  to  have  a  real  need  to  do  it.  I  think 
they  are  really  being  certificated  now  based  on  want,  and  that  is  a 
much  different  situation  and  a  much  more  dangerous  situation 
from  our  perspective. 

Mr.  Oberstar.  I  want  to  assure  you  that  the  committee  is  con- 
tinuing to  monitor  the  certification  of  foreign  repair  stations.  The 
FAA  and  DOT  are  both  under  considerable  pressure  by  foreign  gov- 
ernments to  approve  more  of  those  stations  through  the  certifica- 
tion process  and  we  I  think  have  bee^n  successful  in  spoiling  that. 
Mr.  LuBY.  Let  me  add  that  I  honestly  don't  know  where  we 
would  be  without  that  pressure.  I  think  we  would  be  in  a  very,  very 
difficult  situation.  In  fact,  your  success  in  controlling  that  really  is, 
in  my  view,  the  main  reason  why  we  have  not  had  major  job  loss, 
and  it  is  something  that  we're  very  grateful  for. 

Mr.  Oberstar.  Those  are  maybe  the  last  frontier  of  the  good  jobs 
in  America  and  we  want  to  keep  them  here. 

Mr.  LuBY.  I  go  up  to  Minneapolis  all  the  time  these  days,  unfor- 
tunately because  of  all  of  the  turmoil  that  is  going  on  up  there,  but 
I  cannot  imagine  what  would  happen  to  the  economy  of  that  area 
of  the  State  or  the  State  as  a  whole  if  those  bays  are  not  filled  with 
aircraft  and  people  working  on  those  aircraft. 
Mr.  Oberstar.  It  is  the  largest  payroll  in  the  State  of  Minnesota. 
Thank  you  very  much.  Art.  We  really  appreciate  your  participa- 
tion today  and  your  testimony. 

Mr.  LuBY.  Thank  you  very  much,  Chairman  Oberstar. 
Mr.  Oberstar.  We  do  have  a  recorded  vote  in  progress  on  the 
House  floor  but  I  would  like  to  call  our  next  panel,  Mr.  David 
Stempler,  counsel  for  International  Airline  Passenger  Association, 
Mr.  Darryl  Jenkins,  president.  Aviation  Forecasting  and  Econom- 
ics, and  ask  you  to  proceed  with  your  statement  and  understand 
that  in  about  five  minutes  the  bells  will  ring  again  and  in  about 
seven  minutes  we  will  have  to  leave  for  that  vote.  Actually,  this 
will  be  two  votes.  There  will  be  a  fifteen  minute  vote  followed  by  a 
five  minute  recorded  vote,  following  which  I  hope  we  can  work  un- 
interruptedly. 
Mr.  Stempler. 
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TESTIMONY  OF  DAVID  S.  STEMPLER,  COUNSEL,  INTERNATIONAL 
AIRLINE  PASSENGERS  ASSOCIATION;  AND  DARRYL  JENKINS, 
PRESIDENT,  AVIATION  FORECASTING  &  ECONOMICS 

Mr.  Stempler.  Mr.  Chairman  and  members  of  the  committee,  my 
name  is  David  Stempler.  I  am  the  Washington  representative  for 
the  International  Airline  Passengers  Association,  lAPA.  We  would 
like  to  commend  the  Chairman  for  calling  these  hearings  and 
thank  you  for  asking  for  the  views  of  our  over  400,000  airline  pas- 
senger members  worldwide. 

Mr.  Chairman,  I  represent  the  customers  of  this  industry  who 
have  and  will  continue  to  be  paying  for  all  of  the  mistakes  of  the 
participants  in  this  industry.  It  is  about  time  that  everyone  in  this 
industry  owns  up  to  their  own  mistakes,  that  we  can  understand 
them  and  try  not  to  make  them  again.  I  think  the  only  way  we  are 
going  to  save  this  industry  is  for  the  participants  to  save  it  them- 
selves. 

There  is  no  legislation,  there  are  no  regulations  that  can  be  en- 
acted by  this  Government  which  will  cure  what  we  think  has  been 
the  biggest  cause  of  the  airline  industry's  problems,  and  that  is  a 
rash  of  bad  decisions.  We  have  had  bad  decisions  by  airline  man- 
agements, by  airline  creditors  and  suppliers,  by  airline  unions,  and 
bad  policies  of  the  prior  administrations. 

I  want  to  be  brief,  Mr.  Chairman,  because  of  the  vote,  but  just  to 
summarize.  We  think  there  were  bad  decisions  by  the  airline  man- 
agements of  the  major  airlines  in  matching  some  of  these  low  air 
fares  when  the  fares  were  below  their  costs.  Basically,  we  think,  to 
sum  it  up,  they  were  trying  to  discount  the  weak  carriers  out  of 
business.  They  failed.  The  weak  carriers  are  still  here  and  now 
they  are  weak  themselves. 

We  think  there  were  a  lot  of  bad  decisions  by  airline  suppliers 
and  creditors  in  the  Chapter  XI  proceedings  in  authorizing  very 
long  term  losing  airline  operations.  These  suppliers  and  creditors 
allowed  these  Chapter  XI  airlines  to  operate  too  long,  thereby 
weakening  the  healthy  carriers.  Now  the  suppliers  are  suffering  fi- 
nancially themselves.  We  see  lay-offs  at  Boeing,  Pratt  &  Whitney, 
at  leasing  companies,  and  on  and  on. 

There  were  very  bad  decisions  by  the  airline  managements  in  ac- 
quiring too  many  airplanes,  building  too  many  hubs,  and  failing  to 
cut  back  early  enough  when  the  trsiffic  dropped  off  as  a  result  of 
the  Persian  Gulf  War  and  the  recession.  They  kept  thinking  that  if 
they  build  all  of  this  capacity  that  the  passengers  would  just  keep 
coming.  But  they  didn't  come  and  those  that  did  weren't  paying 
quite  enough  for  it. 

We  have  had  bad  decisions  by  airline  unions  in  not  giving  wage 
and  work  rule  concessions  early  enough  when  these  airlines  got 
into  distress. 

And  we  have  had  very  bad  policies  for  twelve  years  in  the  former 
Reagan  and  Bush  administrations  in  not  requiring  continued  finan- 
cial and  operational  fitness  reviews  of  financially  weak  airlines,  in 
not  protecting  U.S.  airlines  international  route  negotiations,  and  in 
not  enforcing  the  antitrust  laws.  But  the  best  we  can  say  is  the 
1980s  are  over. 
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Just  to  summarize  a  few  other  points.  On  this  foreign  investment 
issue,  we  don't  have  any  problem  with  increased  foreign  invest- 
ment in  U.S.  airlines  as  long  as  the  U.S.  airlines  have  the  same 
rights  of  investment  in  foreign  carriers.  The  basic  premise  is  we  be- 
lieve in  reciprocity,  equality,  and  a  level  playing  field. 

But  on  the  countervailing  issue  of  lack  of  access  for  U.S.  air  car- 
riers in  countries  which  are  allowed  to  invest  in  U.S.  airlines,  our 
position  is  pretty  simple.  You  can  invest  all  you  want  in  the  U.S. 
airlines  but  the  U.S.  should  deny  the  right  to  enter  into  marketing 
agreements,  code-sharing  agreements,  and  other  service  agree- 
ments which  gives  these  foreign  carriers  full  access  to  U.S.  airline 
traffic. 

We  strongly  oppose,  just  summarizing  quickly,  any  reregulation 
of  the  airline  business.  In  a  deregulated  environment  it  is  the  air- 
line passenger  that  decides  what  will  work  and  what  won't  work 
and  we  think  that  is  better  than  having  commissioners  and  their 
staffs  deciding,  and  so  on  and  so  forth. 

Just  a  couple  of  comments  on  the  earlier  testimony  today.  We 
have  heard  various  airline  executives  complain  about  regulations 
in  general.  I  don't  think  it  is  very  helpful  to  be  general,  just  state 
which  ones  you  are  opposed  to  and  why.  They  kept  bringing  up  the 
drug  testing  issues,  and  we  certainly  know  that  is  a  societal  prob- 
lem. I  think  we  can  side  with  others  who  say  there  may  be  a  low 
rate  of  positive  tests  in  these  drug  tests  because  the  people  know 
they  are  being  tested.  But  I  don't  think  this  is  the  forum  to  com- 
plain about  those  regulations.  We  have  been  very  active  in  long- 
standing procedures  with  the  Federal  Aviation  Administration  and 
now  these  ARAC  committees  and  so  on  and  so  forth. 

To  put  this  U.S.  airline  situation  just  in  a  little  perspective.  We 
have  to  be  aware  that  there  is  a  worldwide  recession  going  on.  Mr. 
Chairman,  we  know  you  are  very  interested  in  the  European  situa- 
tion. Our  European  office  is  very  active  in  dealing  with  these  very 
same  issues  today  in  the  EC.  They  are  having  conversations  about 
how  they  are  going  to  deal  with  their  air  carriers  that  are  strug- 
gling. I  heard  someone  talk  earlier  today  about  whether  it  would 
be  positive  to  have  a  bilateral  with  the  whole  EC.  I  called  our  Euro- 
pean office  about  that  and  they  say,  from  the  best  of  what  they 
have  heard,  there  is  no  likelihood  that  that  is  really  going  to 
happen  in  the  very  near  future. 

Some  have  raised  the  issue  of  the  new  tax  laws,  some  complained 
about  the  energy  tax.  I  think  the  first  thing  that  should  be  said  is 
that  the  airlines  don't  pay  any  taxes,  we  pay  the  taxes.  They  just 
pass  these  taxes  through  to  us  in  terms  of  increased  costs.  And  if 
they  are  not  passing  them  through  then  they  are  making  a  big  mis- 
take. But  if  anyone  here  is  going  to  oppose  a  tax,  I  think  they 
ought  to  come  up  with  an  alternative  tax  to  make  up  for  the  lost 
revenue.  If  they  are  going  to  oppose  a  spending  cut,  well  let  them 
come  up  with  an  alternative  spending  cut. 

But  finally,  I  can't  let  the  opportunity  pass  not  to  comment  on 
Northwest  Airlines'  euphemistically  called  tax  proposal  which  Mr. 
Dasburg  presented  this  morning.  I  want  to  read  it  here  just  to 
make  sure  I  didn't  mistake  it.  He  said  "Our  proposal  is  that  the 
airlines  be  permitted  to  offset  their  obligation  to  pay  the  10  percent 
ticket  tax  with  net  operating  losses."  For  starters,  they  don't  pay 
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any  ticket  taxes  they  just  collect  them,  and  they  collect  them  from 
us.  But  as  best  as  I  understand  it,  they  want  to  have  the  Trust 
Fund  pay  for  Northwest  Airlines'  losses  and  the  other  airlines' 
losses.  I  have  heard  of  innovative  suggestions  for  use  of  trust  fund 
money  but  this  is  sort  of  a  new  one.  This  is  like  breaking  into  the 
children's  trust  funds  to  pay  for  the  parents'  gambling  losses  and 
say,  well,  if  the  parents  straighten  themselves  out  later,  maybe 
they'll  pay  it  back. 

Northwest  itself  caused  the  losses  that  they  are  now  suffering 
under.  They  have  had  a  multibillion  dollar  leveraged  buy-out,  they 
had  $38  million  of  fees  going  to  Al  Checci  and  Gary  Wilson,  and 
now  they  want  to  tap  the  passenger  trust  fund  to  pay  for  those 
losses.  I  don't  think  so.  We  should  reward  success  and  not  failure 
and  certainly  not  losses. 

Mr.  Chairman,  that  concludes  our  remarks.  I  would  be  happy  to 
answer  any  question  after  the  break. 

Mr.  Oberstar.  At  that  point,  we  will  have  to  break  for  this  vote. 
We  will  return  as  quickly  as  possible. 

[Recess.] 

Mr.  Oberstar.  The  subcommittee  will  be  in  order. 

Mr.  Jenkins,  please  proceed. 

Mr.  Jenkins.  Mr.  Chairman  and  members  of  the  committee,  I  am 
honored  to  have  been  invited  to  testify  in  these  important  hear- 
ings. Those  who  have  testified  before  me  have  argued  that  there  is 
great  urgency  in  your  mission.  I  agree  but  I  am  not  here  merely  to 
repeat  previous  testimony.  Rather,  I  regret  to  report  that  the  situa- 
tion in  the  airline  industry  may  be  even  more  grim  than  many  of 
your  witnesses  have  indicated. 

My  testimony  today  is  based  on  two  years  of  what  we  believe  to 
be  the  most  exhaustive  and  comprehensive  research  ever  done  in 
the  field  of  airline  finance.  We  are  about  to  release  our  full  report 
with  the  underlying  data.  Most  important  for  this  hearing,  howev- 
er, our  study  was  undertaken  at  our  own  financial  risk.  Our  work 
is  supported  entirely  by  the  sale  of  our  reports.  Therefore,  my  col- 
league Doug  Frechtling  and  I  have  the  singular  luxury  of  being 
able  to  lay  out  the  facts  precisely  as  we  see  them  without  having  to 
answer  to  any  corporate  interests. 

I  will  tell  you  quite  frankly  that  we  have  completely  changed  our 
views  since  beginning  this  research.  We  have  come  to  the  firm  con- 
clusion that  in  many  ways  the  airline  industry  is  unique,  particu- 
larly in  its  pricing  and  marketing  structure.  As  a  result,  in  a  crisis 
it  behaves  much  differently  than  other  industries. 

The  best  way  to  describe  the  industry  today  is  that  it  has  a  virus, 
a  deadly  virus,  from  which  no  carrier  is  immune.  If  we  do  not  cure 
this  virus,  it  will  most  certainly  spread  further  than  it  already  has. 
Within  a  few  as  three  years  there  may  possibly  be  no  health  do- 
mestic airlines.  Left  unchecked,  it  will  spread  to  the  aerospace 
manufacturing  sector  as  well.  No  one  will  be  able  to  escape  the 
virus  unless  the  Government  takes  action  now.  And  it  must,  be- 
cause we  feel  the  Government  is  very  much  part  of  the  problem. 

Our  approach  is  different  from  others  who  have  studied  this  in- 
dustry because  we  do  not  rely  on  the  very  inadequate  U.S.  DOT 
Form  41  data.  Instead,  we  use  the  far  more  detailed  Securities  and 
Exchange  Form  lOK  and  annual  report  filings.  These  were  very  im- 
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portant  because  they  contain  all  the  off-  balance  sheet  information 
that  is  lacking  on  the  DOT  forms.  The  result  of  our  research  is  a 
financial  evaluation,  including  off-balance  sheet  obligations  and 
other  pertinent  data  as  integral  parts  of  the  review  process  that 
has  often  been  ignored  in  previous  studies  of  this  kind. 

This  study  is  designed  to  address  three  specific  areas  that  go  to 
the  heart  of  the  economic  and  financial  problems  plaguing  the  U.S. 
scheduled  airline  industry:  (1)  what  is  the  primary  cause  of  airline 
bankruptcies;  (2)  How  do  these  bankruptcies  affect  solvent  carriers; 
and  (3)  what  can  be  done  to  eliminate  these  effects? 

This  testimony  is,  in  effect,  an  advance  summary  of  our  final 
report  which  we  are  issuing  in  response  to  the  heightened  interest 
now  demonstrated  by  the  U.S.  Congress  and  the  Clinton  adminis- 
tration in  this  subject.  We  believe  it  is  necessary  to  summarize  our 
forthcoming  study  now  so  that  it  may  help  shed  new  light  on  the 
causes  and  cures  of  this  industry  crisis. 

In  our  previous  report,  "A  Failed  Partnership:  Factors  Contribut- 
ing to  Failures  in  the  U.S.  Airline  Industry",  we  concluded  that 
airlines  failed  for  the  fundamental  reason  that  they  made  ill-con- 
ceived management  decisions.  Some  carriers  engaged  in  unwise 
and  under-financed  expansions  which  led  to  immense  operating 
losses.  Other  carriers  and  their  employees  became  victims  of  lever- 
aged buy-outs  and  then  suffered  from  enormous  debt  burdens  that 
sharply  limited  their  ability  to  operate  successfully.  In  "Failed 
Partnership"  we  suggested  a  need  for  further  study  of  this  issue. 

Aviation  Forecasting  &  Economics,  Inc.,  has  developed  three  pro- 
prietary economics  that  are  used  in  this  study.  One  is  our  model  of 
the  domestic  U.S.  economy  containing  over  200  simultaneous  equa- 
tions. The  second  model  is  a  microeconomic  model  of  the  U.S.  air- 
line industry.  We  believe  this  is  the  first  of  its  kind.  It  has  the  abil- 
ity to  simulate  over  800  financial  data  points  per  domestic  airline 
extracted  from  SEC  Form  lOK  data  and  this  is  linked  to  our  first 
model.  The  third  model,  which  is  arguably  the  most  effective  tool 
ever  for  forecasting  insolvency  in  the  airline  industry,  was  built  ex- 
pressly for  "A  Failed  Partnership". 

Through  our  investigation  of  this  subject,  we  now  conclude  that 
bankruptcy  laws  play  a  dominant  role  in  the  decline  of  this  once 
sound  and  vibrant  industry.  We  also  suggested  in  "Failed  Partner- 
ship" that  the  insolvent  carriers  were  forcing  the  pricing  structure 
of  the  industry  below  fully  allocated  operating  costs,  therefore  im- 
peding the  profitable  operation  of  the  entire  industry.  In  our  cur- 
rent study,  we  explore  the  relationship  of  bankruptcy  and  airline 
competition  in  much  greater  depth. 

I  would  like  to  address  three  primary  areas  here.  The  first  one  is, 
what  are  the  primary  causes  of  bankruptcy  in  the  airline  industry? 
The  events  that  started  the  large  number  of  bankruptcies  were  all 
caused  by  actions  that  were  within  control  of  the  various  airlines 
management.  The  biggest  problem  in  the  industry  right  now  is  that 
nobody  is  willing  to  take  responsibility  for  their  own  past  financial 
sins.  The  bankrupt  carriers  are  blaming  their  woes  on  everybody 
except  their  own  shoulders  where  the  blame  squarely  resides. 

At  this  point,  it  is  important  for  us  to  be  clear  on  the  sequence  of 
events  that  created  this  virus  in  the  airline  industry.  First,  this 
virus  came  into  being  during  the  1980s  with  the  advent  of  multiple 
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airline  mergers  and  leveraged  buyout  activity  which  created  exces- 
sive debt  that  a  cyclical  industry  cannot  handle  during  bad  eco- 
nomic times.  In  addition,  other  carriers  overexpanded  their  route 
systems.  Both  of  these  factors  led  to  bankruptcies  which  created 
the  virus. 

The  failure  of  the  regulatory  agencies  responsible  for  insuring 
continuing  fitness  under  section  401(r)  of  the  Federal  Aviation  Act 
allowed  this  activity  to  progress.  This  allowed  the  virus  to  spread 
because  there  were  no  continuing  standards  of  financial  fitness. 

Air  carrier  managements  are  equally  responsible  for  the  same 
above  fitness  and  financial  responsibilities  and  should  have  deter- 
mined beforehand,  before  undertaking  their  irresponsible  activities 
what  a  recession  would  do  to  them. 

The  second  point  I  would  like  to  address  is,  how  do  these  bank- 
rupt carriers  affect  solvent  carriers?  The  bankruptcy  virus  is  trans- 
mitted largely  through  the  bankrupt  carriers'  pricing  actions.  The 
nature  of  the  airline  product  often  leads  bankrupt  airlines  to  offer 
prices  that  are  well  below  levels  needed  to  ensure  profitable  oper- 
ations. It  has  often  been  observed  that  an  airline  seat  is  a  perish- 
able commodity.  It  cannot  be  inventoried  like  a  manufactured 
product  and  sold  at  a  later  time  when  market  conditions  are  more 
favorable.  This  fact  encourages  carriers  to  price  their  seats  just 
high  enough  to  generate  cash  and  make  some  contribution  to  fixed 
costs.  So  long  as  these  fares  provide  some  excess  over  short  run 
marginal  costs,  they  make  more  contribution  to  an  airline's  fixed 
cost  than  an  empty  seat  will. 

The  flaw  inherent  in  this  pricing  strategy  is  found  in  the  airline 
industry's  overall  cost  structure.  Marginal  cost,  consisting  of  com- 
missions, food  costs,  and  limited  amount  of  added  flying  expense,  is 
a  significant  factor  in  the  bankrupt  carrier's  pricing  decision  but 
represents  only  20  percent  of  fully  allocated  operating  costs.  Bank- 
rupt carriers,  therefore,  end  up  offering  fares  that  will  never  allow 
them  to  return  to  fully-funded,  profitable  operations.  Heathy  carri- 
ers, however,  are  forced  to  match  the  bankrupt  carrier's  fare  or 
suffer  empty  seats  producing  no  revenue.  This  is  totally  and  lose- 
lose  situation  here.  Thus,  the  bankruptcy  carrier  virus  is  transmit- 
ted to  the  healthy  carriers  in  the  form  of  matching  below-cost 
fares.  This  intense  competition  results  in  all  carriers  losing  money 
as  the  industry  spirals  down  into  a  financial  abyss. 

It  is  no  accident  that  the  existence  of  so  many  bankrupt  carriers 
has  coincided  with  industry  losses  exceeding  $10  billion  in  the 
years  1990  through  the  end  of  1992.  Our  economic  analysis  indi- 
cates that  in  addition  to  their  own  losses,  the  bankrupt  carriers 
have  directly  cost  the  rest  of  the  U.S.  scheduled  airline  industry  at 
least  $3  billion  over  the  last  three  years.  External  events  such  as 
the  1991  Gulf  War  did  disrupt  demand  for  air  travel  but  affected 
all  carriers  roughly  the  same.  With  rational  competition,  all  carri- 
ers would  have  adjusted  fares  to  minimize  the  adverse  effects  of 
these  special  circumstances.  However,  intense  competition  led  by 
bankrupt  carriers  driven  purely  by  the  need  to  generate  cash  and 
the  inability  of  any  carrier  to  maintain  fares  at  fully  allocated  cost 
levels  made  this  impossible. 

The  third  point  that  we  would  like  to  address  is,  what  can  be 
done  to  eliminate  the  bankruptcy  virus  effects?  The  impact  of  air- 
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line  bankruptcies  has  been  so  devastating  to  the  airline  industry 
that  the  Government  must  provide  both  a  long-term  solution  to  the 
underlying  problem  and  short-term  relief  for  the  health  of  the  in- 
dustry. We  propose  the  following  options  for  discussion:  (1)  reform 
of  the  current  bankruptcy  laws;  (2)  continuing  financial  fitness 
standards  that  are  enforced;  (3)  short  term  tax  relief;  and  (4)  long 
term  regulatory  cost  relief. 

My  written  statement  and  our  book,  which  is  coming  out  at  the 
end  of  March  in  excess  of  300  pages,  goes  into  more  detail  on  each 
of  these  items  so  I  will  not  burden  the  committee  with  repeating 
them  in  this  testimony. 

The  questions  we  raise  in  this  testimony  are  fundamental  to  the 
future  of  the  whole  airline  industry.  If  nothing  is  done  to  alleviate 
the  damage  caused  by  the  bankruptcy  virus,  the  result  will  be 
more  airline  bankruptcies  and  the  destruction  of  a  vital  and  abso- 
lutely necessary  American  industry.  Our  forthcoming  study  will 
show  that  within  as  few  as  three  years  there  will  possibly  be  no 
healthy  domestic  carriers  without  some  significant  Government 
action  now.  Other  industries  will  also  be  affected.  Manufacturers 
will  produce  fewer  aircraft  because  domestic  airlines  can't  afford  to 
buy  them.  The  travel  and  tourism  industry  will  suffer  as  the  air- 
line industry  fails  to  deliver  the  tourist  volumes  on  which  they 
rely.  In  addition,  the  vital  position  of  U.S.  flag  carriers  in  the 
global  airline  marketplace  will  be  devastatingly  weakened.  The 
Clinton  administration,  the  Congress,  and  all  other  Government 
agencies  with  jurisdiction  over  the  economic,  legal,  and  trade  areas 
affecting  the  airline  industry  must  take  action,  and  they  must  do  it 
now. 

This  concludes  my  statement,  Mr.  Chairman.  I  will  attempt  to 
answer  any  questions  you  or  the  committee  may  have.  Thank  you. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Jenkins.  You  have  of- 
fered us  a  different  view  of  bankruptcy  than  what  we  have  heard 
in  previous  testimony.  Your  term  "the  endogenous  nature  of  air- 
line bankruptcies"  is  certainly  very  intriguing  and  one  that  we 
shall  wish  to  pursue  for  further  thought.  Perhaps  when  your  book 
is  out  we  shall  see  more  expansive  treatment  of  it. 

You  conclude  that  bankrupt  carriers  severely  damaged  the  eco- 
nomic health  of  the  entire  airline  industry.  What  we  have  seen  in 
the  previous  testimony  is  that  it  is  the  so-called  healthy  carriers 
that  have  initiated  the  significant  price  cuts  and  not  the  bankrupt 
carriers.  And  the  so-called  healthy  or  solvent  carriers  then  blame 
the  bankrupt  carriers  for  driving  fares  downward  in  the  market- 
place. We  heard  from  a  carrier  in  bankruptcy  earlier  today  reciting 
all  of  the  difficulties  and  problems  that  the  bankrupt  carrier  has  to 
face  in  operating.  His  conclusion  is  that  he  didn't  get  into  bank- 
ruptcy for  the  enjoyment  of  it  or  for  the  pleasure  of  causing  havoc 
on  the  solvent  carriers,  that  this  is  a  heavy  burden  to  operate 
under. 

So  with  those  observations,  within  classes  of  carriers,  can  you 
quantify  the  extent  to  which  each  is  responsible  for  fare  cuts  and 
just  a  little  more  explanation  of  how  the  bankrupt  carrier  is  driv- 
ing fares  downward. 

Mr.  Jenkins.  This  is  certainly  the  question  of  the  day,  isn't  it, 
Mr.  Chairman.  My  partner  Doug  and  I,  four  years  ago  tried  to 
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model  yield  in  the  domestic  airline  industry  using  economic  factors. 
Really,  for  the  first  time  in  my  life,  I  was  unable  to  build  a  model 
using  just  pure  economic  theory. 

We  have  struggled  with  this  for  four  years.  In  the  time  since 
then,  we  have  actually  been  able  to  quantify  this  and  we  have  built 
a  very  effective  model — as  a  matter  of  fact,  with  our  model  we  are 
able  to  explain  over  95  percent  of  the  airline  banker  insolvent  ac- 
tivity in  this  industry.  We  were  actually  able  to  find  a  trigger 
mechanism  which  brings  the  insolvent  carriers — we  use  the  term 
"insolvency",  Doug  and  I  are  not  lawyers,  we  can  understand  insol- 
vency, bankruptcy,  we  have  a  little  bit  more  difficult  time  with. 
But  like  in  the  case  of  Eastern  Airlines,  if  you  are  very  patient  and 
you  use  the  lOK  data,  which  we  used  instead  of  the  Form  41,  we 
were  actually  able  to  identify  the  time  at  which  they  began  to  put 
off  their  debt  and  we  were  actually  able  to  identify  the  cost  differ- 
ential that  it  gave  them  at  that  time.  From  carrier  to  carrier,  it 
ranges  from  three  cents  per  ASM  to  five  cents  per  ASM  advantage 
that  it  gave  them. 

During  the  year  prior  to  Eastern  Airlines  filing  for  bankruptcy, 
they  pushed  away  over  $4  billion  in  obligations.  We  were  able  to 
take  that  and  relate  that  to  industry  yield — we  were  actually  able 
to  do  it  in  over  80  different  markets  also — and  quantify  the  effects 
that  these  actions  had  on  various  carriers.  Using  that  model,  we 
were  able  to  come  up  with  our  $3  billion  figure,  plus  the  fact  that 
this  bankruptcy  virus,  as  we  call  it 

Mr.  Oberstar.  How  is  all  of  that  causing  American  to  cut  its 
prices  50  percent  and  Northwest  to  have  the  promotion  "Parents 
Fly  Free  with  Kids"?  How  did  America  West  bankruptcy,  TWA  on 
the  verge  thereof.  Continental's  bankruptcy.  Pan  Am,  and  Eastern 
drive  those  carriers  to  madness  that  they  should  cut  their  fares  50 
percent? 

Mr.  Jenkins.  It  is  a  price  war,  isn't  it?  Everybody  is  lobbing 
shells  at  everybody  else.  Certainly,  the 

Mr.  Oberstar.  Or  was  it  the  desire  of  American,  principally,  to 
drive  those  wounded  carriers  out  of  the  field  and  pick  up  the  pieces 
for  themselves?  Which  is  not  a  marketplace  decision,  that  is  a  con- 
trol decision. 

Mr.  Jenkins.  I  think  we  can  state  quite  categorically  the  causal 
effect  and  when  this  chain  began  and  the  circumstances  of  it. 

Doug  and  I  are  very  confident  in  sitting  here  and  telling  you. 
Chairman  Oberstar,  that  there  is  a  bankruptcy  virus.  When  we 
come  out  with  our  final  report,  you  staff  members  have  our  first 
report  called  "Failed  Partnership".  In  "Failed  Partnership",  I  de- 
voted over  80  pages  of  documentation  to  how  we  came  up  with  our 
conclusions.  In  our  next  report,  we  will  do  exactly  the  same  thing. 
We  will  probably  have  100  to  200  pages  of  documentation  so  that 
your  staff  or  anybody  else  can  examine  that. 

Mr.  Oberstar.  I  think  you  are  making  an  important  contribution 
to  the  understanding  of  the  financial  problems  of  the  airline  and 
perhaps  an  even  more  significant  contribution  for  the  work  of  the 
commission  that  they  understand  how  bankruptcies  came  about, 
because  it  is  important  to  understand  those  causes  and  not  mis- 
state them  and  try  to  propose  remedies  that  are  inapplicable  to  the 
condition.  And  if  your  page  9,  first  paragraph,  is  right  on,  and  I 
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certainly  know  enough  about  Eastern's  situation  to  concur,  then  no 
amount  of  Government  tinkering  could  have  solved  that  problem 
or  saved  them  from  themselves. 

Mr.  Geren. 

Mr.  Geren.  I  would  like  to  ask  you  to  just  follow  up  a  little  on 
your  answer  to  the  Chairman's  question  a  moment  ago.  I  guess  I 
share  intuitively,  certainly  not  based  on  the  kind  of  study  that 
you've  done,  that  this  bankruptcy  virus  is  ultimately  fatal.  Regard- 
less of  who  actually  initiates  a  price  war,  the  fact  of  the  matter  is 
it  is  causing  the  seats  to  be  priced  ultimately.  Regardless  of  who 
did  this  price  war  or  that  price  war,  when  you  have  a  significant 
part  of  the  industry  not  covering  all  of  their  fixed  costs,  it  starts  to 
undermine — it  is  termite  I  guess  rather  than  a  virus.  Eventually, 
the  house  falls.  Or  it  is  a  bunch  of  termites,  several  termites,  three. 

But  the  Chairman's  question  about  these  specific  price  wars,  I 
think  we've  thrown  around  the  number  14  or  16  different  price 
wars  over  the  last  several  years,  and  it  is  fairly  easy  to  see  who 
fires  the  first  shot  in  them.  Some  have  been  fired  by  the  bankrupt 
carriers,  some  have  been  fired  by  American  Airlines  and  some  of 
the  other  carriers.  But  certainly  some  of  them  have  been  self-in- 
flicted or  fired  by  the  solvent  carriers.  Is  there  something  in  your 
thesis  that  explains  why  they  would  resort  to,  as  the  Chairman 
said,  that  madness  or  why  they  would  resort  to  those  kinds  of  tac- 
tics? 

Mr.  Jenkins.  Need  for  cash  usually.  The  need  for  cash  is  the 
driving  variable,  the  trigger  that  sets  off  these  things,  and  we  can 
identify  that  actually.  Our  $3  billion  figure  is  a  figure  which  we 
can  directly  show  was  caused  by  the  presence  of  an  insolvent  carri- 
er in  the  marketplace. 

Of  the  $10  billion  that  were  suffered  in  industry  losses  here  since 
1990,  some  of  that  was  caused  by  pure  economic  factors — the  fact 
that  our  economy  was  in  the  tank,  okay — and  so  when  the  economy 
goes  down,  that  causes  prices  and  other  things  to  go  down  also. 
And  that  is  certainly  a  causative  factor.  We  had  changes  in  ac- 
counting rules,  and  then  we  had  a  column  called  "Other".  In  the 
"Other"  is  included  losses  which  were  inflicted  on  the  industry  due 
to  actions  of  solvent  carriers. 

Mr.  Geren.  I  see. 

Mr.  Jenkins.  It  also  includes  debt  heaped  upon  this  industry  by 
those  who  came  in  and  were  engaged  in  leveraged  buyout  activity. 

Mr.  Geren.  Does  your  theory  explain  a  motive  for  the  solvent 
carriers  to  price  their  product,  when  they  do  take  the  lead  in  the 
price  wars,  to  price  their  product  below  their  costs?  Why  would 
American  initiate  a  price  war? 

Mr.  Jenkins.  I  really  can't  speak  for  American  Airlines 

Mr.  Geren.  I'm  not  asking  you  to.  Is  there  something  in  your 
thesis  that  explains  the  drive  behind  that  kind  of  pricing? 

Mr.  Jenkins.  No,  there  is  not. 

Mr.  Geren.  Okay. 

Mr.  Jenkins.  Your  question  is  a  valid  question.  I  cannot  explain 
that  action. 

Mr.  Geren.  I  appreciate  it.  I  just  wanted  to  follow  up  to  make 
sure  I  understood  your  answer  to  the  Chairman's  question. 
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Mr.  Jenkins.  We  can  for  individual  airlines,  with  a  very  high 
degree  of  accuracy,  predict  when  they  become  insolvent.  There  are 
two  variables  that  are  critical  for  doing  this  and  they  are  equally 
important.  There  are  six  variables  that  we  use  in  our  formula  but 
the  most  important  one  is  an  airline's  ASM  to  debt  ratio.  That  will 
go  longer  towards  explaining  insolvency  and  pricing  decisions  than 
any  other  variable  that  we  look  at.  The  second  most  important 
variable  in  determining  insolvency  in  this  industry  is  debt  which 
has  been  accumulated  through  leveraged  buyouts.  We  see  that  as 
really  one  of  the  evils  of  this  industry  in  the  last  five  years.  All  the 
merger  activity  that  went  on  certainly  was  the  setting  force  for  the 
creation  of  the  termite  or  virus  or  however  you  want  to  refer  to  it. 

Mr.  Geren.  Mr.  Stempler,  did  you  want  to  add  something  to 
that? 

Mr.  Stempler.  I  was  going  to  say  I  think  the  motives  are  pretty 
obvious;  the  majors  want  to  starve  these  weaker  carriers  of  cash. 
Whether  a  carrier  is  in  Chapter  XI,  and  especially  in  Chapter  XI, 
you  have  to  run  on  cash,  that  is  the  only  way  you  can  operate.  You 
either  have  to  generate  the  cash  from  your  operations,  you  either 
have  to  borrow  it  as  debtor  in  possession  financing  and  give  that 
lender  first  out  and  you  have  to  get  that  with  the  permission  of  the 
creditors,  or  you  have  to  get  the  cash  from  the  creditors.  Actually, 
in  our  studies  that  is  what  we  found  was  the  biggest  problem.  We 
expected  in  these  Chapter  XI  proceedings  to  find  the  case  where 
the  judges  were  allowing  these  cases  to  go  too  long  and  allow  these 
money  losing  airlines  to  continue.  But  in  each  and  every  case,  we 
found  that  it  was  the  creditors  that  were  bleeding  away  their 
assets  and  not  wanting  to  face  the  issue  of  liquidation.  When  they 
did,  the  carrier  finally  failed  and  they  injured  the  healthy  carriers. 

But  to  get  back  to  the  point.  If  you  have  carriers  that  are  sick, 
they  also  desperately  need  cash.  So  they  institute  these  fares  to  try 
to  get  cash,  just  to  get  people  in  seats. 

Mr.  Geren.  I  understand  that.  I  was  really 

Mr.  Jenkins.  The  need  for  cash  is  very  high. 

Mr.  Geren.  Yes.  Okay.  I  appreciate  your  comments  on  that.  I 
certainly  understand  your  point.  I  think  ultimately  if  you  have  a 
Southwest,  who  really  is  selling  a  different  product,  but  you  have 
got  the  bankrupt  carriers  that  are  really  in  the  same  business  as 
the  stronger  solvent  carriers  and  any  time  you  have  anybody  in  the 
market  pricing  below  the  cost  of  operation,  it  is  slowly  going  to 
erode  the  capital  base  of  the  airline.  You  are  not  replacing  your 
assets. 

Mr.  Chairman,  unfortunately  I  am  going  to  have  to  leave  to  go  to 
another  engagement.  Before  I  do,  I  would  just  like  to  say  one  thing. 
Phil  Trenary  is  here  and  is  going  to  be  on  the  next  panel.  I  regret 
very  much  I  am  not  going  to  be  able  to  hear  him.  He  is  from  my 
part  of  the  world  and  he  is  one  of  those  great  entrepreneurs  in  the 
airline  business.  He  continues  to  fight  in  a  very  tough  industry  and 
he  is  one  of  those  risk-taking  entrepreneurs  that  makes  this  world 
go  round  and  makes  this  economy  work. 

I  just  wanted  to  recognize  him  before  I  left.  I  am  very  glad  that 
you  have  invited  him  to  appear  here.  I  think  he  offers  a  perspec- 
tive that  is  very  different.  He  is  a  guy  who  truly  is  an  entrepreneur 
in  this  industry  and  it  is  exciting  to  see  somebody  such  as  he  out 
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there  doing  what  he  is  doing.  I  am  going  to  read  his  testimony  but 
I  regret  that  I  am  not  going  to  be  able  to  be  here  to  hear  it.  I  ap- 
preciate his  making  the  time  to  come  up  here,  and,  again,  thank 
you  for  having  him  as  part  of  this  panel.  I  regret  that  I  am  going  to 
have  to  leave  but  I  do  have  somebody  waiting  on  me. 

Mr.  Oberstar.  Thank  you  very  much.  This  is  our  situation  week 
after  week.  We  can't  control  the  votes  on  the  floor  or  the  time  that 
is  consumed  in  going  there.  We  have  consumed  about  three  hours  I 
figure  today  on  votes  taking  us  away  from  important  committee 
work. 

Mr.  Stempler,  you  suggest  that  the  creditors  of  bankrupt  airlines 
have  allowed  them  to  operate  too  long.  Is  that  creditor  misjudg- 
ment,  are  there  other  factors  involved,  is  this  a  quirk  in  the  law,  or 
a  combination  of  the  above? 

Mr.  Stempler.  I  don't  think  it  is  a  quirk  in  the  law.  I  just  think 
that  it  is  bad  decisions  on  creditors'  part.  They  didn't  want  to  face 
up  to  the  issue  of  liquidation.  And  who  do  we  have  in  that  group? 
We  have  the  aircraft  manufacturers,  the  engine  manufacturers, 
suppliers,  unions  play  a  very  significant  position  on  these  creditors 
committees,  and  obviously  for  the  unions  who  want  to  preserve  the 
jobs,  and  that's  an  important  component.  They  felt  it  was  better  to 
keep  these  airlines  alive  even  though  they  were  losing  money  and 
kept  feeding  them  money  to  do  this  rather  than  to  face  an  immedi- 
ate liquidation  where  they  thought  they  would  lose  more  in  the 
long  run.  Was  this  bad  judgment?  I  think  in  hindsight  it  is.  If  you 
look  at  the  lay-offs  at  Boeing  and  some  of  the  other  companies, 
they  are  really  suffering  now. 

I  think  one  of  the  comments  we  want  to  make  is  that  I  think 
that  the  bankruptcy  laws  have  basically  functioned  very  well 
across  most  of  U.S.  industries.  I  think  it  is  an  important  public 
policy  to  rehabilitate  debtors  and  to  try  to  bring  them  back  and  to 
preserve  the  jobs,  and  so  it  has  functioned  in  that  regard.  Do  these 
airlines  have  a  cost  advantage?  Yes,  that  is  the  idea  of  the  system. 
You  are  supposed  to  rehabilitate  them  and  bring  them  back. 

These  carriers  are  not  the  culprits  in  the  case  of  this  whole  pric- 
ing issue — and  I  think  it  is  a  diversionary  issue  because  there  will 
always  be  low  fare  pricers.  There  will  always  be  a  Southwest,  and 
we  have  Mr.  Iverson  from  Kiwi,  we  have  Skybus.  The  major  air- 
lines are  very  selective  as  to  who  they  match.  They  don't  match  ev- 
eryone. They  don't  even  try  to  fight  with  Southwest  Airlines. 

Mr.  Oberstar.  That  is  one  of  your  points,  that  the  major  carriers 
do  not  in  all  circumstances  or  on  a  regular  basis  match  the  low 
fares  offered  by  strong  competitors,  such  as  Southwest.  Are  there 
some  markets  in  which  major  carriers  are  able  to  attract  enough 
traffic  to  operate  profitably  even  though  there  are  other  fares 
available? 

Mr.  Stempler.  I  think  so.  Clearly,  with  their  enormous  computer 
capabilities  on  capacity  controls,  if  they  feel  they  absolutely  must 
match  a  fare,  they  can  certainly  do  it  with  three  or  four  or  five 
seats  on  a  particular  flight. 

Mr.  Iverson  told  me  that  in  terms  of  the  airlines,  they  will  some- 
times just  match  his  fares  at  the  time  that  Kiwi  is  operating  its 
flights.  They  have  all  of  these  capabilities;  they  don't  have  to  turn 
the  whole  airplane  over  at  these  low  fares.  But  if  they  can't  oper- 
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ate  at  a  profit,  then  don't  offer  these  fares.  They  are  there  to  make 
profits  and  to  provide  profits  for  their  stockholders  and  not  to  run 
up  losses. 

Mr.  Oberstar.  Mr.  Jenkins,  your  testimony  suggests  that  higher 
fares  at  least  would  contribute  to  economic  recovery  or  reduce 
losses.  But  we  have  also  heard  that  higher  fares  have  a  counter 
balancing  effect  of  diminishing  consumer  demand. 

Mr.  Jenkins.  That  is  correct. 

Mr.  Oberstar.  So  what  is  the  balance  in  fare  increase,  traffic 
loss.  Is  there  some  percentage  at  which  you  begin  to  see  the  drop- 
off? 

Mr.  Jenkins.  There  are  a  number  of  factors  there.  Certainly  as 
fares  go  up,  traffic  will  go  down.  That  is  really  the  fundamental 
law  of  economics.  At  a  certain  point,  the  airline  industry  has  to  be 
able  to  price  their  product  so  they  can  make  a  rate  of  return  and 
replenish  their  aircraft.  So  over  the  long  run,  the  trend  has  to  be 
for  higher  fares  than  we  are  currently  enjoying. 

Mr.  Oberstar.  But  at  some  point  there 

Mr.  Jenkins.  At  a  certain  point,  if  they  raise  fares  too  much, 
then  people  will  stop  travelling  altogether.  For  example,  if 

Mr.  Oberstar.  The  answer  to  that  question  also  depends  on  what 
is  the  condition  of  the  national  economy.  In  a  growing  economy  or 
expanding  economy  where  there  is  more  disposable  income,  people 
are  willing  to  pay  a  little  bit  more  to  travel.  But  in  a  contracting  or 
flat  economy,  as  we  have  now  and  have  had  for  some  time,  people 
guard  their  pockets. 

Mr.  Jenkins.  They  will  pay  less.  In  our  economic  model,  Mr. 
Chairman,  we  look  at  both  price  elasticities  and  income  elasticities. 
For  your  information,  the  income  elasticities  always  lead.  They  are 
always  greater  than  the  price  elasticities. 

Mr.  Oberstar.  Would  your  advice  to  the  presidential  commission 
be  stimulate  the  economy,  that  is  the  best  thing  you  can  do  for  the 
airline  industry. 

Mr.  Jenkins.  Certainly,  that  will  help,  sir. 

Mr.  Oberstar.  Mr.  Stempler. 

Mr.  Stempler.  Absolutely.  The  only  comment  I  can  make  here  is 
that  this  whole  thing  would  have  worked  out  if  we  didn't  have  a 
recession.  So  we  need  to  get  this  recession  over  with  and  I  think 
that  will  cure  a  good  part  of  it. 

Mr.  Oberstar.  Even  with  the  LBOs  and  the  leveraged  debt  that 
was  piled  on  to  carriers? 

Mr.  Stempler.  Oh,  I  think  they  would  have  made  it.  I  think 
there  are  some  very  smart  people  who  are  involved  in  this  industry 
and  they  made  a  big  bet  and  a  lot  of  them  just  lost. 

Mr.  Oberstar.  I  don't  want  to  prolong  this  because  we  have  one 
more  panel.  But,  for  the  record,  I  must  say  for  the  Northwest 
buyout,  we  gathered  all  the  information  in  June  of  1989,  and  had  it 
reviewed  by  the  General  Accounting  Office  and  by  DOT  with  the 
economic  computer  model  that  Northwest  buyout  managers  used  to 
project  their  cost  of  the  buyout  against  the  worst  recession  since 
1950,  the  highest  fuel  price  increase  in  that  same  period  of  time, 
and  the  competitive  factors  in  the  markets  in  which  they  would  be 
operating,  they  could  not  predict  recession  at  home  that  would  be 
worse  than  any  since  1950.  They  made  a  projection  based  on  what 
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historical  experience  had  been.  Fuel  prices  didn't  just  go  up  50  per- 
cent, which  was  the  highest  previous  increase,  they  doubled  in  the 
wake  of  the  Gulf  War  and  they  stayed  there  longer  than  in  any 
period  of  time  previous.  They  didn't  have  just  recession  at  home 
but  recession  in  Europe  and  the  Pacific  at  the  same  time. 

Mr.  Jenkins.  If  I  remember  correctly,  Mr.  Chairman,  their  fore- 
cast showed  for  increasing  profitability  for  five  years  in  a  row, 
which  has  never  happened  in  this  industry  even  once. 

Mr.  Oberstar,  That  part  may  have  been  overly  optimistic. 

Mr.  Jenkins.  Overly  optimistic  is  being  kind. 

Mr.  Oberstar.  But  all  the  other  factors  seem  to  have  taken  into 
account  some  very 

Mr.  Jenkins.  What  they  forecast  and  what  GAO  agreed  with  has 
to  be  one  of  the  silliest  exercises  in  economic  forecasting  that  has 
ever  taken  place.  I  have  been  in  this  industry  for  20  years,  sir,  and 
I  have  been  a  travel  agency  owner.  I  mourn  and  I  grieve  for  the 
loss  of  the  airlines.  I  hope  that  you  and  your  staff  and  the  other 
good  folks  on  this  committee  will  do  whatever  you  can  to  help  save 
our  dying  industry. 

Mr.  Oberstar.  In  the  free  market  in  which  we  operate  we  can't 
stop  people  from  engaging  in  madness,  such  as  is  characteristic  of 
the  LBOs  that  loaded  on  inordinate  jamounts  of  debt  that  just 
couldn't  be  carried  in  adverse  economic  times. 

Mr.  Jenkins.  When  their  actions  affect  only  themselves,  you 
should  not  intervene.  But  when  they  affect  others,  then  I  feel  that 
you  do  have  a  duty  to  do  so,  sir. 

Mr.  Oberstar.  That's  why  we're  all  gathered  around  these 
tables. 

Mr.  Jenkins.  My  best  to  you. 

Mr.  Oberstar.  'Thank  you  very  much  for  your  contributions. 

Our  final  panel  today,  Mr.  Robert  Iverson,  chairman  and  CEO  of 
Kiwi  International  Airlines;  and  Mr.  Phil  'Trenary,  president  and 
CEO,  Lone  Star  Airlines,  and  comes  very  highly  recommended  by 
our  able  colleague  from  Fort  Worth. 

Mr.  Iverson,  please  proceed.  Welcome  and  thank  you  for  being 
with  us  and  being  so  patient  throughout  a  very  long  day. 

TESTIMONY  OF  ROBERT  W.  IVERSON,  CHAIRMAN  AND  CEO,  KIWI 
INTERNATIONAL  AIRLINES;  AND  PHILLIP  TRENARY,  PRESI- 
DENT AND  CEO,  LONE  STAR  AIRLINES 

Mr.  Iverson.  First  of  all,  Mr.  Chairman,  I  would  like  to  compli- 
ment you  on  your  courtesy  stamina.  I  am  Robert  Iverson  and  on 
behalf  of  the  350  entrepreneurial  owner-operators  of  the  Nation's 
newest  Part  121  jet  airline,  I  would  like  to  thank  you  for  allowing 
me  to  come  before  you  today. 

Kiwi  International  Airlines  was  founded  and  entirely  funded  by 
the  people  who  work  as  dedicated  teammates  to  recapture  the 
dreams  and  careers  that  were  cut  short  through  no  fault  of  their 
own.  We  are  proud  to  say  that  we're  the  most  experienced  airline 
in  the  United  States.  We  took  the  ail-American  entrepreneurial 
risk  to  march  under  a  banner  that  simply  says  "Whatever  it 
Takes".  Our  average  level  of  experience  exceeds  twenty-five  years 
in  the  cockpit  and  twenty  years  across  the  board.  The  minimum  in- 


623 


vestment  that  a  pilot  made  to  become  part  of  the  Kiwi  dream  was 
$50,000,  and  this  was  from  people  who  had  been  out  of  work  for  up 
to  two  years.  We  are  a  group  that  did  not  give  up  on  the  system, 
but  rather  we  sought  our  solutions  within  the  system. 

The  underlying  definition  of  America  pivots  on  the  concept  of 
fair  play.  To  the  extent  that  Government  enhances  the  idea  of 
equal  justice,  it  is  judged  to  be  either  successful  or  unsuccessful. 
The  grand  social  experiment  of  Alfred  Kahn,  euphemistically 
called  airline  deregulation,  was  set  in  motion  without  regard  for 
consequences.  We  can  all  debate  how  such  a  whimsical  theory 
became  reality  but  it  would  merely  distract  us  from  figuring  out 
what,  if  anything,  to  do  about  where  it  has  led  our  industry. 

Corporations,  individuals,  families,  and  consumers  were  directly 
and  dramatically  affected  by  airline  deregulation.  Airline  corpora- 
tions nestled  snugly  in  their  protected  routes  felt  secure  making 
long-term  financial  commitments.  To  one  degree  or  another,  they 
all  incurred  debt  to  acquire  new  aircraft  or  to  modernize  facilities 
or  to  expand  operations.  They  all  had  a  plan  to  repay  that  debt 
over  a  number  of  years,  and  those  plans  most  certainly  did  not  in- 
clude being  thrust  into  an  arena  of  new  rules  without  being  al- 
lowed to  restructure. 

The  idea  of  deregulation  united  the  traditional  adversaries  from 
labor  and  management.  For  once,  they  all  agreed  on  one  thing— 
that  instant  deregulation  was  a  bad  idea.  This  apparent  unity  did 
not  imply  agreement  on  anything  other  than  the  fact  that  it  simply 
was  not  fair.  It  ran  contrary  to  the  idea  of  equal  justice.  Almost 
without  exception,  labor  and  management  predicted  that  under  de- 
regulation prices  would  go  down  just  long  enough  for  the  over-ex- 
tended carriers  to  fail.  That  would  be  followed  by  the  consolidation 
of  lift  capacity  into  a  few  megacarriers  at  which  time  competition 
would  cease  to  exist  and  prices  would  escalate  virtually  unchecked. 

With  very  little  deviation,  that  is  exactly  what  is  happening. 
Back  then,  it  was  clear  to  the  industry  rank  and  file,  and  it  should 
have  been  clear  to  the  authors  of  deregulation.  Perhaps  the  biggest 
loser  over  the  course  of  deregulation  has  been  the  group  for  whom 
it  was  supposedly  designed — the  consumer.  With  the  exception  of 
some  highly  touted  loss  leader  routes,  the  cost  of  air  transportation 
has  increEised  significantly.  Concurrently,  the  availability  of  high 
quality  jet  transportation  has  become  less  available  to  a  large 
number  of  smaller  cities.  Higher  prices  and  fewer  flights  are  creat- 
ing an  elitist  industry. 

At  the  risk  of  sounding  sentimental,  thousands,  tens  of  thou- 
sands of  American  workers  lost  their  jobs,  careers,  and  dreams  be- 
cause somebody  thought  it  was  a  good  time  for  an  economic  experi- 
ment. Without  the  power  to  influence  the  system,  decent  hard- 
working airline  professionals  were  plowed  under.  No  protection 
was  ever  afforded  that  resulted  in  meaningful  relief.  The  labor  pro- 
tective provisions  of  the  act  were  a  cruel  hoax.  Consider  the  plight 
of  a  typical  pilot  who  served  in  Vietnam,  joined  an  airline,  flew  for 
twenty  years,  paid  his  taxes,  went  to  church,  and  loved  his  family. 
At  the  height  of  his  career  as  a  captain  his  company  is  forced  out 
of  business  and  he  loses  everything.  Because  of  a  seniority  system, 
his  only  job  opportunities,  if  he  is  lucky,  are  at  the  bottom  of  an- 
other company's  pilot  list.  He  goes  from  captain  to  flight  engineer. 
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suffering  the  indignity  of  flying  subordinate  to  pilots  twenty  years 
his  junior,  his  salary  is  slashed  by  80  percent,  his  kids  are  forced  to 
drop  out  of  college,  and  he  loses  his  house. 

This  unfortunate  scenario  was  played  out  over  and  over  again  as 
one  carrier  or  another  collapsed  under  deregulation.  For  too  long 
we  have  ignored  the  real  human  tragedy  of  deregulation  while  we 
argued  over  the  objective  merits  or  failure  of  the  system.  It  is  time 
for  our  Government  to  admit  that  it  made  a  terribly  flawed  deci- 
sion to  deregulate  a  national  quasi-utility.  It  is  time  to  take  a  seri- 
ous look  at  trying  to  restore  some  justice  to  the  workers  who  ab- 
sorbed such  awful  pain  while  the  architects  of  deregulation 
watched  with  detachment  or  scrambled  to  cover  their  tracks. 

Having  said  all  of  that,  you  might  assume  that  I  am  staunch  pro- 
ponent of  reregulation.  Nothing  could  be  farther  from  the  truth.  As 
deregulation  continues  to  evolve,  it  will  quickly  condense  the  indus- 
try down  to  three  megacarriers  within  possibly  the  next  year. 
There  will  be  absolutely  no  pressure  on  labor  and  management  to 
hold  down  costs  if  the  industry  is  reregulated.  Further,  there  will 
be  no  opportunity  for  small  towns  to  attract  jet  service  because  the 
expense  will  be  too  high.  And  there  will  be  no  chance  for  displaced 
workers  to  find  dignified  jobs.  As  I  see  it,  without  reregulation  we 
may  yet  witness  the  final  shakeout  of  deregulation  in  favor  of  con- 
sumers and  unemployed  airline  workers. 

Using  Kiwi  as  an  example  of  what  is  possible  in  the  system 
today,  we  can  see  all  of  the  elements  of  success.  If  we  make  the 
assumption  that  full  access  air  transportation  is  important  to  our 
country,  and  if  we  assume  that  non-price  competitive  environments 
are  bad  for  America,  then  the  last  thing  we  would  opt  for  would  be 
reregulation.  Right  now,  the  airline  industry  has  a  huge  idle  inven- 
tory of  high  quality  used  aircraft  in  storage  and  hundreds  of  thou- 
sands of  highly  experienced  displaced  professionals. 

With  just  a  little  bit  of  creativity,  it  is  possible  to  mate  these  two 
essential  ingredients  to  produce  an  entirely  new  tier  of  low  fare 
airline  companies  with  cost  structures  pegged  at  about  40  percent 
of  those  of  the  megacarriers.  The  new  airlines  can  achieve  profit- 
ability with  very  low  ticket  prices  and  the  temptation  to  allow  costs 
to  escalate  will  be  tempered  by  the  harsh  reality  of  recent  unem- 
ployment. At  Kiwi,  we  pooled  our  money,  we  pooled  our  experience 
to  re-  enter  the  system.  Our  owner-operators  never  gave  up  the 
idea  that  a  solution  was  possible.  And  I  believe  that  there  are  a  lot 
more  Kiwis  out  there  waiting  for  birth. 

To  impose  any  significant  measure  of  airline  economic  regulation 
now  would  only  serve  to  short-circuit  the  process  of  deregulation 
before  it  is  allowed  to  come  full  circle.  Reregulation  would  protect 
a  handful  of  super  airlines  whose  inability  to  generate  profits 
simply  is  a  direct  result  of  virtually  unchecked  spending.  The 
American  consumer  did  not  participate  in  the  decision  to  increase 
cost  structures  of  our  megacarriers,  so  why  should  consumers  be 
locked  into  reregulation  systems  designed  to  bail  these  companies 
out  with  unnecessarily  high  fares.  To  put  it  succinctly,  we  may  in 
fact  be  on  the  verge  of  seeing  deregulation  work  in  spite  of  itself. 

Given  just  a  little  encouragement,  the  United  States  could  see 
several  new  low  cost  carriers  providing  flights  in  markets  that  are 
too  expensive  for  the  mega  airlines  to  serve.  The  concept  of  contes- 
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tability,  which  is  at  the  heart  of  deregulation,  as  appUed  to  airline 
markets  is  pivotal  to  the  viability  of  true  free  enterprise  in  our  in- 
dustry. It  is  also  the  only  weak  point  in  the  competitive  arena  of 
deregulation  as  it  works  in  everyday  practice.  Thinly  disguised 
predatory  pricing,  which  is  defined  as  selling  airline  seats  below 
the  cost  to  produce  them  in  order  to  bring  economic  pressure  on  a 
competitor,  is  regularly  aimed  at  small  carriers  by  large  airlines. 

Inasmuch  as  it  is  difficult  to  prove  illegal  predatory  pricing,  and 
given  the  fact  that  predatory  pricing  is  the  only  real  threat  to  a 
well-run  new  entrant  carrier,  I  would  suggest  that  any  increased 
involvement  by  Government  should  be  limited  to  the  scrupulous 
policing  of  unfair  predatory  pricing.  It  is  my  understanding  that 
the  mechanisms  are  already  available  to  ensure  fair  competition 
under  antitrust  legislation.  Perhaps  more  vigorous  surveillance  and 
prosecution  by  the  Justice  Department  would  adequately  protect 
contestability  as  originally  conceived. 

What  is  clearly  not  indicated  is  any  attempt  to  reimpose  regula- 
tion which  would  only  freeze  in  time  a  bloated,  costly,  and  ineffi- 
cient system.  American  consumers  deserve  a  chance  to  see  if  the 
chaos  of  deregulation  can  finally  give  way  to  full  access  inexpen- 
sive air  transportation.  The  displaced  workers  who  were  victims  of 
deregulation  now  have  the  chance  to  use  the  current  results  of  de- 
regulation to  form  new  and  highly  cost-efficient  airlines,  airlines 
that  can  make  money  flying  between  small  cities  at  fares  that 
don't  cost  more  than  a  trip  to  London. 

It  is  ironic  to  think  that  a  policy  conceived  without  regard  for 
the  concept  of  justice  and  fair  play  could,  in  fact,  provide  a  mecha- 
nism for  justice  to  prevail  not  only  for  consumers  but  for  disenfran- 
chised airline  workers.  It  is  my  belief  that  we  are  no  more  than  a 
year  away  from  seeing  deregulation  finally  work.  The  American 
system  works  in  strange  and  often  unimagined  ways.  I  would  urge 
you  to  allow  it  to  come  full  circle  as  a  fully  cleansed  and  viable 
concept.  Given  enough  time  the  American  people  can  usually  find 
a  way  to  make  even  the  silliest  of  plans  work. 

Thank  you  very  much. 

Mr.  Oberstar.  Thank  you,  Mr.  Iverson. 

Mr.  Trenary. 

Mr.  Trenary.  Thank  you,  Mr.  Chairman.  In  the  interest  of  time, 
I  will  paraphrase  my  comments.  I  don't  have  the  luxury  of  spend- 
ing the  night,  so  I  will  be  leaving  fairly  shortly. 

My  name  is  Phillip  Trenary  with  Lone  Star  Airlines.  We  refer  to 
ourselves  as  the  "other  airline"  based  in  Fort  Worth,  Texas.  We 
serve  sixteen  cities  out  of  our  hubs  at  Dallas/ Fort  Worth  Airport 
and  St.  Louis  Lambert. 

As  an  independent  carrier,  and  it  is  significant  to  point  out  we 
are  the  only  independent  carrier  left  at  St.  Louis  and  DFW  as  a 
regional,  we  are  very  dependent  on  the  major  airlines  to  survive.  It 
is  very  discerning  when  you  have  a  situation  like  we  had  during 
the  fare  wars,  because  we're  joint  fare  agreements  by  which  we  are 
paid  to  look  in  the  computer  in  the  morning  and  see  your  fares 
dropping  minute-by-minute,  day-by-day.  In  many  markets  we  had, 
we  saw  our  fares  dropping  50  percent  totally  beyond  our  control. 
The  analogy  I  used  in  my  written  testimony  was  to  play  with  the 
majors  or  to  work  with  the  majors  is  like  playing  Russian  roulette 
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with  one  bullet.  However,  not  to  play  with  the  majors  is  much  like 
loading  all  the  chambers  and  pulling  the  trigger.  The  end  result 
would  be  the  same. 

The  biggest  concern  that  I  have  is  that  deregulation  is  being  held 
up  as  the  culprit.  I  don't  think  that  is  correct.  I  think  anyone  that 
would  hold  up  reregulation  as  the  solution  to  our  problems  is  not 
really  on  target.  I  think  it  would  be  accurate  to  say  that  our  indus- 
try is  following  a  cycle  followed  by  many  other  industries  that  have 
gone  through  deregulation,  for  example  the  trucking  communica- 
tion industries.  When  you  look  at  the  initial  deregulation  of  our  in- 
dustry, we  saw  some  carriers  who  viewed  this  opportunity  for  limit- 
less expansion,  costs  were  out  of  control.  When  we  have  over-capac- 
ity and  costs  must  be  cut,  that  is  not  to  say  that  I  believe  we  neces- 
sarily have  over-capacity  in  our  national  system.  I  do  think  there  is 
over-capacity  in  certain  market-specific  companies,  specific  areas, 
where  that  capacity  is  dictating  the  prices. 

I  think  now  we're  seeing  a  restructuring  of  the  airline  industry. 
Some  of  it  is  being  restructured  the  courts  and  through  bankrupt- 
cy, some  of  it  is  being  done  through  the  airlines  themselves  making 
very  tough  economic  decisions  and  reanalyzing  their  strategies  and 
goals.  The  leveraged  buyouts  and  planning  I  think  reflected  the 
short-sighted  sometime  selfish  needs  of  management  and  the  in- 
vestment community  while  ignoring  the  long-term  goal  of  provid- 
ing the  best  customer  service  possible  and  that  what  was  best  for 
the  workers  within  the  industry. 

We  are  now  seeing  consolidation  of  our  industry  just  as  we  see  in 
some  of  the  other  industries.  We  are  seeing  new  entrants  which  are 
concentrating  at  low  cost,  convenient  customer  service,  such  as 
Kiwi.  Regardless  of  the  industry,  our  free  enterprise  system  has 
proven  repeatedly  that  when  opportunities  are  allowed  to  present 
themselves  on  a  level  playing  field,  there  will  always  be  those  who 
are  willing  to  put  their  own  pound  of  flesh  on  the  line.  This  indus- 
try has  proven  to  be  no  different. 

With  regard  to  the  airlines  operating  under  bankruptcy,  I  believe 
that  a  time  limit  does  make  sense  in  terms  of  staying  in  bankrupt- 
cy. However,  I  think  the  mechanism  is  basically  there  to  the  extent 
that  the  judges  and  the  creditors  committees  have  the  power  to 
limit  that  time.  The  unions,  the  people  who  are  involved,  the  credi- 
tors do  have  the  ability  to  shorten  that  time  significantly  if  they  so 
decide. 

From  our  point  of  view,  and  I  think  from  our  industry — and  I'm 
talking  about  the  regional  airlines — the  one  area  that  poses  the 
most  risk  for  our  industry  are  the  mandates  that  come  down  from 
our  Government.  If  you  look  at  the  millions  of  dollars  we're  being 
forced  to  spend,  and  you  can  go  down  the  list,  probably  the  most 
onerous  one  is  one  that  has  been  brought  up  several  times  today  so 
I  am  not  bringing  up  anything  new,  and  that  is  the  level  of  drug 
testing,  50  percent,  and  the  alcohol  testing  that  is  coming  up.  I  be- 
lieve Congresswoman  Shepherd  made  the  point  earlier  that  per- 
haps the  problem  is  that  we  have  a  problem  that  has  been  driven 
away  by  having  the  testing.  That's  just  not  true. 

I  don't  mean  this  in  any  derogatory  way  and  I  hope  no  one  will 
take  it  that  way,  but  the  level  of  professionalism  and  the  discipline 
and  the  training  of  the  professionals  in  the  aviation  field  should  in 
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no  way  be  compared  to  that  of  mass  transit.  It  is  a  different  game. 
The  training,  the  discipline  that  is  required  is  different.  There  was 
not  a  drug  problem  before,  it  is  being  proven  there  is  not  one  now, 
and  the  cost  of  the  drug  program  and  the  proposed  alcohol  testing 
is  totally  unacceptable.  If  the  Government  were  to  run  an  airline, 
they  would  not  have  the  restraints  or  the  mandates  on  them  that 
we  find  ourselves  operating  under.  They  couldn't  afford  it  and  it 
wouldn't  happen.  Our  industry  has  an  outstanding  safety  record, 
has  continued  to  improve,  has  been  based  on  advancements  in  pro- 
cedures, training,  and  aircraft  technology. 

In  summary,  the  answer  to  this  industry's  problem  is  not  more 
Government  intervention.  Government  rules,  regulations,  and 
taxes  have  all  contributed  to  our  industry's  problems.  Any  legisla- 
tive or  administrative  action  intended  to  help  the  airlines  should 
focus  on  ways  to  help  reduce  cost.  One  of  the  points  brought  up 
earlier  was  the  ITC  and  I  think  that  is  a  very  good  way.  Many 
start-up  carriers  find  available  capital  when  ITC  is  out  there  as 
capital  leases  and  that  is  not  available  without  that. 

And  in  closing,  an  environment  which  allows  for  airlines  to  oper- 
ate profitably  encourages  competition,  benefits  the  consumer,  and 
our  Nation. 

Thank  you  very  much  for  your  time. 

Mr.  Oberstar.  Thank  you  very  much,  Mr.  Trenary.  I  appreciate 
your  insights.  Just  a  few  questions  for  each  of  you. 

Last  week,  Mr.  Iverson,  we  heard  from  the  chairman  of  the 
board  of  the  New  York/ New  Jersey  Port  Authority  who  said  that 
one  of  the  major  failings  of  deregulation  was  the  failure  to  ac- 
knowledge that  barriers  to  entry  are  very  high,  and  such  that  de- 
regulation, in  and  of  itself,  could  not  ensure  successful  new  en- 
trants. Yet,  Kiwi  is  a  new  entrant.  What  do  you  have  to  say  about 
that  theory  that  there  are  such  huge  barriers  that  we're  not  going 
to  have  new  entrants?  Let's  assume  that  you  are  right  in  predict- 
ing that  the  industry  will  collapse  down  to  two  or  at  most  three 
megacarriers.  Does  that  necessarily  preclude  new  entrants  rising 
from  the  ashes  of  the  old? 

Mr.  Iverson.  When  Kiwi  was  in  its  planning  infancy,  people  said 
don't  bother,  it  is  impossible  because  the  credit  markets  are  in  full 
retreat.  We  partnered  up  with  a  couple  of  people  and  found  that 
their  interest  dissipated  very  quickly.  We  got  it  down  to  the  fact 
that  either  we  were  going  to  do  this  with  our  own  money  or  it 
wasn't  going  to  happen.  Luckily,  there  as  some  money  in  our  pen- 
sion funds  that  we  agreed  to  put  together  to  launch  this  venture. 

Kiwi  was  put  together  on  entirely  internal  funding.  We  had  not 
one  penny  of  outside  money  when  we  started  this  airline,  ^yith  all 
of  the  people  that  are  out  of  work  in  this  industry,  if  an  airline  like 
Kiwi  is  able  to  survive  and  prosper,  it  will  be  an  example  to  the 
other  people  that  there  is  an  alternative  method  to  enter  the  busi- 
ness. Certainly  there  are  great  barriers  and  the  capital  side  is  the 
most  significant  of  those  barriers. 

Mr.  Oberstar.  The  bottom  line  is  you  think  that  whatever  bar- 
riers there  are,  they  are  not  impossible  impediments. 

Mr.  Iverson.  They  are  not  impossible.  They  are  very  formidable. 
I  am  not  sure  that  it  is  possible  for  the  Government  to  come  down 
to  the  level  of  little  guys  like  Kiwi  to  say  there  is  a  way  to  help  us 
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do  this.  If  they  are  there,  I  wish  we  had  known  because  we  put  our- 
selves in  terrible  jeopardy  to  launch  this  dream.  But  I  think  that 
there  are  a  lot  of  other  people  out  there  who,  if  we  are  successful, 
will  certainly  be  willing  to  put  themselves  on  the  line  and  create 
this  new  tier  with  their  own  funding. 

Mr.  Oberstar.  You  also  hold  the  view  or  expressed  the  view  that 
air  transportation  prices  have  risen  significantly  to  the  detriment 
of  the  consumer.  Yet,  evidence  has  been  received  by  the  committee 
in  the  previous  two  days  of  hearings  to  indicate  that  the  CPI  has 
risen  considerably  higher  than  fares  in  the  airline  industry.  In  fact, 
that  fares  are  only  2  percent  above  1981  levels,  a  period  of  time 
during  which  the  CPI  jumped  54  percent. 

Mr.  IvERSON.  I  think  that  there  are  a  lot  of  ways  to  look  at  statis- 
tics to  show  whatever  point  of  view  is  out  there.  But  the  fact  of  the 
matter  is  that  people  are  pointing  to  something  called  "over-capac- 
ity" which,  in  fact,  is  a  euphemism  for  over-pricing.  In  a  demand 
economy,  if  you  can  respond  to  what  people  are  able  to  pay,  you 
can  fill  every  seat  that  is  out  there.  But  the  fact  of  the  matter  is 
that  people  are  being  driven  away  because  the  price  is  too  high.  If 
it  costs  $700  round  trip  to  go  from  Newark,  our  home  base,  to  Chi- 
cago, more  people  are  staying  home  and  making  the  telephone  call 
to  their  clients.  When  we  got  into  the  business,  every  businessman 
that  got  on  said  for  $238  round  trip,  I'm  going  to  go  visit  the  client 
and  I  wouldn't  have  done  that  if  you  weren't  here.  Price  is  a  terri- 
bly powerful  stimulus. 

Mr.  Oberstar.  Pricing  is  awfully  confusing  for  the  travelling 
public  and  even  for  those  who  study  the  issue  very  carefully  with 
computer  models.  We  have  heard  it  again  and  again  in  this  com- 
mittee, and  you  don't  have  to  sit  in  this  committee  to  hear  it,  you 
can  go  on  the  street  and  ask  anyone,  about  the  phenomenon  of  the 
cost  of  travelling  from,  say.  International  Falls  to  the  Twin  Cities, 
220-some  miles,  versus  the  cost  of  travelling  International  Falls/ 
Minneapolis-St.  Paul/Washington,  D.C.  That  fare  is  proportionate- 
ly lower  than  the  first  segment.  This  segmenting  of  fares  has  re- 
sulted in  short-haul  fares  being  significantly  higher  than  long-haul 
fares.  So  in  that  respect,  yes,  the  fares  have  gone  up.  They  have 
gone  up  on  a  selected  basis. 

Mr.  Iverson.  Certainly.  And  the  contraction  of  the  industry's  jet 
service  into  hub  and  spoke  operations  has  denied  full  access  air 
transportation  to  a  lot  of  smaller  cities  that  had  it  previously  when 
there  was  not  deregulation  and  when  it  was  being  provided  at 
levels  that  were  accessible  to  most  of  the  people  who  wanted  to 
take  advantage  of  it. 

Right  now  what  has  happened,  I  believe,  in  our  industry  is  that 
it  has  contracted  to  the  point  where  there  is  no  incentive  for  labor 
and  management  to  come  together  with  mature  expectations  and 
say  let's  sit  down  and  figure  out  how  we're  going  to  get  this  thing 
down  to  a  level  where  we  can  actually  stimulate  demand.  All  they 
do  is  sit  back  and  wait  for  the  other  carriers  to  collapse. 

I  would  like  to  address  maybe  in  somewhat  of  an  irreverent  fash- 
ion a  question  that  you  asked  about  thirty  times  today,  and  that  is, 
what  is  the  relationship  between  value  pricing  and  bankrupt  carri- 
er pricing?  It  is  no  secret  within  the  industry  that  highly  discount- 
ed pricing  is  someone's  attempt  to  put  a  size  twelve  in  the  back  of 
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a  carrier  sitting  on  the  edge  of  a  cliff  and  push  it  over.  It  is  just  as 
simple  as  that. 

Mr.  Oberstar.  Well,  I  tend  to  agree  with  your  point. 

Mr.  Trenary,  you  had  a  somewhat  different  viewpoint  on  the 
matter  of  bankruptcy  and  recommending  that  there  be  some  limits 
placed  on  carriers  reorganizing  under  bankruptcy.  That  suggests 
you  think  that  they  really  are  part  of  the  problem.  In  what  way? 

Mr.  Trenary.  Only  to  the  extent — and  that's  more  of  an  employ- 
ee group  issue  than  it  is  a  competitive  issue  because  I  don't  buy 
into  the  theory  that  the  bankrupt  carriers  caused  the  fare  wars.  I 
think  there  is  definitely  an  issue  as  far  as  things  being  dragged  out 
way  too  long  where  creditors,  the  industry  as  a  whole  is  dragged 
down — not  talking  about  the  fare  aspect  and  consumer  aspect.  The 
point  I  was  making  is  I  think  that  needs  to  be  looked  at  but  I  am 
not  so  sure  that  the  mechanism  isn't  there  already. 

Mr.  Oberstar.  Is  there  something  peculiar  about  the  airlines  in 
bankruptcy  as  compared  to,  say,  the  steel  industry? 

Mr.  Trenary.  No.  I  think  there  are  some  examples  there  that 
show  that  the  steel  industry  has  been  in  bankruptcy  six  and  seven 
years.  I  think  what  is  peculiar  about  both  of  them  is  that  there  is 
very  intense  large  amounts  of  capital  and  you  have  a  lot  at  stake,  a 
lot  of  workers,  a  lot  of  vendors,  you  are  talking  about  very  large 
groups  of  people  that  are  affected  by  this.  So  the  tough  decisions 
that  sometimes  have  to  be  made  are  very  difficult  decisions  to 
make  and  everyone  wants  to  hang  on  and  say  let's  just  get  one 
more  chance,  let's  try  to  make  it.  If  anyone  can  come  out  of  it,  ob- 
viously it  was  the  right  decision  to  make.  I  think  oftentimes  a  large 
segment  of  industry  is  damaged  because  we  can't  make  that  tough 
decision. 

Mr.  Oberstar.  I  cited  steel  because  at  the  beginning  of  the 
decade  of  the  1980s  when  steel  went  into  sharp  decline  due  to  30 
percent  import  levels  from  foreign  producers  whose  governments 
were  heavily  subsidizing  their  product  specifically  for  export  to  the 
United  States,  LTV,  for  example,  went  into  bankruptcy,  reorga- 
nized, and  continued  to  operate  under  the  protection  of  bankruptcy 
laws  for  some  time.  After  about  six  or  eight  months,  the  solvent 
steel  companies  began  complaining  that  LTV  and  a  few  others,  Al- 
legheny and  so  forth,  were  taking  markets  from  them  in  addition 
to  the  foreign  producers.  But  their  complaints  didn't  get  anywhere 
near  the  coverage  or  the  interest  in  the  news  media,  the  interest 
among  market  analysts  as  the  complaint  about  bankrupt  carriers 
in  the  airline  industry.  That  leads  me  to  conclude  that  the  airlines 
are  a  glamour  industry  and  steel  is  sort  of  a  grunt  industry  and 
not  much  attention  was  paid  to  steel,  and  an  awful  lot  of  attention 
is  being  paid  to  the  airlines. 

But  I  think  the  concern  applies  to  both.  You  can't  allow,  or 
shouldn't  allow,  carriers  to  operate  under  the  protection  of  the 
bankruptcy  laws  ad  infinitum.  But  it  should  apply  perhaps  to  our 
whole  bankruptcy  code. 

Mr.  Trenary.  I  think  it  is  significant  to  point  out  the  example 
you  are  using.  They  have  emerged  as  a  very  good  low-cost,  profita- 
ble operator/producer  of  steel. 

Mr.  Oberstar.  Yes. 
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Mr.  Trenary.  And  so  it  is  one  of  the  cases  where  the  system 
worked. 

Mr.  Oberstar.  Thank  goodness,  they  are  buying  iron  ore  from 
companies  in  my  district.  [Laughter.] 

Well,  you  have  both  made  a  very  fine  contribution  to  our  hear- 
ings. I  appreciate  your  participation  and  patience  throughout  our 
very  long  day. 

Mr.  Trenary.  Thank  you  very  much. 

Mr.  Iverson.  Thank  you. 

Mr.  Oberstar.  The  subcommittee  stands  adjourned. 

[Whereupon,  at  7:18  p.m.,  the  committee  was  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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o  The  U.S.  airline  industry  remains  the  largest  single  customer  for 
the  full  family  of  Boeing  products.  U.S.  airlines  account  for  six  of  our  ten  largest 
customers,  and  have  been  launch  customers  for  every  airplane  model.  Boeing  forecasts 
that  between  1993  and  2010,  U.S.  airlines  will  purchase  airplanes  valued  at  $280  billion, 
accounting  for  approximately  35  percent  of  total  world  demand. 

o  The  effect  of  the  U.S.  airline  industry's  turmoil  on  Boeing  has 
been  direct  and  damaging.  Unprecedented  deferrals  and  delivery  delays  have  resulted 
in  Boeing's  decision  to  reduce  production  by  35  percent  over  the  next  18  months.  Boeing 
estimates  that  during  this  period,  28,000  Boeing  workers  will  be  laid  off  at  our  facilities  in 
the  Seattle,  Washington  area  and  in  Wichita,  Kansas.  This  number  does  not  reflect  the  jobs 
losses  that  face  the  thousands  of  Boeing  subcontractors  and  suppliers  located  in  every  state 
of  the  Union. 

o  The  weakened  condition  of  the  U.S.  airline  industry  has  also 
opened  up  opportunities  for  European-government  supported  Airbus 
Industrie  to  capture  increased  segments  of  the  market  through  leasing, 
financing  and  pricing  tactics  that  a  private  firm  cannot  match.  These  include 
making  direct  loans  available  to  several  U.S.  airlines  that  purchase  Airbus  aircraft;  offering 
customers  walkaway  leases  that  remain  on  Airbus'  books  ensuring  that  airline  debt  is  not 
increased;  and  threats  to  use  official  export  credit  support  on  sales  in  the  U.S.  market  The 
Europeans  must  understand  that  neither  the  U.S.  Government  nor  its  aircraft  industry  will 
stand  on  the  sidelines  and  allow  unfair  trade  practices  to  rob  us  of  oiu"  market. 

o  The  Boeing  Company  believes  there  must  be  a  broad-based  and 
comprehensive  set  of  federal  policies  to  get  the  U.S.  airline  industry  back 
on  its  feet.  This  includes:  (1)  putting  into  place  measures  to  ensure  sound,  sustained 
economic  growth;  (2)  avoiding  new  taxes  on  airlines  that  will  dampen  traffic  growth;  (3) 
reviewing  the  relationship  between  bankruptcy  rules  and  the  overall  health  of  the  U.S. 
airline  industry;  (4)  ensuring  that  any  new  regulations  are  subjected  to  a  rigorous  cost- 
benefit  analysis  to  ensure  that  they  do  not  compromise  recovery;  and  (5)  continuing  to 
invest  is  public  airport  and  airways  facilities. 

o  Boeing's  ability  to  provide  its  domestic  airline  customers  with  the 
safest,  most  efficient  products  and  maintain  good  high-paying  jobs  for 
American  workers  depends  fundamentally  on  continued  access  to  the 
domestic  and  foreign  markets.  This  requires:  (1)  a  strong,  rules  based  multilateral 
trading  system  in  which  Airbus'  unfair  trade  practices  must  be  more  effectively  disciplined; 
(2)  U.S.  export  policies  that  ensure  Eximbank  support  as  needed,  multilateral  export 
controls  that  reflect  the  new  world  order,  and  recognition  that  economic  interests  can  no 
longer  be  subordinated  to  the  advancement  of  foreign  policy  goals;  and  (3)  an  environment 
that  enables  Boeing  to  take  risks  to  advance  technologically  including  greater  NASA 

(631) 
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Testimony  of   Lawrence   W.   Clarkson 
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Development 

The  Boeing  Company 

The   House  Committee  on   Public  Works  and  Transportation 

Subcommittee    on    Aviation 

February    24,    1993 

Introduction 

Mr.  Chairman  and  Members  of  the  Committee.  Thank  you  for  the 
opportunity  to  provide  The  Boeing  Company's  perspective  on  the 
critical   issues  facing  the  airline  and  aircraft   industries. 

The  Boeing  Company  and  the  U.S.  airlines  share  a  common  heritage  -- 
the  determined  effort  of  man  to  fly.    We  remain  bound  by  a  common 
objective  --  to  continue  to  provide  our  passengers  with  the  safest, 
most  efficient   means  of  transportation. 

Today,  the  U.S.  airline  industry  is  the  backbone  of  the  nation's 
transportation  network.     I'm  sure  you  have  the  data:  in  1992,  more 
than  470  million  passengers  flew,  and  8.5  billion  ton  miles  of 
freight  and  1 .6  billion  ton  miles  of  mail  were  carried,  on  U.S. 
airlines.    The  American  public  and  the  U.S.  business  community  have 
come  to  expect  the  full  range  of  air  transport  services  that  are 
today  available.     It  is  a  system  that  we  cannot  take  for  granted. 

The  U.S.  airline  industry  is  the  largest  single  market  for  the  full 
family  of  Boeing  products  --  the  737,  747,  757,  767  and  the  new 
777,  which  is  scheduled  to  enter  service  in  1995.     In  fact,  U.S. 
airlines  account  for  six  of  the  ten  largest  customers  to  whom  we 
have  delivered  jets  and  many  have  been  launch  customers  for  Boeing 
models.  We  forecast  that  between  1993  and  the  year  2010  U.S. 
airlines  will   purchase  airplanes  worth  $280  billion   in    1993  dollars, 
accounting  for  approximately  35  percent  of  total  world  demand. 

Boeing's  airplane  products  are  for  the  most  part  "made  in  America." 
Over  the  last  5  years,  the  Boeing  Commercial  Airplane  Group  spent 
an  average  of  $10  billion  per  year  on  goods  and  services  produced  by 
suppliers  throughout  the  United  States.     About  87%  of  our  product  is 
U.S.  content,  probably  very  high  for  a  U.S.  manufacturing  industry. 
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The  unique  characteristics  of  the  airplane  marketplace  -  large 
up-front  financial  commitments,   a  limited   number  of  customers, 
low  unit  volume  for  most  orders,  and  the  fact  that  initial  market 
penetration  is  one  key  to  follow  on  sales  -  make  every  airplane  sale 
critical.     We  estimate  that  the  loss  of  an  initial  sale  can  close  a 
specific  market  for  15  to  20  years.    This  is  the  reason  Boeing 
competes  so  aggressively  for  every  sale,  both  at  home  and  abroad. 

However,  Boeing's  relationship  with  U.S.  airlines  goes  well  beyond 
that  of  a  supplier.     We  are  working  closely  with  all  of  our  airline 
customers  to  better  tailor  our  products  to  meet  their  market 
requirements,  as  well  as  the  safety,  noise,  and  efficiency 
requirements  they  face.     We  are  working  with  the  airlines  to  provide 
improved  service  and  support  in  the  areas  of  spares,  inventory 
sharing  and  training.    We  believe  in  listening  to  our  customers  and 
we  share  their  problems  today. 

Returning  The  Airlines  to  Health 

The  Boeing  Company  cannot  today  offer  the  Committee  a  complete 
analysis  of  the  causes  or  cures  for  the  airline  industry's 
predicament.     Although  we  monitor  the  airlines'  fortunes  closely, 
and  work  with  them  on  a  daily  basis,  we  do  not  have  any  greater 
insight  than  the  many  airline  executives,  industry  observers, 
government  officials  and  others  who  have  appeared  before  you.    We 
fully  support  the  Commission  proposed  by  Secretary  Peha  and 
Congressional   leadership. 

What  we  can  do  is  offer  you  several  of  our  observations  and  discuss 
how  they  might  fit  into  what  we  believe  should  be  a  broad-based  and 
comprehensive  set  of  federal  policies  designed  to  help  get  the  U.S. 
airline  industry  back  on  its  feet. 

First,  what  appears  fundamental  to  us  is  the  relationship  between 
the  health  of  the  economy  and  the  health  of  the  airlines.    Airlines 
have  suffered  during  all  previous  economic  downturns.    And  when 
they  don't  have  earnings,  they  don't  buy  airplanes.    Thus,  at  the  most 
basic  level,     the  Administration  and  Congress  must  put  into  place 
those  measures  that  ensure  a  return  to  sound,  sustained  economic 
growth. 

The  President  has  proposed  an  economic  package  that  is  designed  to 
create  a  strong,  long-term  sustained  recovery.     In  the  short  term,  it 
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is  likely  to  be  painful  to  some  of  our  industries  such  as  the  airlines. 
Hopefully,  as  more  is  understood  about  the  effect  the  package  may 
have  in  restoring  a  healthy  airline  industry,  the  Administration  and 
the  Congress  can  address  a  prudent  solution. 

Second,  a  successful  economic  package  should  avoid  constraining  air 
traffic  growth  through  new,  excessive  or  discriminatory  taxes.     The 
airlines  have  seen  their  bottom  line  hit  by  increased  excise  taxes 
and  new  passenger  facility  charges.    On  the  horizon,  they  see  the 
potential  for  a  new  energy  tax  which  could  disproportionately  affect 
their  operations.     Today  the  airlines  receive  no  relief  from  the 
alternative  minimum  tax  and  no  credit  for  new  investment  in  fuel- 
efficient,  quiet  airplanes.     Congress  and  the  Administration  must 
consider  the  total  tax  burden  on  airlines  and  take  appropriate  steps 
to  make  that  burden  less  onerous. 

The  third  area  of  concern  is  the  operation  of  airlines  for  extended 
periods  under  the  protection  of  Chapter  11  of  the  Bankruptcy  Act. 
We  understand  it  is  the  intention  of  Secretary  Pefia  to  study  this 
issue  and  report  back  to  the  Congress. 

Congress  could  also  help  in  the  area  of  airline  financing  by 
completing  action  begun  in  the  102nd  Congress  to  amend  Section 
1110  of  the  Bankruptcy  Code  regarding  aircraft  leases  and  secured 
loans.     Recent  litigation  has  created  uncertainty  within  the 
international  financial  community  about  the  protection   lessors  and 
lenders  have  in  connection  with  bankruptcies.     This  has  resulted  in 
decreased  availability  of  financing  and  increased  financing  costs. 
We  encourage  Congress  to  support  early  passage  of  legislation 
amending  Section  1110. 

Fourth,  we  encourage  the  careful  examination  of  any  new  regulations 
affecting  airline  operations.     During  this  period  of  adjustment,  and 
until  the  airlines  have  returned  to  profitability,  all   new  regulations 
should  be  subjected  to  a  rigorous  cost-benefit  analysis  to  ensure 
they  are  part  of  the  solution,  not  part  of  the  problem. 

For  the  longer  term,  we  must  continue  to  invest  in  our  public  airport 
and  airways  facilities.     This  means  using  the  $7  billion  now  in  the 
Aviation  Trust  Fund  as  an  investment  in  the  national  air  transport 
network.     Building  on  that  investment,  the  airlines  and  the  airplane 
manufacturing  industry  will  do  their  share,  and  we  can  prepare  the 
U.S.  air  system  for  the  growth  years  ahead. 
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Finally,  public  policy  should  enable  the  industry  to  undertake  the 
type  of  investments  necessary  to  meet  noise,  safety  and 
environmental  requirements.     Concerns  remain  about  the 
effectiveness  of  tax  credit  proposals  in  facilitating  the  new 
investment  required.  We  should  consider  using  federal  Aviation 
Trust  Funds  or  other  mechanisms  to  facilitate  airline  investment  in 
aircraft. 

Effect  of  Airline  Problems  on   Manufacturers 

The  effect  of  the  airline  industry's  turmoil  on  Boeing  has  been  direct 
and  damaging.     The  financial  difficulties  experienced  by  our 
domestic  customers  in  the  past  three  years  are  unprecedented  in 
airline  history.     Despite  our  best  efforts  to  manage  our  production 
rates,  we  have  not  been  immune  from  the  business  cycle  and  its 
effect  on  our  customers. 

In  today's  market  we  have  very  real  examples  of  what  can  occur 
when  supply  outstrips  demand  for  aircraft.     In  December,  Northwest 
Airlines  cancelled  an  order  for  74  Airbus  aircraft.     Many  of  these 
airplanes  were  already  under  construction  and  Airbus  is  now  trying 
to  market  these  planes.    Because  of  the  enormous  costs  and  risk  of 
having  billions  of  dollars  of  inventory  and  assets  idle.  Airbus  has 
been  offering  to  sell  or  lease  these  planes  at  extremely  low  prices 
with  non-market  financing.     Even  with  this  downturn   in  aircraft 
orders  and  deliveries.  Airbus  is  not  reducing  its  production  rates. 

For  Boeing,  this  airline  turmoil  has  translated  into  unprecedented 
deferrals  of  new  equipment  purchases  and  delays  of  aircraft 
deliveries.    As  a  consequence  of  these  actions,  The  Boeing  Company 
at  the  end  of  January  announced  a  35  percent  reduction  in  its  overall 
production  rates,  beginning  in  the  second  quarter  of  1993. 

There  is  a  very  real  human  dimension  to  this  production  cut.    We 
estimate  that  over  the  next  18  months,  Boeing's  employment  will  be 
reduced  by  28,000  workers,  a  large  percentage  of  whom  will  be  laid 
off  at  our  facilities  in  the  Seattle  area  and  in  Wichita.     This  number 
does  not  reflect  the  jobs  losses  that  will  be  faced  by  thousands  of 
Boeing  subcontractors  and  suppliers  located  in  every  state  of  the 
union,  many  of  which  are  small  businesses. 
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Addressing   Broader  Competitiveness   Issues 

Most  of  my  remarks  today  have  focused  around  Boeing's  relationship 
with  the  important  domestic  market.     But  I  must  mention  that  The 
Boeing  Company  is  also  the  nation's  number  one  exporter, 
commanding  close  to  60  percent  of  the  global  market  for  large  jet 
transports. 

Boeing's  success  overseas  helps  to  keep  the  U.S.  aerospace  industry 
positioned  as  the  world's  technological  leader.     Boeing's  future 
competitiveness  depends  fundamentally  upon  continued  access  to 
global  markets;  government  support  for  exports;  vigilance  against 
foreign  government  targeting  of  this  industry;  federal  involvement 
in  aeronautical  research  and  technology;  and  federal  attention  to  our 
country's  broader  competitiveness  problems. 

U.S.  policy  must  recognize  the  long-range  implications  of  every 
aircraft  sale.     It  is  tempting  to  use  embargoes,  unilateral  export 
controls  or  other  trade  policy  tools,  such  as  the  denial  of  most 
favored  nation  status  for  China,  to  advance  foreign  policy 
objectives.     But  when  this  policy  closes  markets  to  U.S. 
manufacturers,   it  directly  benefits  foreign  competitors  who  are  not 
so  constrained. 

In  the  current  market  and  until  airline  economics  improve,  the 
factor  that  often  influences  customers'  purchasing  decisions  is  the 
financing  package.  It  is  critical  for  the  Export-Import  Bank  to 
provide  competitive  financing  support  for  export  sales,   including 
consideration  of  sales  in  the  former  Soviet  Union. 

Aircraft,  steel,  semiconductors,  and  many  other  industries  share  a 
common  problem  --  foreign  government  intervention  in  the  market  in 
the  form  of  subsidies,  discriminatory  procurement  practices,  or 
political  Interventions  in  sales  campaigns.     Foreign  governments 
must  be  put  on  notice  that  the  U.S.  Government  intends  to  enforce 
existing  agreements  and  to  take  whatever  steps  are  necessary  to 
counter  foreign   targeting. 

It  is  clear  that  the  public's  concern  over  the  country's  ability  to 
compete  has  lead  to  considerable  discussion  of  technology  policy. 
The  Boeing  Company  supports  investment  in  technology-driven 
programs  such  as  the  Space  Station  and  NASA's  aeronautics  research 
and  technology. 
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Industry  and  NASA  have  agreed  on  aeronautical  program  priorities 
and  these  have  been  proposed  by  NASA  in  its  FY  '94  budget:  full 
funding  and  implementation  of  the  High  Speed  Research-Phase  II 
program;  maintenance  and  improvement  of  NASA  aeronautical 
research  facilities;  and  increased  funding  for  subsonic  research. 
The  President  has  clearly  signaled  that  he  believes,  as  we  do,  that 
these  programs  provide  the  greatest  impetus  to  national 
competitiveness  and  for  opening  new  market  segments,  thus 
benefiting  the  U.S.  economy. 

The  Administration  and  Congress  must  address  these  broader 
competitiveness  problems  facing  U.S.  industry.     The  continuing  high 
trade  deficit  and  a  perceived  deterioration  in  our  technological 
position  make  attention  to  these  issues  Increasingly  feasible.     With 
the  government's  help,  Boeing  will  continue  to  take  risks,  to 
engineer  good  products,  to  invest  in  the  future,  and  to  deliver  quality 
through  plain  old-fashioned  hard  work. 

The  Airbus   Competitive  Threat 

The  weakened  condition  of  U.S.  airlines  exacerbates  the  problem  we 
face  with  Europe's  Airbus.     This  environment  provides  Airbus  an 
opportunity  to  capture  increased  segments  of  the  U.S.  airline  market 
through  non-compensatory  financing  packages  and  pricing.     While  we 
oppose  such  financing  and  pricing  whenever  it  occurs,  it  is 
particularly  troublesome  when   offered  to   financially  weakened 
airlines.    The  Boeing  Company,  bound  by  the  profit  and  loss 
constraints  of  the  market,  cannot  match  such  offers  without 
jeopardizing    its    financial    viability. 

Airbus  is  not  a  normal  competitor  responding  to  market  signals. 
Airbus  is  a  partnership  of  four  European  aerospace  companies, 
formed  by  the  governments  in  1969  under  French  law  as  a  GIE 
(Groupement  d'Interet  Economique).     Airbus  is  involved  in  conceptual 
product  design,  sales  and  product  support.     Responsibility  for 
engineering,  manufacturing,  and  assembly  rests  with  the  partners. 
As  a  partnership.     Airbus  does  not  report  financial  results  or 
recognize  profit  or  loss. 

According  to  a  study  commissioned  by  the  U.S.  Department  of 
Commerce,     the  Airbus  partners  have  received  over  $26  billion  in 
support  from  their  governments  to  launch,  produce,  and  market 


Airbus  airplanes.     The  four  partners  are  also  jointly  and  severally 
liable  for  Airbus'  debts.    Since  two  of  the  partners  (Aerospatiale  and 
CASA)  are  state-owned  enterprises.  Airbus  is  perceived  by  the 
financial  markets  as  a  sovereign  risk.    As  such,  it  is  able  to  borrow 
at  French  government  rates  and  pass  those  rates  on  to  U.S.  and  other 
airlines  through  direct  loans  or  guarantees.    This  is  a  competitive 
advantage  no  private  company  enjoys. 

This  is  not  a  theoretical  problem.    Airbus  Industrie  has  already  made 
serious  inroads  into  the  U.S.  maritet.    To  date,  138  Airbus  aircraft 
have  been  delivered  to  U.S.  airiines  and  304  more  are  on  order.    In 
addition  to  the  $8  million  per  plane  in  production  and  development 
supports  estimated  in  U.S.  Government  studies.  Airbus  has  also 
provided  financing  not  available  to  airiine  borrowers  in  the 
commercial  market.     This  has  contributed  to  Airbus'  successful 
penetration  of  the  U.S.  market. 

0    in  1991.  Airbus  made  direct  loans  available  to  several  U.S. 
airiines  that  procured  Airbus  aircraft.     In  consideration  of  an 
order  of  A320  aircraft  to  Northwest  Airiines.  Airbus  arranged 
for  Northwest  a  $500  million  general  purpose  loan  on  non- 
market  terms. 

0    Airbus  has  recently  offered  United  and  Delta  walkaway 
leases.    These  leases  allow  the  customer  to  use  the  plane  for  a 
certain  period  of  time;  they  cannot  be  arranged  in  the 
commercial  market  due  to  the  high  risk  involved. 

0    Use  of  European  official  export  financing  on  sales  into  the 
U.S.  market  has  again  been  threatened.    This  "home  market" 
financing  is  prohibited  under  a  1985  OECD  Financing 
Understanding.     The  reason  for  the  prohibition  is 
straightfonward  -  neither  the  U.S.  Eximbank  nor  U.S. 
manufacturers  can  offer  comparable  government  supported 
financing  on  sales  in  the  U.S.  market.    The  U.S.  Government 
should  continue  to  insist  that  this  prohibition  be  observed. 

o     Even  with  the  downturn  in  aircraft  orders  and  deliveries, 
Airbus  is  not  reducing  its  production  rates.     The  result  could 
well  be  continued  production  of  Airbus  airplanes  without 
buyers. 
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It  is  critical  that  the  Europeans  understand  that  neither  the  U.S. 
Government  nor  its  aircraft  industry  will  stand  on  the  sidelines  and 
allow  unfair  trade  practices  to  rob  us  of  our  market.       Specifically, 
we  urge  the  U.S.  Government  to  use  the  rights  obtained  in  last  year's 
bilateral  with  the  EC  to  obtain  information  which  will  allow  the  U.S. 
Government  to  determine  whether  Airbus  is  complying  with  all  of 
its    international    obligations. 

The  U.S.  Government  should  also  ensure  that,  as  required  by  the  GATT 
Aircraft  Code,  Airbus  prices  fully  reflect  the  recoupment  of  all 
costs,  airplanes  should  be  produced  only  in  response  to  customer 
demand,  and  new  programs  should  be  undertaken  only  in  response  to 
market  requirements.    In  the  meantime,  The  Boeing  Company  and  the 
U.S.  Government  must  reserve  their  GATT-sanctioned  rights  to 
enforce  existing  agreements  and  to  offset  the  effects  of  injurious 
dumping  or  subsidization  through  the  use  of  trade  actions. 

Mr.  Chairman,  I  hope  that  my  comments  have  been  helpful  in  shedding 
further  light  on  the  enormous  ramifications  to  Boeing  of  the 
financial  crisis  facing  U.S.  airlines  and  the  urgent  need  to  develop 
U.S.  Government  policies  that  will  restore  the  vitality  of  this 
critical  segment  of  the  U.S.  economy. 
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Mr.  Chairmem,  Members  of  the  Subcommittee,  thank  you  for 
giving  me,  on  behalf  of  the  employees  of  America  West  Airlines,  the 
opportunity  to  present  o\ir  views  on  the  financial  condition  of  the 
airline  industry. 

Over  the  past  few  years,  we  have  appeared  before  this 
Subcommittee  and  others  to  express  our  view  that  this  industry  was 
headed  for  serious  trouble.  Vibrant  competition  is  what  keeps  our 
industry  lean,  mean,  and  performing  in  the  public  interest. 

We  would  like  to  incorporate  by  reference  all  of  our 
previous  statements  regarding  the  barriers  to  entry  and  inhibitors 
of  competition.  To  truly  restore  this  industry  will  meem  an  effort 
in  that  arena.  Today,  however,  we  will  confine  our  remarks  to  the 
focus  of  this  particular  hearing. 

There  is  perhaps  only  one  consensus  eunong  all  involved  in 
the  airline  industry  over  the  nature  of  today's  acute  problem.  It 
is  one  of  overcapacity,  "too  many  seats  chasing  too  few  passen- 
gers." The  controversy  is  how  we  got  there  and  how  do  we  get  out. 
I  would  like  to  spend  a  few  moments  addressing  the  first  point  and 
then  I  will  give  you  our  views  on  the  latter. 

Simply  put,  it  is  our  view  that  the  Big  Three  (American, 
United  and  Delta)  created  the  overcapacity  crisis  by  ordering  more 
planes  than  the  traffic  would  bear  —  all  in  the  pursuit  of 
marketshare.  Upon  realizing  their  mistedce,  they  then  engaged  in 
marginal,  and,  arguably,  illogical  and  below-cost  pricing,  the  very 
thing  they  are  accusing  the  Chapter  11  carriers  of  doing  at  these 
hearings  and  in  other  forums. 
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Let  us  exeunine  capacity  changes  from  the  zenith  to  the 
trough  of  commercial  aviation.  In  1989,  the  Big  Three  recorded 
near-record  profits,  as  did  America  West.  Since  then,  three 
airlines  have  gone  out  of  business  (Eastern,  Midway  and  Pan  Am)  and 
three  airlines  have  entered  Chapter  11  bankruptcy  protection 
(America  West,  Continental  and  TWA).  By  1992,  as  a  result  of  the 
demise  of  the  first  group  and  the  restructuring  efforts  of  the 
second,  72.8  billion  ASMs  were  removed  from  the  system.  However, 
during  this  same  time  the  Big  Three  alone  not  only  replaced  this 
entire  loss,  but  they  added  nearly  50  percent  more,  for  a  total  of 
108.2  billion  ASMs.  So,  while  the  Big  Three  were  busy  complaining 
about  the  beinkrupt  carriers'  presence,  they  were  also  busy 
replacing  idled  capacity  one-  and  one-half  to  one.  This  hardly 
seems  to  be  the  way  to  solve  the  overcapacity  problem. 

To  put  this  in  perspective,  American  Airlines  and  United 
Airlines  each  added  the  equivalent  of  two  Eastern  Airlines,  or 
three  America  West's,  or  four  Alaska  Airlines  during  this  period. 
Delta  was  not  far  behind  this  pace.  In  aggregate,  the  Big  Three 
added  the  equivalent  of  a  United  Airlines.  This  equates  to  430 
jets  during  this  period. 

The  Big  Three  have  apparently  recognized  their  errors  in 
business  judgment  as  exemplified  by  their  massive  deferrals  and 
cancellations  of  existing  aircraft  orders  and  options. 

Capacity  is  only  part  of  the  revenue  equation  so  let's 
turn  to  the  question  of  pricing.  We  have  attached  a  series  of 
exhibits  to  our  testimony  in  this  regard.  As  you  noted  last  week, 
Mr.  Chairman,  if  a  carrier  is  in  financial  trouble,  it  is  in  its 
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interest  to  increase  revenue,  not  decrease  it.  Our  first  two 
exhibits  (#1,  #2)  look  at  fare  activity  over  the  course  of  the  last 
year.  These  show  that  it  was  the  Chapter  11  carriers  that  led  the 
pricing  increases  more  often  than  not,  and  only  when  it  comes  to 
decreases,  did  the  Big  Three  lead  the  way. 

Oxur  third  exhibit  (#3)  examines  revenue  for  1992.  As  you 
can  see,  industry  revenue  headed  down  in  April  and  dramatically 
declined  in  May,  continuing  for  the  duration  of  the  summer.  This 
had  nothing  to  do  with  any  Chapter  11  pricing  initiative.  It  is 
widely  acknowledged  that  American's  value  pricing  and  the  subse- 
quent half-price  sale  were  the  primary  culprits  behind  this 
development. 

Our  fourth  exhibit  (#4)  is  a  simple  chart  of  airline 
costs.  I  can  only  speeUc  for  America  West  when  I  say  that  banJcrupt- 
cy  has  had  no  positive  effect  on  our  ongoing  operating  and  net 
costs.  The  negative  impact  of  operating  in  bankruptcy  cannot  be 
overestimated.  Despite  what  has  been  said,  there  is  still  a 
profound  stigma  attached  to  it  which  bleeds  traffic  away.  You  must 
endure  a  constant  whispering  ceunpaign  from  your  rivals  regarding 
your  imminent  demise.  And  you  must  pay  for  a  significant  amount  of 
goods  and  services  up  front,  in  cash  (for  exeunple,  fuel  and 
advertising)  .  BanJcruptcy  does  allow  us  the  time  to  restructure  our 
obligations  in  order  to  provide  a  better  alternative  for  creditors, 
employees  and  consumers  than  would  be  available  under  a  liquida- 
tion, as  it  does  for  any  industry. 

Finally,  Mr.  Chairman,  as  exemplified  by  our  last  two 
exhibits  (#5,  #6) ,  if  Chapter  11  ceurriers  price  below  the  Big 
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Three,  it  is  often  simply  because  they  are  nore  efficient.  As 
these  charts  show,  the  costs  of  the  Chapter  11  carriers  are  lower 
than  those  of  the  Big  Three  by  a  wide  margin.  Once  again,  speaking 
for  America  West,  this  reflects  otir  very  young  fleet  of  airplanes, 
our  highly  productive  workforce,  some  better  ways  of  doing  business 
and  to  some  extent,  our  youthful  workforce.  Larger  airlines  are 
now  recognizing  the  importance  of  lower  costs  and  are  attempting  to 
do  so.  However,  despite  advantages  of  economies  of  scale  and 
scope,  they  have  not  yet  significantly  lowered  their  costs. 

Hopefully,  it  is  becoming  very  clear  that  everyone  in 
this  industry  has  made  misteOces,  including  those  in  government 
whose  responsibility  it  is  to  ensure  that  a  viable  and  competitive 
environment  exists.  We  admit  to  our  share  of  them.  What  is  not 
clear  is  why  the  75,000  employees  of  the  Chapter  11  carriers,  their 
feunilies,  their  suppliers,  the  taxpayers  of  the  cities  and  states 
in  which  they  reside,  should  be  made  to  shoulder  the  entire  burden 
of  these  misteJces.  It  is  easy  to  say,  "Let's  get  rid  of  the 
Chapter  11  carriers."  However,  to  truly  appreciate  the  impact  of 
that  statement,  the  proponents  should  say,  "Let's  unemploy  a  few 
hundred  thousand  more  people,  and  let's  strain  the  state  budgets 
and  social  services  of  not  only  Arizona  and  Nevada,  but  also 
Missouri  and  Colorado,  New  Jersey  and  California,  and  numerous 
other  states  and  locales."  Seen  in  this  light,  it  is  hard  to 
comprehend  that  the  solution  lies  in  inflicting  fxurther  pain  on 
those  who  have  been  doing  so  much  self-help  to  survive. 

What  then  should  be  done  to  assist  our  industry  through 
this  crisis?  We  believe  that  three  actions  are  needed.  First  and 
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foremost,  and  probably  the  most  difficult,  is  a  sustained  and 
meaningful  economic  recovery.  We  applaud  the  President  on  his 
effort  to  bring  aibout  real  deficit  reduction.  I  believe  everyone 
recognizes  that  something  meaningful  must  be  done  if  we  are  to  have 
a  strong  economy  in  the  future. 

Secondly,  I  refer  back  to  the  opening  of  my  remarks  and 
my  statement  about  anti-competitive  practices  in  the  industry. 
Competition  helps  an  industry  perform  at  its  pesJc.  I  eun  eunazed 
that  some  in  the  past  and  those  in  the  present  who  advocate  more 
concentration  in  the  industry  are  never  challenged  to  statistically 
demonstrate  the  efficiencies  created  by  fewer  competitors.  If  that 
were  true,  costs  would  be  coming  down,  not  going  up  as  they  have 
been  for  the  last  few  years  in  light  of  the  massive  consolidation 
which  has  already  occurred. 

Third,  I  would  urge  you  not  to  inhibit  us  in  our  effoirts 
at  self-help.  Too  little  of  our  income  finds  its  way  into  our 
pockets.  Ten  percent  of  the  price  of  a  ticket  goes  to  the  federal 
government  in  the  form  of  an  excise  tax,  20%  of  which  was  earmarked 
in  1990  specifically  for  deficit  reduction.  I  ask  you,  what  other 
industry  pays  2%  of  their  income  off  the  top  for  deficit  reduction? 
In  addition,  the  other  80%  of  the  tax  is  not  totally  being  used  for 
its  intended  purpose.  There  is  a  $7.5  billion  surplus  in  the 
Aviation  Trust  Fund.   Why? 

We  must  also  look  at  passenger  facility  charges  (PFCs) . 
If  each  airport  imposes  one,  which  appears  where  we  are  headed, 
that's  $3  per  coupon  and  our  average  coupon  ticket  price  is  $100. 
That's  another  3%  to  local  government. 
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And  then,  there  is  the  energy  tax  proposal  which  has  been 
conservatively  estimated  at  another  2%.  Since  the  airline  industry 
cannot  fuel  switch,  we  are  right  in  the  crosshairs  with  nowhere  to 
go.  We  have  been  unable  to  pass  on  the  PFCs  so  it  is  likely  we 
will  have  a  hard  tine  passing  on  this  tax.  All  of  this  adds  up, 
very  conservatively,  to  15%  of  our  income  that  never  reaches  us. 
This  does  not  include  the  cost  of  rules  and  regulations. 

we  understand  the  necessity  for  all  of  us  to  do  more  if 
we  are  to  restore  our  nation's  economy.  W*  may  be  willing  to 
support  a  broad  based  tax  with  relief  else%fhere.  Ibat  means 
returning  the  excise  tax  to  its  original  purpose.  Stricter 
controls  on  PFCs.  And  a  more  thorough  analysis  of  the  cost  of 
rules  and  regulations  (50%  random  testing  of  flight  crews  for  drugs 
and  alcohol  is  a  good  example  of  this  -  there  simply  is  no 
statistical  justification  for  it) . 

America  West  recognizes  and  supports  the  modernization 
efforts  in  air  traffic  control,  a  safe  and  seciire  system,  and  the 
development  of  an  adequate  airport  infrastructure  for  the  future. 
However,  all  of  these  things  require  a  healthy  airline  industry  if 
they  are  to  be  of  value  to  the  taxpaying  public.  I  believe  we  have 
gotten  ahead  of  ourselves  in  certain  instances,  and  we  need  to  all 
work  together  on  these  areas  to  achieve  the  desired  end  product. 

Finally,  while  there  are  a  few  airlines  that  currently 
have  access  to  conventional  financing,  their  numbers  are  on  the 
decline,  and  any  access  is  becoming  more  difficult.  Foreign 
capital,  more  specifically,  foreign  airline  capital,  might  play  a 
useful  role  in  maintaining  competition  domestically.  We  have  la%rs 
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and  long-established  precedents  to  guide  us  in  evaluating  this 
subject.  We  see  no  need  to  throw  all  of  this  out  the  window  while 
considering  possible  changes  in  this  area.  We  do  not  support  a 
moratorium  of  any  kind  in  the  field  of  foreign  investment. 

On  behalf  of  America  West,  I  endorse  pending  legislation 
to  form  an  independent  commission  to  study  all  facets  of  this 
industry  and  promptly  report  back  to  Congress  and  the  President  on 
solutions  to  owe  problems.  I  am  confident  that  a  thorough, 
unbiased  review  of  this  type  will  be  fully  consistent  with  my 
testimony  today  emd  in  the  past. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  applaud 
and  encourage  your  efforts  to  ensure  a  financially  stable  and 
competitive  industry  over  the  long  term.  Breaking  the  gridlock 
seems  to  be  in  vogue  these  days  and  rightly  so.  Problems  have  been 
recognized,  solutions  identified,  but  the  political  will  to  move 
forward  has  been  lacking.  For  the  sake  of  the  entire  civilian 
aerospace  industry  and  the  traveling  public,  I  hope  this  will 
change  soon. 
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PRINCIPAL  FAKE  ACITVITY  (JANUARY  1992  -  FEBRUARY  1993)*^ 


Exhibit    1 


DECREASES 


Date 

InftUtfrog 

Airiine 

Action 

April 

American 

Value  Piicing. 

May 

American  &.  others 

Various  one-way  discounted  fares  introduced 
which  wrm  mafched  by  AA  dropping  full  Y 
feie.^ 

May 

Northwest 

Free  companion. 

May 

American 

Half-price  sale. 

July 

Continental 

fJirmmrr  (alft. 

July 

Delia 

Advancr;  fall  sale. 

August 

Continental 

Coupon  fares. 

August 

Northwest 

Extended  coupon  ^les. 

October 

Continental 

Fall  sale. 

November 

Northwest 

Winter  sale. 

December 

Continental 

Winter  sale. 

January 

Northwest 

Group  fares. 

January 

Delta 

Reductions  to  match  group  feres  for 
individuals. 

Februaiy 

Northwest 

Late  winter  sale. 

%  of  decrease  actions  initiated  by  Charter  1 1  airlines        29% 
%  of  decreases  inrTlated  by  "Big  3"  36% 


"   Based  on  Boston  -  Los  Angeles  and  San  Francisco  -  Baltimore  markets.  Typical  maricets 
served  by  diiea  or  connecting  services  of  multiple  airlines. 

^    Various  fine-tuning  (up  and  down  occurred  in  this  time  ficame). 
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PRINCIPAL  FARE  ACTIVITY  (JANUARY  1992  -  FEBRUARY  1993)" 


Exhibit  2 


INCREASES 


Date 


Initiating  Airiine 


Action 


January 

United 

February 

United 

March 

America  West 

July 

USAir 

September 

Continental 

October 

Continental 

November 

America  West 

December 

United 

December 

USAir 

December 

America  West 

January 

America  West 

February 

America  West 

Across-the-board  increase. 
Raise  off-peak  excursions  to  peak  levels. 
Excursion  fare  increase. 
Across-the-board  increase. 
Across-the-board  increase. 
Normal  economy  fare  increase. 
Normal  economy  fare  increase. 
Normal  economy  fare  increase. 
Normal  economy  fare  increase. 
Increase  in  excursion  fares.^ 
Increase  in  excursion  fares^ 
Increase  in  excursion  fares.^ 


%  of  increase  actions  initiated  by  Chapter  1 1  airlines         58% 
%  of  increases  initiated  by  "Big  3"  25% 

Notes:  1)  Most  de  facto  fare  increases  were  not  initiated  by  particular  air  carriers,  but 
resulted  from  expiration  of  limited  duration  discounts.  These  are  not  shown  in 
above  chart. 

2)         Various  other  attempts  to  increase  fares  were  not  successful  due  to  competitive 
factors  (i.e.,  primarily  weak  demand  relative  to  capacity). 


"  Based  on  Boston  -  Los  Angeles  and  San  Francisco  -  Baltimore  markets.  Typical  markets 
served  by  direct  or  connecting  services  of  multiple  airlines. 

^  While  these  fares  represent  decreases  relative  to  in-place  fares,  the  in-place  fares  were 
never  used  as  "selling  fares"  for  extended  time  periods.  These  fares  represent  increases 
relative  to  recently  expired  selling  fares. 
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Percent  Change  (1991-92) 


Exhibit   3 
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Exhibit  4 


Unit  Operating  Cost  Comparison  (YE  9/92) 


Operating 

Total 

Carrier 

Cost/ASM 

Cott/ASM 

US 

10.56 

10.74 

UA 

9.69 

9.64 

DL 

9.51 

9.32 

NW 

9.35 

9.20 

AA 

8.95 

9.13 

7W 

8.75 

8.56 

CX) 

8.00 

7.93 

HP 

7.11 

7.46 

WN 

6.97 

7.29 

U.S.  Majors 

9.16 

9.15 

Chapter  1 1 

8.13 

8.08 

NorvChapter  1 1 

9.40 

9.40 

Big-3 

9.37 

9.36 

Note:  Chapter  1 1  irKludes  HP,  CO  and  TW. 


Source:  U.S.  DOT  Form  41 


652 


Operating  Cost  per  ASM  (Cents) 
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Operating  Cost  per  ASM  (Cents) 
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TESTIMONY  OF 

THOMAS  M.  CULLIGAN 

BEFORE  THE  AVIATION  SUBCOMMITTEE 
OF  THE  COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

Mr.  Chairman,  I  am  Tom  Culligan,  a  corporate  Vice  President  with 
McDonnell  Douglas.     First,  I  wish  to  express  my  gratitude  for  the  excellent 
work  this  subcommittee  has  done  over  the  years  for  the  commercial 
aviation  industry,  especially  with  regard  to  the  aging  aircraft  fleet.     This 
work  has  been  extremely  worthwhile  and  a  benefit  to  the  traveling  public. 

Mr.  Chairman,  the  civil  aircraft  manufacturing  industry  has  not  been 
immune  to  the  problems  of  the  world  economy  in  general  or  to  the 
problems  of  our  customers,  the  airlines.    Our  industry  has  been  buffeted  by 
a  severe  drop  in  orders  and  a  high  number  of  outright  cancellations  and 
deferments  of  aircraft  previously  scheduled  for  delivery.     As  economic 
pressures  continue  to  beset  the  airline  industry,  we  must  respond  to  our 
customers'  needs  to  help  them  lower  their  costs  by  providing  high  quality, 
efficient  aircraft  which  can  earn  them  profits.     However,  we  the 
manufacturer,  must  also  make  a  profit  so  that  we  can  continue  to  invest 
in  order  to  design,  develop  and  produce  top  quality  aircraft.    Our  two 
industries  are  inexorably  linked.     It  is  essential  for  our  customers  to  be 
profitable  for  us  to  be  profitable. 

We  at  McDonnell  Douglas  applaud  the  recently  announced  legislation 
to  create  a  commission  to  study  ways  to  bolster  the  ailing  aviation 
industry  and  are  hopeful  that  the  study  will  yield  beneficial  results. 
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You  have  previously  heard  from  panels  concerning  the  problems 
facing  the  airline  industry.     I  would  like  to  briefly  summarize  some  of  the 
major  issues  f\^cDonnel!  Douglas  sees  affecting  our  industry.    These  issues 
directly  impact  our  ability  to  remain  competitive  and  provide  well  paid, 
highly  skilled  jobs  while  continuing  to  provide  the  airlines  and  the 
traveling  public  with  the  best  possible  products. 

The    ExDort-lmport    Bank    (Eximbank^ 

•  Eximbank's  ability  to  provide  support  is  limited  by:  an  annual  budget 
($15.5B  in  FY93);  a  subsidy  calculation  which  determines  the  cost  of 
the  support  ($757M  in  FY93);  the  Large  Aircraft  Sector 
Understanding  (between  the  U.S.  and  the  Airbus  consortium's  Export 
Credit  Agencies);  and  an  Aircraft  Matrix. 

•  We  recommend  the  following:  increase  Eximbank's  fiscal  year  loan 
guarantee  to  a  minimum  of  $208  and  the  subsidy  element  to  $18; 
establish  a  dedicated  aerospace  division  with  significantly  greater 
resources  and  staff;  be  more  flexible  with  regard  to  the  Aircraft 
Matrix;  and  consider  the  "risk-reward"  tradeoff  in  loan  decisions. 

•  To  provide  financing  support  to  U.S.  domestic  airlines  and  high 
technology  aerospace  industries,  we  recommend  creation  of  a  High 
Technology  Insurance  Corporation  (HTIC),  which  would  operate  along 
the  lines  of  the  FDIC.    U.S.  Government  guarantees  could  be  utilized 
to  induce  pension  funds  and  other  large  asset  holders  to  provide 
funding  to  U.S.  airlines  and  aerospace  companies. 
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lax Initiatives 

We  strongly  support  permanent  investment  tax  credits  for  large  and 
small  corporations  to  induce  investment  and  promote  economic 
growth  for  our  capital  intensive  industry.     We  do  not  think  that  an 
"incremental  increase"  requirement  should  be  imposed. 

We  support  the  President's  proposal  to  modify  the  alternative 
minimum  tax  depreciation  schedule  for  capital  intensive  industries. 

We  strongly  support  extending  the  R&D  tax  credit  as  an  incentive  to 
creating  new  technology  and  to  facilitate  the  orderly  transition  of 
employment  from  defense  to  commercial  activities. 

NASA   Aeronautics   R&D 

Support  for  the  NASA  Aeronautics  R&D  budget  (4.2%  of  total)  is 
critical  to  the  development  of  new  technologies  which  will  make  our 
next  generation  aircraft  quieter,   more  fuel-efficient  and  safer,  and 
allow  our  industry  to  remain  competitive  in  the  subsonic  a/c  market. 

We  support  the  President's  recommendation  for  increased  funding 
for  construction  and  maintenance  of  NASA's  aeronautics  facilities, 
(wind  tunnels,  supercomputers,  etc.)  and  the  development  of  a 
dedicated  test-bed  aircraft  for  R&D.    We  recommend  an  increase  in 
NASA's  1992  Advanced  Subsonic  Technology  initiative,  and  support 
continuing  the  Advanced  Technology  Composites  program. 
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•  U.S.  commercial  aircraft  and  engine  manufacturers  are  conducting 
conceptual  studies  on  the  High  Speed  Civil  Transport  (HSCT),  which 
will  require  investments  in  technology  development  in  the  range  of 
$3-5B.     The  USG  should  maintain  its  position  that  the  domestic 
development  and  production  of  the  High  Speed  Civil  Transport  is  a 
high  priority  initiative.    We  are  encouraged  to  see  a  $550M  funding 
increase  in  President  Clinton's  budget  plan  for  the  FY94-7  four  year 
period  in  this  area  and  believe  that  Congress  should  appropriate  the 
$3  billion  in  development  funds  required  over  the  next  six  years. 

Most    Favored    Nation   Trading    Status   for   China 

•  If  China  should  lose  its  MFN  status,  or  be  subjected  to  conditions,  it 
could  jeopardize  billions  of  dollars  of  annual  U.S.  exports  and  could 
affect  up  to  $9  billion  worth  of  MD's  commercial  aircraft  business. 
Non-trade  related  differences  between  the  U.S.  and  China  should  be 
addressed  within  the  sector  where  the  dispute  exists.     Making  MFN 
conditional  would  only  serve  to  place  the  burden  on  the  backs  of 
American  workers  and  cut  off  exports. 

Equity    Partnerships 

•  U.S.  airframe  manufacturers  have  been  forced  to  compete  with  a 
heavily  subsidized  Airbus  Consortium  since  1968.     After  twenty 
years  of  development  and  approximately  $26  billion  in  subsidies. 
Airbus  sells  a  complete  "family"  of  five  different  commercial 
transports.     McDonnell  Douglas  is  currently  competing  in  the  global 
market  with  models  in  just  two  market  segments,  the  narrow-body 
MD-80/90  series  and  the  wide-body,  three-engine  MD-11. 
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•  Last  year  we  contemplated  the  development  of  a  jumbo,  four-engine 
passenger  aircraft.    To  reduce  financial  risk  and  enhance  MD's 
position  in  the  Asia/Pacific  market,  we  pursued  a  partnership  with 
the  Taiwan  Aerospace  Corporation.     Progress  on  this  initiative  has 
slowed;  however,  we  continue  to  discuss  business  opportunities 
with  potential  partners  around  the  world.    The  USG  must  ensure  that 
the  Exon-Florio  law  and  other  laws  and  regulations  do  not  preclude 
U.S.  industry's  ability  to  actively  pursue  equity  partnerships,  both 
domestic  and  foreign. 

Multilateralization    of    the    U.S.-EC    Agreement 

•  Last  July,  the  U.S.  and  the  EC  reached  formal  agreement  to  discipline 
government  subsidies  to  the  aerospace  industry.    We  viewed  this 
action  as  a  "reasonable  first  step"  .     Multilateralization  of  the 
agreement  is  now  undenway  and  we  desire  and  expect  it  to  be  even 
more  effective  as  a  result. 

Summary 

McDonnell  Douglas  wishes  to  work  closely  with  the  Congress  and  the 
new  Administration  to  ensure  that  the  competitiveness  of  the  U.S. 
aerospace  industry  is  dramatically  enhanced.    We  also  want  to  ensure  that 
the  aerospace  industrial  base  of  our  nation  and  the  associated  high- 
technology  jobs  are  preserved.    The  United  States  can  ill-afford  to  lose  its 
competitive  advantage  in  this  area.    We  appreciate  the*  subcommittee's 
efforts  in  reviewing  the  issues  facing  our  industry  today  and  would  be 
pleased  to  work  with  you  in  addressing  these  critical  areas. 
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Good  morning,  Mr.  Chairman  and  Members  of  the 
Subcommittee.   I  am  John  Dasburg,  President  and  Chief  Executive 
Officer  of  Northwest  Airlines.   I  appreciate  the  opportunity  to 
testify  today. 

These  hearings  could  not  have  come  at  a  more  important  time 
in  the  history  of  our  industry,  and  in  the  history  of  the 
nation.   Last  week.  President  Clinton  announced  a  bold  set  of 
initiatives  to  restore  our  country's  fundamental  economic 
health.   The  President  has  called  for  shared  sacrifice  for  the 
common  good.   As  the  President  has  noted,  a  fundamental  premise 
of  shared  sacrifice  is  fairness  —  each  of  us  must  be  willing 
to  give  according  to  our  ability. 

Very  frankly,  Mr.  Chairman,  after  three  years  of  the  worst 
financial  battering  ever  to  plague  any  U.S.  industry,  the 
airline  industry's  ability  to  give  is  exhausted.   Our  potential 
to  give  and  contribute  to  the  economic  rebirth  of  our  nation  in 
the  years  ahead,  however,  is  enormous.   We  look  forward  to  the 
day  that  our  industry  has  recovered  sufficiently  to  do  this. 

How  quickly  we  are  able  to  rebound  from  our  current 
problems  and  realize  that  potential  will  depend  to  a  great 
extent  on  the  actions  of  this  Congress  and  the  Administration 
in  the  next  few  months.  My  testimony  today  proposes  a  change 
in  government  policy  that  would,  if  enacted,  help  place  the 
airline  industry  on  a  sound  economic  footing  and  in  a  position 
to  make  the  critical  contribution  to  the  nation's  welfare  that 
is  expected  by  society  from  this  essential  industry. 
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Our  proposal  is  that  airlines  be  permitted  to  offset  their 
obligation  to  pay  the  ten  percent  ticket  tax  and  six  and  a 
quarter  percent  cargo  tax  with  net  operating  losses  incurred 
this  year,  and  in  past  years,  and  that  in  addition,  no  new 
taxes  be  imposed  on  our  industry  until  it  returns  to 
profitability.   I  can  tell  you  with  confidence  that  if  this 
proposal  is  enacted,  you  will  see  a  dramatic  improvement  in  the 
fortunes  of  all  airlines. 

The  remainder  of  this  statement  discusses  the  logic  of  this 
proposal,  and  how  it  fits  into  the  President's  overall  program 
for  economic  recovery. 

President  Clinton's  program  for  economic  revival  calls  for 
those  who  are  already  well-off  to  sacrifice  more  than  those  who 
are  less  well-off.   Citizens  who  are  down  and  out  are  not  being 
asked  to  sacrifice  at  all.   This  is  as  it  should  be. 

We  support  the  major  elements  of  the  President's  plan.   We 
endorse  raising  the  corporate  income  tax;  we  endorse  capping 
the  deduction  for  corporate  salaries  at  $1  million;  we  endorse 
eliminating  the  deductibility  of  lobbying  expenses;  and  we 
endorse  expanding  the  earned  income  tax  credit  for  low  income 
citizens. 

As  I  urged  President  Clinton  on  Monday,  however,  we  ask 
that  the  government  recognize  that  the  airline  industry  today 
is  essentially  below  the  poverty  level.   We  have  lost  $10 
billion  in  the  past  three  years.   Airlines  simply  cannot  afford 
to  make  any  sacrifice  at  this  time.   We  cannot  afford  a  new 
fuel  tax,  no  matter  what  the  formula,  and  we  cannot  afford  to 
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pay  other  federal  taxes  that  are  imposed  regardless  of  our 
ability  to  pay. 

NWA  has  suffered  in  excess  of  $1.68  billion  in  after-tax 
losses  over  the  past  three  years  (and  $1.5  billion  over  the 
past  five  years) .   In  spite  of  our  losses,  we  have  continued  to 
pay  enormous  sums  of  taxes  to  the  federal  treasury.   We  are 
asking  for  relief  from  this  destructive  and  fundamentally 
unfair  situation. 

In  making  this  request,  we  are  not  asking  for  special 
treatment  from  our  government.   Rather,  we  are  asking  for  the 
termination  of  special  treatment  that  has  brought  us  to  the 
brink  of  financial  ruin. 

A  review  of  NWA's  recent  financial  results  discloses  the 
following  staggering  economic  facts: 

*  Between  1990  and  1992,  our  domestic  operating  revenues 
rose  3.86%,  but  our  federal  transportation  excise  tax 
payments  increased  42.02%. 

*  During  this  same  3  year  period,  our  after-tax  losses 
totalled  some  $1.68  billion,  but  we  actually  paid 
$1.04  billion  in  federal  transportation  excise  taxes. 

*  Over  the  five  years  from  1988-92,  NWA's  losses  were 
$1.48  billion,  but  NWA  paid  $1.55  billion  in 
transportation  excise  taxes  to  the  federal  government. 

We  are  not  seeking  to  avoid  paying  taxes  generally 

applicable  to  all  industry.   We  assured  the  President  that  we 

are  willing  to  do  our  fair  share.   We  are  instead  asking  the 

Congress,  as  we  asked  the  President,  for  the  ability  to  offset 

our  federal  transportation  excise  tax  liability  with  net 

operating  losses  (NOLs)  to  restore  a  sense  of  fundamental 

fairness  to  the  tax  system  applicable  to  airlines. 
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Under  the  income  tax  regime,  if  a  company  suffers  a  net 
operating  loss,  it  presently  is  permitted  to  file  for  refunds 
of  taxes  previously  paid,  if  any,  in  the  three  preceding 
years.   If  there  are  excess  NOLs  after  this  refiling,  then  the 
company  is  permitted  to  carry  them  forward  in  future  years,  to 
offset  income  tax  liability  in  those  years  as  well.   NOLs  can 
be  ceurried  forward  for  up  to  15  years  until  they  are  all  used 
up. 

Airlines  have  this  right  as  well,  but  unfortunately,  they 
are  not  yet  earning  any  income  which  could  be  offset  by 
accumulated  NOL  carry- forwards  on  their  corporate  income  tax 
returns.   Instead,  airlines  keep  piling  up  more  NOLs  as  they 
keep  losing  money,  and  all  the  while,  they  keep  paying  enormous 
sums  in  taxes  to  the  federal  treasury  in  the  form  of  the 
airline  transportation  excise  taxes.   Unfortunately,  the  way 
the  tax  system  now  is  set  up,  the  NOLs  thus  far  accumulated 
cannot  be  used  to  offset  ticket  tax  liability  and  the 
corresponding  cargo  tax,  only  income  tax  liability.   This  is 
what  we  are  asking  be  changed. 

The  10%  excise  tax  paid  on  airline  tickets  is  a  unique 
federal  tax  targeted  specifically  at  our  nation's  airlines,  an 
industry  that  has  suffered  more  financial  hardship  in  the  last 
three  years  than  perhaps  any  industry  in  this  country. 

Let  me  try  to  put  this  into  perspective  by  describing  our 
own  experience  at  NWA.   In  1992,  NWA  suffered  an  after-tax 
operating  loss  of  $405.1  million.   That  same  year,  we  paid  in 
excess  of  $391.4  million  in  ticket  and  cargo  excise  taxes  and 
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other  non-income  taxes  to  the  federal  government.   (We  also 
paid  $51.2  million  that  year  to  the  federal  government  in  other 
excise  taxes,  such  as  customs  and  immigration  fees,  APHIS 
charges,  etc.)   If  federal  tax  policy  in  the  airline  industry 
corresponded  to  fundamental  national  tax  policy,  which  imposes 
taxes  only  on  those  who  can  afford  to  pay,  we  would  have  been 
relieved  outright  of  the  obligation  to  pay  all  such  taxes. 

In  1992,  Northwest  also  paid  another  $106  million  to 
various  states,  cities  and  municipalities  for  such  items  as 
sale  and  use  taxes,  fuel  taxes,  property  taxes,  liquor  and 
other  miscellaneous  taxes.   We  also  paid  PFCs  of  $14.7  million, 
an  amount  we  estimate  will  grow  to  some  $70  million  in  1993  as 
these  federally  approved  charges  proliferate. 

Overall,  for  1992,  our  total  tax  burden  was  approximately 
$583.5  million,  this  in  a  year  when  we  lost  a  total  of  $1.06 
billion. 

The  intent  of  the  Congress  in  imposing  the  transportation 
excise  taxes  and  PFCs  was  to  impose  them  on  passengers,  not 
airlines.   But  when  economic  conditions  prevent  us  from 
charging  enough  to  cover  our  fully  allocated  costs,  it 
necessarily  follows  that  we,  not  our  customers,  are  paying 
these  taxes. 

If  we  could  raise  our  fares  sufficiently  to  cover  our 
costs,  we  would  do  so.   Our  costs  do  not  determine  what  our 
fares  are,  however.   Customer  demand  dictates  our  fare  levels, 
and  the  Persian  Gulf  war  and  the  recession  have  dampened  demand 
to  the  point  that  we  have  been  unable  to  recover  our  costs  for 
three  straight  years. 
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Federal  excise  taxes,  and  PFCs,  which  must  be  paid 
regardless  whether  we  are  profitable  or  not,  are  functionally 
no  different  than  any  other  cost  we  must  cover.   We  must  charge 
enough  to  cover  the  cost  of  federal  excise  taxes  no  less  than 
the  cost  of  our  labor  or  fuel,  but  stubbornly  soft  consumer 
demand  continues  to  prevent  us  from  doing  so. 

For  example,  in  the  three  years  1990-1992,  we  paid  $1.19 
billion  in  total  federal  excise  taxes  (including 
customs/ immigration  fees  and  APHIS  charges).   Of  that  $1.19 
billion,  $161.3  million  consisted  of  new  taxes  imposed  since 
1990  —  a  period  when  we  have  been  gasping  for  our  financial 
breath.   We  paid  these  taxes  first  with  stockholder  equity,  and 
when  that  ran  out,  by  borrowing.   Federal  excise  taxes  alone 
essentially  have  destroyed  our  equity  base.   Paying  these  taxes 
has  left  us  destitute. 

In  the  last  three  years,  the  airlines  have  paid  into  the 
trust  fund  approximately  $15  billion  in  ticket  taxes.   In  that 
same  time,  the  trust  fund  on  average  has  had  a  balance  of  more 
than  $15  billion,  of  which  $5.3  billion  currently  is 
uncommitted  surplus.   If  payments  into  the  trust  fund  are 
interrupted  temporarily  while  airlines  are  permitted  to  offset 
payments  with  NOLs,  it  seems  unlikely  that  any  truly  necessary 
project  dependent  on  funding  from  the  trust  fund  would  be 
threatened.   This  is  particularly  true  in  light  of  the  fact 
that  local  airport  authorities  now  have  access  to  PFC  revenues, 
and  do  not  need  to  rely  exclusively  on  trust  fund  revenues  for 
construction  projects.   The  FAA  already  has  authorized  81 
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airports  to  collect  in  excess  of  $5.9  billion  in  PFCs,  and  an 
additional  $5.3  billion  in  PFCs  now  is  in  the  approval  process 
for  67  additional  airports. 

In  any  event,  there  is  simply  no  point  in  collecting  taxes 
today  to  build  air  transportation  infrastructure  for  tomorrow 
when  the  airlines  for  whom  the  facilities  are  being  built  are 
being  destroyed  in  the  process. 

Moreover,  in  the  past  two  years,  approximately  $2  billion 
of  the  excise  taxes  paid  by  the  airlines  to  the  federal 
government  have  not  even  gone  into  the  trust  fund  for  aviation 
related  purposes;  instead,  this  $2  billion  went  into  the 
general  treasury  for  federal  deficit  reduction  purposes. 

Clearly,  we  have  paid  far  more  than  the  government  has  been 
able  to  spend.   There  simply  is  no  reason  to  keep  collecting 
these  taxes  from  the  nation's  impoverished  airlines  in  these 
circumstances . 

Allowing  airlines  to  offset  excise  tax  payments  with  NOLs 
will  insure  that  no  carrier  would  be  required  to  pay  this  tax 
until  it  had  sufficient  income.   Under  this  idea,  carriers 
would  be  able  to  use  all  NOLs  to  offset  the  excise  tax,  past  as 
well  as  current. 

If  Northwest  could  use  NOLs  to  offset  federal  excise  taxes, 
we  would  be  looking  forward  to  a  break-even  year  in  1993  —  we 
might  even  turn  a  profit.   We  would  be  able  to  save  jobs 
currently  at  risk,  improve  our  capital  expenditures  and  provide 
more  funds  to  better  serve  our  customers  and  the  communities 
that  are  dependent  on  our  air  service.   And  our  long  term 
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future  would  be  greatly  improved.   The  same  would  be  true  for 
virtually  every  United  States  airline. 

Just  as  important  for  what  NOL  offsets  would  do  for  the 
airlines  is  what  they  would  not  do  to  the  federal  deficit  — 
they  would  not  increase  it.   President  Clinton  is  approaching 
deficit  reduction  over  a  five  year  time  horizon.   In  that  time 
frame,  the  President  is  willing  to  tolerate  a  short  term 
increase  in  the  deficit  to  stimulate  the  economy  if  combined 
with  aggressive  deficit  reduction  actions  in  the  following  four 
years. 

Northwest's  NOL  offset  proposal  is  a  mirror  image  of  the 
President's  formula  for  economic  recovery.   While  NOL  offset 
would  reduce  federal  tax  receipts  from  airlines  in  the  short 
term  as  airlines  offset  excise  tax  payments  with  NOL 
write-offs,  over  the  course  of  five  years,  use  of  NOLs  to 
offset  excise  taxes  would  be  revenue  neutral,  and  might  even  be 
revenue  positive. 

This  is  because  NOLs  already  are  offsets  to  income  tax 
liability  in  future  years  when  companies  return  to 
profitability.   Even  the  airlines  eventually  will  return  to 
profitability.   The  federal  government  receives  no  regular 
income  tax  from  companies  that  have  lost  money  in  the  past 
until  all  their  regular  NOLs  are  burned  off.   If  the  airlines 
are  permitted  to  utilize  NOLs  now  as  offsets  against  the  excise 
tax  —  at  a  time  when  they  desperately  need  the  help  —  the 
NOLs  will  be  used  up  much  earlier  and  the  airlines  will  pay 
income  taxes  far  earlier  than  otherwise  would  have  occurred. 
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Thus,  the  government  comes  out  even  over  the  long  term,  but  by 
permitting  us  to  get  the  benefit  of  the  NOLs  earlier  rather 
than  later,  the  country  will  have  preserved  several  airlines 
that  otherwise  would  have  failed,  thereby  preserving  jobs,  and 
avoiding  unemployment  and  welfare  expense  for  the  employees  who 
otherwise  would  have  lost  their  jobs. 

There  are  other  actions  the  Congress  could  take  that  would 
help  the  industry.   Liberalization  of  foreign  investment  rules 
is  long  overdue,  and  the  government  as  a  whole  could  show 
greater  restraint  in  introducing  new,  expensive  regulations. 
We  believe,  however,  that  it  behooves  us  all  to  settle  upon  one 
action  the  federal  government  could  take  that  would,  without 
question,  produce  significant  and  immediate  benefits  for  this 
suffering  industry,  without  doing  violence  to  the  federal 
budget.   Mr.  Chairman,  the  proposal  I  have  made  today  meets 
these  criteria.   We  strongly  recommend  its  immediate 
consideration  and  enactment  by  the  Congress. 

Thank  you  for  giving  Northwest  the  opportunity  to  be  here 
today,  and  share  with  you  our  thoughts.   We  know  you  care  as 
deeply  about  the  health  of  our  industry  as  we  do.   I  will  be 
pleased  to  take  any  questions  the  Subcommittee  may  have. 
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NACA  and  its  member  carriers  appreciate  this  opportunity  to 
present  our  views  on  the  health  of  the  U.S.  air  carrier  industry. 

As  you  will  recall,  we  appeared  before  your  committee  in  1989  and 
1991  addressing  many  of  the  problems  that  faced  the  industry  at 
that  time.  Some  of  those  problems  continue  today  and  are  still 
in  need  of  redress. 

In  1989  and  again  in  1991  the  major  problems  confronting  the 
industry  stemmed  from  consolidations  within  the  industry, 
leveraged  buyouts  and  expansion  of  the  domestic  carriers  into 
the  international  field. 

The  experience  of  the  mega  carriers  who  expanded  so  rapidly 

through  consolidations  and  acquisitions  has  adversely  impacted 

our  international  arrangements  --  bilaterals  --  with  several  of 
oar  European  partners  who  see'x  capacity  limitations  as  a  result 
of  the  perceived  threat  of  domination  by  the  mega  carrier 
interests.  France  and  Germany  are  two  of  the  notable  examples. 
In  zne  Pacific,  Japan  is  also  raising  grave  concerns  and  the 
U.K.  is  attempting  through  acquisition  to  blunt  their  domination 
while  refusing  to  negotiate  a  more  liberal  agreement. 


The  financial  plight  of  the  mega  carriers,  coupled  with  the 
losses  being  sustained  by  other  domestic  and  international 
carriers,  some  already  in  bankruptcy,  depicts  indeed  a  bleak  view 
of  our  air  transportation  industry  which  adversely  affects  the 
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economy  of  the  country  by  reason  of  substantial  scale-backs, 

furloughing  and  termination  of  thousands  of  employees. 

The  smaller  carriers  represented  by  NACA,  some  of  whom  are  with 
me  today,  naturally  suffer  from  the  fallout. 

These  smaller  carriers  have  a  mixed  financial  picture  to  report 
with  some  producing  profits  in  their  managed  programs  and  others 
suffering  losses  because  of  the  curtailment  of  government 
spending,  the  recession,  as  well  as  competition  from  foreign 
sources . 

Each  of  the  carriers  with  me  today  will  present  its  own  report, 
findings  and  recommendations.   I  will  provide  an  overview  from 

the  sm.aller  carrier  vantage  point,  seek  to  answer  the  questions 
you  have  raised  in  your  issue  paper  and  provide  some  recommenda- 
tions which  we  believe  are  essential  in  order  to  provide  a  viable 
air  transportation  system  for  the  economy  of  the  country  as  well 
as  for  the  national  defense. 

As  you  know,  Mr.  Chairman,  from  our  past  testimony  the  NACA 
carriers  provided  substantial  support  to  our  government  and 
defense  interests  in  connection  with  Desert  Shield/Desert  Storm. 
They  also  have  provided  the  majority  of  support  in  connection 
with  "Project  Restore  Hope"  in  Somalia.  From  a  civil  carrier 
standpoint,  the  NACA  carriers  and  other  charter  operators  are 
always  the  first  to  volunteer  in  support  of  our  defense  efforts, 
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responding  immediately  upon  the  call  of  the  Commander,  Air 
Mobility  Command,  to  all  contingencies  and  emergencies  and 
continuing  that  support  for  the  duration  of  that  emergency.  They 
thus  are  a  vital  link  in  support  of  our  National  Airlift  Policy 
approved  by  the  President  in  1987.  Exhibits  1  and  2  attached  to 
this  testimony,  depict  the  level  of  support  the  NACA  carriers 
have  offered  daring  each  of  these  contingencies.  The  level 
depicted  is  indeed  remarkable  given  the  limited  number  of 
aircraft  assigned  to  CRAF  by  each  carrier  vis-a-vis  the  numbers 
assigned  by  the  larger  carriers  whose  level  of  support  per 
assigned  piece  of  equipment  is  substantially  less  f-.an  that  of 
these  car  r  ier s . 

Notwithstanding  the  level  of  support  offered  to  DOD  during 
emergencies,  each  one  of  these  carriers  has  substantial  involve- 
ment in  the  conPT.ercial  marketplace  in  passenger,  combination  or 
all-cargo  activity.  Unfortunately,  the  policies  being  followed 
by  the  U.S.  Government  in  promoting  and  developing  an  air 
transportation  industry  have  not  been  applied  on  an  even-handed 
basis.  Case  after  case  can  be  cited  where  niche  carriers 
desiring  expanded  charter  or  scheduled  opportunities  in  the 
international  market  have  either  been  overlooked  or  set  aside  in 
favor  of  the  mega  carriers.  This  is  true  with  regard  to  Spain, 
the  United  Kingdom,  Italy,  Greece  and  numerous  others.  In 
countries  where  these  carriers  have  had  an  equal  opportunity, 
such  as  France  and  Germany,  their  interests  have  been  jeopardized 
by  claimed  excessive  capacity  being  offered  in  the  marketplace 
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resulting  in  the  renunciation  of  our  bilateral  agreement  by 
France  and  a  lid  on  capacity  being  imposed  by  Germany, 

Unfortunately,  Mr.  Chairman,  reductions  by  the  military  have  also 
adversely  impacted  some  carriers.  A  notable  example  of  this  is 
the  elimination  of  the  Logair  system  which  was  the  domestic 
military/civil  network  for  the  Department  of  the  Air  Force.  This 
system  after  almost  40  years  of  successful  operation  was  termi- 
nated on  short  notice  in  favor  of  a  distribution  system  utilizing 
freight  forwarders  and  belly  capacity  of  airlines  rather  than 
using  a  dedicated  system  which  proved  its  worth  in  numerous 
emergencies . 

Rather  than  to  continue  to  dwell  on  the  adverse  impacts  on  the 
NACA  carriers,  I  believe  it  appropriate  and  necessary  to  address 
the  future.  Where  do  we  go  from  here  and  what  policies  should 
the  new  Administration  be  considering  or  Colluwiuy? 

An  Aviation  Coalition  docuxent  has  been  furnished  to  the  Presi- 
dent, the  Secretary  of  Transportation  and  members  of  Congress. 
NACA  is  a  part  ot  that  coalition.  In  that  document  there  are 
specific  areas  and  specific  actions  which  are  recommended.  I  am 
quite  certain  that  document  is  already  a  part  of  your  record.  I 
would  call  the  Committee's  attention  to  Item  11  which  addresses 
some  of  the  air  transportation  issues  as  follows: 
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-  D  - 
"11.   IMPROVE  THE  HEALTH  OP  THE  U.S.  AIR  CARRIER  INDOSTRT  WHICH 
IS  ESSENTIAL  FOR  ECONOMIC  REVIVAL  AND  NATIONAL  SECURITY 

To  achieve  required  economic  growth  on  a  sound  basis  for 
large  and  s-nall  air  carriers  providing  scheduled  and 
charter  service,  the  U.S.  Government  should: 

Follow  the  goals  for  international  aviation  and 
consult  with  industry  groups  as  mandated  by  the 
Federal  Aviation  Act;  and 

Direct  the  full  implementation  of  the  National  Security 
Council's  National  Airlift  Policy." 

Mr.  Chairman,  I  would  now  like  to  provide  answers  to  some  of  the 
issues  that  you  raised  in  the  document  accompanying  the  hearing 
not  ice . 

First,  the  NACA  carriers  do  not  favor  or  recommend  recegu  1  at  ion . 
These  carriers  believe  in  a  competitive  system,  where  the  value  of 
the  service  and  tae  value  of  the  carrier  is  demonstrated  in  the 
marketplace.  We  favor  open  entry  and  unlimited  designations  in 
all  international  markets.  We  support  open  skies  provided  there 
is  a  comparable  value  to  the  United  States  as  well  as  to  its 
carriers.  However,  it  appears  to  us  based  upon  the  reaction  of 
other  countries  to  the  announced  "open  skies"  position  of  the 
U.S.  that  we  will  be  involved  for  some  years  to  come  in  many 
limited  bilaterals  and  limited  designation  markets.   The  smaller 
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niche  carriers  must  be  assured  that  they  will  have  an  equal 
opportunity  in  all  limited  designation  markets. 

Second,  we  favor  foreign  investment  as  that  places  aviation  on 
the  same  basis  as  other  industries.  We  do  not  favor,  however, 
foreign  control  and  ownership  of  U.S.  airlines  principally 
because  national  security  interests  are  involved  and  foreign 
domination  of  U.S.  airlines  can  work  to  the  disadvantage  of  the 
United  States  and  aviation  can  well  go  the  way  of  the  Maritime 
Service.  The  U.S.  Government,  however,  must  scrutinize  all 
investments  to  make  sure  that  control,  regardless  of  the  percen- 
tage .nterest,  is  not  being  exercised  by  the  foreign  carrier  or 
foreign  interest.  To  permit  foreign  carriers  to  invest  in 
U.S.  carriers,  however,  the  foreign  carrier's  country  must  assure 
that  it  will  provide  the  same  opportunity  to  U.S.  carriers  and 
that  it  does  not  have  a  restrictive  bilateral  but  a  pro-competi- 
tive and,  hopefully,  an  "open  skies"  regime. 

Third,  with  regard  to  bankrupt  carriers,  a  lot  has  been  said  O'/er 
the  past  two  years  about  t:he  impact  of  cnese  carriers  on  other 
carriers  because  of  the  fact  that  the  bankrupt  carrier  does  not 
have  to  cover  the  indebtedness  while  it  is  seeking  to  reorganize 
under  Chapter  11.  I  am  not  certain  as  to  the  real  adverse  impact 
nor  can  I  quantify  the  impact  that  this  has  had  in  the  market- 
place as  it  appears  that  other  than  bankrupt  carriers  have  really 
instigated  some  of  the  extremely  competitive  low  fares  that  have 
caused  a  lot  of  the  financial  problems  of  the  mega  carriers. 
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However,  it  might  be  well  if  your  Committee  is  looking  at  the 
operation  of  bankrupt  carriers,  to  consider  amendments  to  the 
bankruptcy  laws  that  would  preclude  the  bankrupt  carrier  from 
taking  a  price  leadership  position.  The  bankrupt  carrier  could 
match  fares  in  the  marketplace  initiated  by  another  carrier  but 
could  not  initiate  any  price  leadership  based  on  rates,  give- 
aways or  any  other  inducement  that  would  enable  that  carrier  to 
take  a  leadership  position. 

Fourth,  insofar  as  international  rights  and  obtaining  better 
rights  for  U.S.  carriers  are  concerned,  we  believe  that  if  the 
Department  of  Transportation  and  the  Department  of  State  follow 
the  Goals  for  International  Aviation  in  Sec.  1102  of  the  Federal 
Aviation  Act  of  1958,  as  amended,  we  will  obtain  better  rights. 
All  too  often  we  have  given  away  extremely  valuable  rights  to 
airlines  of  other  countries  in  exchange  for  limited  benefits  for 
U.S.  carriers. 

Fifth,  we  believe  that  foreign  carriers  servir.g  the  o.S.  should 
be  subject  to  the  same  regulatory  requirements  as  U.S.  interna- 
tional airlines.  This  is  essential  to  provide  a  level  playing 
field.  Mr.  Chairman,  we  are  aware  of  the  GAO  report  that  looked 
at  some  of  the  foreign  carriers  operating  into  the  U.S.  and  their 
failure  to  adequately  live  up  to  reasonable  safety  standards. 
This  is  a  problem  that  some  of  the  Part  129  carriers  pose  in 
offering  service  to  the  United  States.  Mr.  Palo  will  address 
that  issue  during  his  statement. 
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sixth,  with  regard  to  the  transfer  of  international  routes, 
slots,  gates  and  the  changes  in  policies  for  awarding  interna- 
tional routes,  we  have  always  favored  a  system  where  internation- 
al routes  were  not  put  up  for  sale  to  the  highest  bidder  because 
one  that  has  the  deepest  pockets  or  appears  to  have  the  deepest 
pockets  will  always  succeed.  The  small  niche  carriers  cannot 
engage  in  that  type  of  bidding.  We  believe  when  a  carrier  is 
unable  to  continue  to  serve  its  international  routes,  the 
U.S.  should  recoup  those  rights  and  distribute  those  to  other 
U.S.  carriers  through  a  carrier  selection  process. 

I  am  sure,  Mr.  Chairman,  that  you  are  well  aware  that  there  is  no 
instant  panacea  to  the  problems  that  confront  the  industry,  both 
domestically  and  internationally.  The  losses  that  the  major 
scheduled  carriers  have  sustained  during  the  past  three  years  are 
of  such  magnitude  and  stem  from  so  many  causes  that  those 
carriers  are  better  able  to  recommend  to  you  what  action  is 
necessary  in  order  to  rectify  that  situation. 


I  will,  however,  address  the  actions  that  are  necessary  from  the 
smaller  niche  carrier  standpoint  who  are  providing  scheduled 
service  in  specific  markets  between  the  United  States  and  foreign 
countries  and  the  carriers  that  engage  in  charter  air  transporta- 
tion. 
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First  and  foremost,  Mr.  Chairman,  the  niche  carriers  and  the 
charter  carriers  need  equal  opportunities  to  obtain  international 
route  awards.  They  should  not  be  overlooked  because  the  major 
carriers  have  a  competing  application  pending,  enlargement  of 
existing  rights  or  because  due  to  their  tremendous  size  and  feed 
operations,  they  are  considered  to  provide  a  greater  opportunity 
for  the  consuming  p.:blic  than  the  sriall  niche  carriers. 

We  naturally  believe  that  type  of  reasoning  is  fallacious.  When 
deregulation  was  enacted,  the  whole  thrust  was  to  create  new 
entry  and  to  allow  those  new  entrants  to  mature,  expand  to  ensure 
that  adequate  competition  was  available  in  the  marketplace. 

Unless  the  niche  carriers  and  the  charter  carriers  who  provide 
low-cost  air  transportation  and  provide  very  valuable  cargo 
service  as  well  as  passenger  service,  are  given  fair  and  equal 
opportunity  to  develop  and  enlarge,  then  our  system  of  air 
transportation  is  in  jeopardy,  at  least  from  having  adequate 
competition  in  the  T.arketplace . 

The  niche  carriers  and  the  charter  carriers  I  represent  are  not 
asking  for  any  handouts  or  any  financial  assistance  from  the 
United  States  Government.  These  carriers  are  asking  for  the 
opportunity  to  develop  their  commercial  markets  and  to  expand 
into  foreign  countries  on  an  equal  basis  and  not  have  criteria 
advanced  which  automatically  excludes  them  from  that  equal 
consideration.   The  small  carriers  as  well  as  the  large  in  our 
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system  of  government  should  have  equal  access  and  not  be  dis- 
criminated against  because  they  are  small. 

Although  the  NACA  carriers  are  small  carriers,  I  would  remind  the 
Committee  that  whenever  emergencies  arise  requiring  civil 
augmentation  of  our  military  operations,  these  small  carriers  are 
always  the  first  to  volunteer  in  any  type  of  operation  and 
conduct  operations  into  high  risk  areas  without  question.  The 
support  of  Des.rt  Shield/Desert  Storm  and  operations  in  Somalia 
adequately  demonstrate  this  point  as  well  as  the  many  emergencies 
that  happened  years  ago  --  Vietnam  and  others  --  lend  credence  to 
my  statements  that  these  carriers  are  always  there  to  serve  their 
government  when  they  are  needed  and  serve  it  well  and  provide  the 
greatest  amount  of  airlift  capability  they  are  able  to  produce. 
I  am  sure  that  the  military  would  tell  you  that  without  the  small 
carriers  --  the  ones  that  respond  --  they  would  have  a  very 
difficult  time  in  satisfying  these  emergency  operations.  This  is 
not  to  say  that  some  of  the  larger  carriers  have  not  also 
responded  but  their  response  has  necessarily  been  tempered  by 
their  desire  to  maintain  their  route  operations  for  fear  of 
either  foreign  competitors  or  other  U.S.  competitors  who  might 
not  respond,  thus  creating  inroads  into  their  markets  and  have 
necessarily  restricted  their  availability  in  the  initial  stages 
of  these  emergencies. 

If  these  small  niche  carriers,  Mr.  Chairman,  provide  a  valuable 
service  to  our  government  in  peacetime  as  well  as  in  emergencies. 
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then  it  appears  to  me  that  this  is  a  criterion  that  should  be 
considered  when  these  carriers  wish  to  expand  their  commercial 
operations  or  obtain  new  authority.  Without  that  expansion  and 
without  new  authority  these  carriers  cannot  exist.  It  was 
never  the  intent,  as  I  understand  deregulation,  to  have  a  new 
entrant  enter  the  market  and  be  stymied  from  any  further  expan- 
sion. Rather  it  is  my  understanding  that  the  carriers  were  to 
be  encouraged  to  expand  their  operations  to  provide  the  competi- 
tion necessary  to  ensure  that  the  U.S.  has  a  well-balanced  air 
transportation  system.  Nor  was  it  ever  the  intent  of  deregula- 
tion to  create  only  two  or  three  carriers  representing  the  air 
transportation  industry.  That  is  where  we  appear  to  be  headed 
unless  corrective  action  is  taken  at  this  time. 

Mr.  Chairman,  we  recommend  the  following: 

1.  The  surveillance  of  Part  129  carriers  should  be  increased  to 
ensure  that  these  carriers  are  operating  in  accordance  with  the 
same  safety  rules  and  regulations  which  U.S.  carriers  are 
required  to  adhere  to  and  that  both  U.S.  and  foreign  carriers  are 
operating  on  a  level  playing  field. 


2.  The  U.S.  Government  should  adhere  to  the  Goals  for  Interna- 
tional Aviation  set  forth  in  Sec.  1102  of  the  Federal  Aviation 
Act  of  1958,  as  amended,  in  exchanging  rights  under  bilateral 
arrangements.  This  is  necessary  to  ensure  that  the  exchange  of 
rights  is  on  a  balanced  basis  and  the  U.S.  carriers  receive  a 
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right  of  comparable  value  for  rights  the  U.S.  confers.  Such  has 
not  always  been  the  case  in  the  recent  past. 

3.  The  U.S.  Government  should  direct  the  full  implementation  of 
the  National  Airlift  Policy  of  1987. 

4.  The  U.S.  Government,  under  the  leadership  of  DOT,  should 
continue  to  monitor  the  use  of  non -cer t i f i ca ted  aircraft  in 
commercial  aviation.  While  much  progress  has  been  accomplished 
concerning  non-certificated  aircraft,  much  regains  to  be  done  and 
the  recent  report  of  the  Inspector  General  of  the  Department  of 
Agriculture  highlights  the  problem  areas  which  need  to  be 
addressed . 

5.  The  U.S.  Government  should  ensure  equal  access  for  all 
U.S.  air  carriers,  scheduled  and  charter,  to  all  airports, 
domestic  and  international. 


Mr.  ChairTan,  the  Congress  recently  extended  Title  XIII  of  the 
Federal  Aviation  Act  War  Risk  Insurance  and  we  are  all  pleased 
with  that  accomplishment.  However,  additional  issues  which  have 
not  been  addressed  have  come  to  light  recently  and  I  am  sure  that 
the  Department  of  Defense  and  the  industry  will  shortly  be 
addressing  those  issues  to  the  Congress  in  the  hope  of  making 
Title  XIII  even  more  encompassing  so  that  air  carriers  which 
operate  into  dangerous  areas  can  be  assured  that  they  have 
adequate  protection. 
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This  concludes  my  prepared  statement.  Mr.  Chairman,  my  associ- 
ates will  follow  with  brief  statements  after  which  we  are 
available  for  any  questions  you  may  have. 
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DESERT  SHIELD/DESERT  STORM 

AIR  CARRIER  OPERATIONS 

(AS  OF  30  JUNE  1991) 


EXHIBIT  1. 


CARRIER 

DS/DS 

M1§SIQN$ 

CR.AF 

ELEF.T(i) 

MISSIONS/ 

CR.^F  A /c 

To\v«r 

2-3 

4 

60.8 

American  Trans  .-^r 

494 

10 

49.4 

World 

337 

7(2) 

43.1 

Cor.nie  Kalitta 

370 

8 

46.3 

Southern  Air  Transport 

242 

6 

42.0 

ATI 

156 

4 

39.0 

Hawaiian 

263 

12 

21.9 

Arrow 

119 

6 

19.8 

Federal  Express 

60S 

32 

18.9 

Evergreen 

347 

19 

18.3 

Emery/Rosenbalm 

401 

25 

16.0 

Florida  West 

54 

4 

13.5 

America  SV'sii 

39 

3 

13.0 

.American 

93 

12 

S.2 

Pan  .American 

404   _ 

50 

3.1 

TWA 

236 

29 

S.l 

Buffalo 

22 

3 

7.3 

Rich  International 

14 

2 

7.0 

UPS 

123 

19 

6.5 

Delta 

26 

4 

6.5 

-Vorthwest 

385 

50 

6.4 

Trans  Continental 

5 

1 

5.0 

Coniir-ental 

91 

23 

4.0" 

United 

117 

59 

3.0 

(1)  M\C  Form  312,  1  Oct  1991 

(2)  Available  A/C 
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PROJECT  RESTORE  HOPE 


z:-:-!iBiT  2. 


CARRIER 


TYPE  MISSION 


#  MISSIONS 


American  Trans  Air 


PAX 


11 


:vergreen  Int'l  Airlines 


[nery  Worldwide 


PAX 

Cargo 

Cargo 


Northwest  Airlines 


PAX 


11 


Southern  Air  Transport 


Cargo 


Tower  Air 


PAX 


11 


Trans  World  Airlines 


PAX 


World  Airways 


PAX 


12 
TOTAL      56 
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TESTIMONY  OF 

STEPHEN  L.  GELBAND 

ON  BEHALF  OF  TOWER  AIR,  INC. 

BEFORE  THE 

SUBCOMMITTEE  ON  AVIATION 

COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

FEBRUARY  24,  1993 


Stephen  L.  Gelband 

HEWES,  MORELLA,  GELBAND  &  LAMBERTON 
1000  Potomac  Street,  N.W. 
Suite  300 

Washington,  DC   20007 
(202)  337-6200 

Organization  represented: 
TOWER  AIR,  INC. 
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TESTIMONY  OF 

STEPHEN  L.  6ELBAMD 

ON  BEHALF  OF 

TOWER  AIR,  INC. 

February  24,  1993 


My  name  is  Stephen  L.  Gelband.   I  am  General  Counsel  and  a 
director  of  Tower  Air,  Inc. 

Tower  Air  is  a  U.S. -flag  scheduled  international  air 
carrier.   It  operates  regularly  scheduled  B-747  passenger  service 
from  New  York  to  Paris,  Tel  Aviv,  Miami,  Los  Angeles  and  San 
Juan,  and  between  Miami  and  Cologne  and  Berlin.   It  also  operates 
extensive  charter  services  to  Brazil,  Argentina,  Greece,  Italy 
and  to  other  points  around  the  world. 

Tower  Air  is  also  a  very  major  supplier  of  airlift  for  the 
Department  of  Defense.   During  Operations  Desert  Shield  and 
Desert  Storm,  Tower  Air  operated  243  B-747  passenger  flights 
carrying  almost  100,000  military  personnel  to  and  from  the  Middle 
East.   We  also  transported  1,291,492  pounds  of  military  cargo. 

Tower  Air  also  operated  the  first  military  charter  flight 
into  Somalia  last  year  and  has  been  one  of  the  major  carriers  of 
troops  and  supplies  to  and  from  that  country  in  support  of  our 
country's  humanitarian  efforts  there. 

Tower  Air  currently  operates  a  fleet  of  13  B-747  aircraft 
and  employs  approximately  1000  people.   It  also  is  one  of  the 
very  few  U.S.  carriers  that  is  earning  a  profit.   In  fact,  except 
for  1986,  Tower  Air  has  earned  a  profit  every  year  since  it 
started  operations  in  1982.   It  has  done  this,  moreover,  while 
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paying  salaries  equivalent  to  those  of  the  mega-carriers,  and 
providing  both  full  medical  coverage  and  maternity  and  paternity 
leave  to  all  its  employees. 

As  you  can  see,  Tower  Air  is  a  very  different  kind  of 
airline  than  the  ones  that  you  have  been  hearing  about.   It  is 
small,  but  growing,  and  it  has  been  successful.   Tower's  forte 
has  been  offering  low  cost,  excellent  service  in  selected  markets 
where  the  opportunity  to  compete  offers  the  company  a  niche. 

Because  it  is  different,  the  remedies  that  you  have  been 
hearing  about  from  the  mega-carriers  do  not  necessarily  benefit 
Tower  Air.   My  message  today  is  please  do  not  inadvertently 
injure  Tower  Air  in  fashioning  remedies  for  the  "big  three". 

As  the  big  get  bigger,  and  as  the  big  become  fewer,  the  need 
and  importance  of  competition  from  carriers  like  Tower  Air 
substantially  increases.   The  lessening  of  competition  is  a  very 
serious  problem  for  our  United  States  air  transportation  system 
and,  I  assume,  it  is  one  that  causes  concern  to  all  of  you. 

Tower  Air  provides  real  competition  to  the  public  in  the 
form  of  low  cost  transportation.   It  is  a  major  force  in  holding 
prices  down  in  the  New  York  -  Paris,  Tel  Aviv,  Miami,  Los  Angeles 
and  San  Juan  markets  where  it  operates  regularly  scheduled  B-747 
service.   One  or  more  of  the  "big  three"  carriers  operates  in  all 
of  these  markets,  but  we  provide  the  competition  which  keeps 
their  services  responsive  to  the  public's  needs. 

Transportation  policy  in  the  United  States  has,  in  the  past, 
largely  mirrored  the  desires  of  the  major  carriers,  and  that  has 
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made  it  very  difficult  for  small  competitors  to  stay  in 
business  —  despite  deregulation.   Nevertheless,  our  government 
has  generally  recognized  the  importance  to  the  traveling  public  - 
-  and  to  the  national  defense  —  of  providing  enough  policy 
sustenance  to  small  competitors  to  allow  at  least  some  of  them  to 
survive,  and  sometimes  to  grow.   We  are  fearful  today,  however, 
that  as  a  consequence  of  the  "sky  is  falling"  rhetoric  that  you 
have  been  hearing  from  the  mega-carriers,  our  government  will 
follow  their  lead  and  close  the  doors  to  international  air  travel 
behind  them  —  leaving  a  small  competitor  like  Tower  Air  outside 
in  the  cold.    It  appears  to  be  the  plan  of  the  inega-carriers  to 
have  our  government  restrict  all  further  market  access  by  foreign 
and  U.S.  carriers  because  their  present  financial  problems  make 
it  difficult  or  impossible  for  them  to  expand,  and  they  would 
like  the  comfort  of  relief  from  competition.   We  do  not  believe 
that  this  is  in  the  overall  United  States  interests.   It 
certainly  will  harm  Tower  Air. 

We  urge  you  to  be  aware  of  this  problem  —  and  to  be  careful 
that  what  we  fear  does  not  happen. 

Tower  Air  requires  access  to  additional  international 
markets  if  it  is  to  be  able  to  continue  to  provide  the 
"competitive  spur"  at  which  it  has  excelled.   Bilateral 
agreements  must  provide  for  access  by  Tower-like,  carriers, 
whether  or  not  that  is  in  the  momentary  interest  of  United, 
American  or  Delta.   The  Department  of  Transportation's  policy 
must  give  a  high  priority  to  this  need  because  if  the  government 
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does  not  do  so,  carriers  like  Tower  will  be  forced  out  of 
business. 

It  will  not  harm  the  big  three  —  and  it  will  substantially 
benefit  the  United  States  traveling  public  —  if  our  government 
heeds  these  concerns  and  specifically  provides  for  the  needs  of 
the  smaller  carriers  which  provide  the  only  real  competition  in 
air  transportation  that  still  exists. 

Please  also  keep  in  mind  the  point  made  by  Mr.  Driscoll  that 
ours  are  the  airlines  —  not  the  mega-carriers  —  that  have 
provided  the  bulk  of  the  transport  required  by  the  armed  forces. 

Thank  you  very  much  for  this  opportunity  to  appear  before 
you  and  express  the  concerns  and  needs  of  Tower  Air. 


690 

TESTIMONY  OF  ROBERT  W.  IVER80N 

BEFORE  THE 

SUBCOMMITTEE  ON  AVIATION 

COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

U.S.  HOUSE  OF  REPRESENTATIVES 


February  24,  1993 


Robert  W.  Iverson 

Chairman  and  Chief  Executive  Officer 

KIWI  International  Air  Lines,  Inc. 

Hemisphere  Center 

U.S.  1  and  9  South 

Newark,  New  Jersey  07114 

(201)  645-1133 


691 


The  underlying  definition  of  America  pivots  on  the  concept  of  fair  play.  To  the  extent 
that  government  enhances  the  idea  of  equal  justice  ii  is  judged  to  be  either  successful  or 
unsuccessful. 

The  grand  social  experiment  of  Alfred  Kahn,  euphemistically  called  airline  deregulation, 
was  SCI  in  motion  without  regard  for  consequences.  We  can  all  debate  how  such  a  whimsical 
theory  became  reality,  bui  it  would  merely  distract  us  from  figuring  out  what,  if  any  thing,  to  do 
about  where  it  has  led  our  industry. 

Corporations,  individuals,  families  and  customers  were  directly  and  dramatically  affected 
by  airline  deregulation. 

Airline  corporations,  nestled  snugly  in  their  protected  routes,  felt  secure  making  long  teim 
financial  commitments.  To  one  degree  or  another  they  all  incurred  debt  to  acquire  new  aircraft 
or  to  modernize  facilities  or  to  expand  operations.  They  all  had  a  plan  to  repay  that  debt  over 
a  number  of  years;  and  those  plans  most  certainly  did  not  include  being  dirust  into  an  arena  of 
new  rules  without  being  allowed  to  restructure. 

The  idea  of  deregulation  united  traditional  adversaries  from  labor  and  managemenL  For 
once  they  all  agreed  on  one  thing  •  that  instant  deregulation  was  a  bad  idea.  This  apparent  unity 
did  not  imply  agreement  on  anything  other  than  the  fact  that  it  simply  was  not  fair,  it  ran 
contrary  to  the  idea  of  equal  justice. 

Almost  without  exception,  labor  and  management  predicted  that  under  deregulation  prices 
would  go  down  just  long  enough  for  the  overextended  carriers  to  fail.  That  would  be  followed 
by  the  consolidation  of  lift  capacity  into  a  few  mega-carriers:  at  which  time  competition  would 
cease  to  exist  and  prices  would  escalate  unchecked.  With  very  little  deviation,  that  is  exactly 
what  is  happening.  It  was  clear  to  the  industry  rank  and  file,  and  it  should  have  been  clear  to 
the  authors  of  deregulation. 

Perhaps  the  biggest  loser  over  the  course  of  deregulation  has  been  the  group  for  whom 
it  was  supposedly  designed  ■  the  consumer.  With  the  exception  of  some  highly  touted  loss  leader 
routes,  the  cost  of  air  transportation  has  increased  significandy.  Concurrently,  the  availability 
of  high  quality  jet  transportation  has  become  less  available  to  a  large  number  of  smaller  cities. 
Higher  prices  and  fewer  flights  are  creating  an  elidst  industry. 

At  the  risk  of  sounding  sentimental,  thousands  of  American  workers  lost  their  jobs, 
careers  and  dieams  because  somebody  thought  it  was  a  good  time  for  an  economic  experiment 
Without  the  power  to  influence  the  system,  decent  hardworking  airline  professionals  were  plowed 
under.  No  protection  was  ever  afforded  that  resulted  in  meaningful  relief.  The  labor  protective 
provisions  of  the  act  were  a  cruel  hoax. 

Consider  die  plight  of  a  typical  pilot  who  served  in  Vietnam,  joined  an  airline,  flew  for 
twenty  years,  paid  his  taxes,  went  to  church  and  loved  his  family.  At  dje  height  of  his  career 
as  a  Captain  his  company  is  forced  out  of  business  and  he  loses  everything.  Because  of  a 
seniority  system  his  only  job  opportunities,  if  he  is  lucky,  are  at  the  bottom  of  another  airline's 
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pilot  list.  He  goes  from  Captain  to  Flight  Engineer,  suffeiing  the  indignity  of  flying  subordinate 
to  pilots  twenty  years  his  junior.  His  salary  is  slashed  by  80%.  His  kids  arc  forced  to  drop  out 
of  college  and  he  loses  his  house.  This  unfortunate  scenario  was  played  out  over  and  over  again 
as  one  carrier  or  another  collapsed  under  deregulation. 

For  too  long  we  have  ignored  the  real  human  tragedy  of  deregulation  while  we  argued 
over  the  objective  merits  or  failure  of  the  system.  It  is  time  for  our  government  to  admit  that 
it  made  a  terribly  flawed  decision  to  deregulate  a  national  quasi  utility.  It  is  time  to  take  a 
serious  look  at  trying  to  restore  some  justice  to  the  workers  who  absorbed  such  awful  pain  while 
the  architects  of  deregulation  watched  with  detachment  or  scrambled  to  cover  their  tracks. 

Having  said  all  of  this,  you  might  assume  that  I  am  a  staunch  proponent  of  re-regulation. 
Nothing  could  be  farther  from  the  truth. 

As  deregulation  continues  to  evolve,  it  will  quickly  condense  the  industry  down  to  three 
mega  carriers  within  the  next  year.  There  will  be  absolutely  no  pressure  on  labor  and 
management  to  hold  down  costs  if  the  industry  is  re-regulated.  Further,  there  will  be  no 
opportunity  for  small  towns  to  attract  jet  service  because  the  expense  will  be  too  high;  and  there 
will  be  no  chance  for  displaced  woikeis  to  find  dignified  jobs. 

As  I  see  it,  without  re-regulation,  we  may  yet  witness  the  final  shakeoui  of  deregulation 
in  favor  of  consumers  and  unemployed  airline  workers.  Using  KIWI  as  an  example  of  what  is 
possible  in  the  system  today  we  can  see  all  of  the  elements  of  success. 

If  we  make  the  assumption  that  full  access  air  transportation  is  important  to  our  country 
and  if  we  assume  that  a  non-price-compctitive  environment  is  bad  for  America,  then  the  last  thing 
we  would  opt  for  is  re-rtgulation. 

Right  now  the  airline  industry  has  a  huge  idle  inventory  of  high  quality  used  aircraft  in 
storage  and  hundreds  of  thousands  of  highly  experienced  displaced  professionals. 

With  a  little  bit  of  cieativity  it  is  possible  to  mate  these  two  essential  ingredients  to 
produce  a  new  tier  of  low  fate  airline  companies.  With  cost  structures  pegged  at  about  40%  of 
those  at  the  mega  canicrs  the  new  airlines  can  achieve  profitability  with  very  low  ticket  prices. 
The  temptation  to  allow  costs  to  escalate  will  be  tempered  by  the  harsh  reality  of  recent 
unemployment. 

At  KIWI  we  pooled  our  money  and  our  experience  to  reenter  the  system.  Our  owner 
operators  never  gave  up  the  idea  that  a  solution  was  possible.  I  believe  there  are  a  lot  more 
KIWIs  out  there  waiting  for  birth. 

To  impose  any  measure  of  airline  economic  regulation  now  would  only  serve  to  short 
circuit  the  process  of  deregulation  before  it  is  allowed  to  bear  fruit.  Re-regulation  would  protect 
a  handful  of  super  airlines  whose  inabUity  to  generate  profits  is  a  diitct  result  6f  virtually 
unchecked  spending.  The  American  consumer  did  not  participate  in  the  decision  to  increase  the 
cost  structures  of  our  mega  carriers,  so  why  should  consumers  be  locked  into  a  re-regulation 
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system  designed  to  bail  these  companies  out  widi  unnecessarily  high  fares? 

To  put  it  succinctly,  we  may  in  fact  be  on  the  verge  of  seeing  deregulation  work  in  spite 
of  itself.  Given  just  a  little  encouragement,  the  U.S.  could  sec  several  new  low  cost  carriers 
providing  flights  in  maricets  that  ait  too  expensive  for  the  mega  airlines  to  serve. 

The  concept  of  "contestability"  as  applied  to  airline  markets  is  pivotal  to  the  viability  of 
true  free  enterprise  in  our  industry.  It  is  also  the  only  weak  point  in  the  competitive  arena  of 
deregulation  as  it  works  in  everyday  practice. 

Thinly  disguised  predatory  pricing  (defined  as  selling  airline  seats  below  the  cost  to 
produce  them  in  order  to  bring  economic  pressure  on  a  competitor)  is  regularly  aimed  at  small 
carriers  by  the  large  airlines.  Inasmuch  as  it  is  difficult  to  prove  illegal  predatory  pricing,  and 
given  Ae  fact  that  predatory  pricing  is  the  only  real  threat  to  a  well  run  new  entrant  carrier.  I 
would  suggest  that  any  increased  involvement  by  government  should  be  limited  to  the 
scrupulous  policing  of  unfair  predatory  pricing. 

It  is  my  understanding  that  the  mechanisms  are  already  available  to  ensure  fair 
competition  under  antitrust  legislation.  Perhaps  more  vigorous  surveillance  and  prosecution  by 
the  Justice  Department  would  adequately  protect  "contestability"  as  originally  conceived.  What 
is  clearly  not  indicated  is  any  attempt  to  reimpose  regulation,  which  wotild  only  serve  to  fteeze 
in  time  a  bloated,  costly,  and  inefficient  system. 

American  consumers  deserve  a  chance  to  see  if  the  chaos  of  deregulation  can  finally  give 
way  to  full  access  inexpensive  air  transportation.  The  displaced  workers  who  were  victims  of 
deregulation  now  have  the  chance  to  use  the  cuiTcnt  results  of  deregulation  to  form  new  and 
highly  cost  efficient  airiines;  airlines  that  can  make  money  flying  between  small  cities  at  fares 
that  don't  cost  more  than  a  trip  to  London. 

It  is  ironic  to  think  that  a  policy  conceived  without  regard  for  the  concept  of  justice  and 
fair  play  could  in  fact  provide  a  mechanism  for  justice  to  prevail  -  not  only  for  consumers  but 
for  disenfranchised  airline  workers.  It  is  my  belief  that  we  arc  no  more  than  a  year  away  from 
seeing  deregulation  finally  work.  The  American  system  works  in  strange  and  often  im-imagined 
ways.  I  would  urge  you  to  allow  it  to  come  full  circle  as  a  fully  cleansed  and  viable  concept 
Given  enough  time  American  people  can  usually  find  a  way  to  make  even  the  silliest  of  plans 
woik. 


694 


Testimony  of 


Mr.  Darryl  C.  Jenkins 
and 
Mr.  Douglas  C.  Frechtling 

Aviation  Forecasting  &  Economics,  Inc. 
Arlington,  Virginia 


Before 


The  House  Public  Works  Committee 

Subcommittee  on  Aviation 

U.S.  House  of  Representatives 


February  24,  1 993 
Concerning: 
Financial  Condition  of  the  Airline  Industry 


695 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  honored  to  have 
been  invited  to  testify  at  these  important  hearings.  Those  who  have 
testified  prior  to  us  have  argued  that  there  is  great  urgency  in  your 
mission.  I  agree,  but  I  am  not  here  merely  to  repeat  previous  testimony. 
Rather,  I  regret  to  report  that  the  situation  in  the  airline  industry  may 
be  even  more  grim  than  many  of  your  witnesses  have  indicated.  My 
testimony  toda,  is  based  on  two  years  of  what  we  believe  to  be  the  most 
exhaustive  and  comprehensive  research  ever  done  in  the  field  of  airline 
finance.  We  are  about  to  release  our  full  report  with  the  underlying  data. 
Most  important  for  this  hearing,  however,  our  study  was  undertaken  at 
our  own  financial  risk.  Our  work  is  supported  entirely  by  the  sale  of  our 
reports.  Therefore,  we  have  the  distinct  luxury  of  being  able  to  lay  out 
the  facts  precisely  as  we  see  them  without  having  to  answer  to  any 
corporate  interests. 

I  will  tell  you  quite  frankly,  that  we  have  completely  changed  our 
views  since  beginning  this  research.  We  have  come  to  the  firm 
conclusion  that  in  many  ways  the  airline  industry  is  unique-particularly 
in  its  pricing  and  marketing  structure.  As  a  result,  in  a  crisis,  it 
behaves  much  differently  than  other  industries. 

The  best  way  to  describe  the  industry  today  is  that  it  has  a  virus-a 
deadly  virus-  from  which  no  carrier  is  immune.  If  we  do  not  cure  this 
virus,  it  will  most  certainly  spread  further  than  it  already  has.  Within 
as  few  as  three  years  there  may  possibly  be  no  healthy  domestic 
airlines.     Left  unchecked,  it  will  spread  to  the  aerospace  manufacturing 
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sector  as  well.  No  one,  will  be  able  to  escape  the  virus  unless  the 
government  takes  action  now.  And  it  must,  because  the  government  is 
very  much  part  of  the  problem. 

Our  approach  is  different  than  others  who  have  studied  this  industry 
because  we  do  not  rely  on  the  very  inadequate  U.S.  DOT  Form  41  data. 
Instead,  we  use  the  far  more  detailed  Securities  and  Exchange  Form  lOK 
and  annual  report  filings.  These  were  important  because  they  contain  all 
of  the  off-balance  sheet  information  that  is  lacking  on  the  DOT  forms. 
The  result  of  our  research  is  a  financial  evaluation,  including  off- 
balance  sheet  obligations  and  other  pertinent  data  as  integral  parts  of 
the  review  process,  that  has  been  virtually  ignored  in  previous  studies  of 
this  kind. 

This  study  is  designed  to  address  three  specific  areas  that  go  to 
the  heart  of  the  economic  and  financial  problems  plaguing  the  U.S. 
scheduled  airline  industry: 

1 .  What  is  the  primary  cause  of  airline  bankruptcies? 

2.  How  do  these  bankruptcies  affect  solvent  carriers? 

3.  What  can  be  done  to  eliminate  these  effects? 

This  testimony  is  in  effect,  an  advance  summary  of  our  final  report, 
in  response  to  the  heightened  interest  now  demonstrated  by  the  U.S. 
Congress  and  the  Clinton  Administration  in  this  subject.  We  believe  it  is 
necessary  to  summarize  our  forthcoming  study  now  so  it  may  help  shed 
new  light  on  the  causes  and  cures  of  this  industry  crisis. 
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In  our  previous  report,  A  Failed  Partnership:  Factors  Contributing  to 
Failures  in  the  U.S.  Airline  Industry  we  concluded  that  airlines  failed  for 
the  fundamental  reason  that  they  made  ill-conceived  management 
decisions.  Some  carriers  engaged  in  unwise  and  under  financed 
expansions  which  led  to  immense  operating  losses.  Other  carriers  and 
their  employees  became  victims  of  leveraged  buy-outs  (LBO's)  and  then 
suffered  from  enormous  debt  burdens  that  sharply  limited  their  ability 
to  operate  successfully.  In  Failed  Partnership,  we  suggested  a  need  for 
further  study  of  this  issue. 

Aviation  Forecasting  &  Economics,  Inc.  has  developed  three 
proprietary  economic  models  that  are  used  in  this  study.  One  is  our 
model  of  the  domestic  U.S.  economy,  containing  over  200  simultaneous 
equations.  The  second  model  is  a  microeconomic  model  of  the  U.S.  airline 
industry  with  the  ability  to  simulate  over  800  financial  data  points  per 
domestic  airline  extracted  from  the  SEC  Form  lOK  data  and  linked  to  the 
first  model.  The  third  model,  arguably  one  of  the  most  effective  tools 
ever  developed  for  forecasting  insolvency  in  the  airline  industry,  was 
built  expressly  for  A  Failed  Partnership. 

Through  our  investigation  of  this  subject,  we  now  conclude  that 
bankruDtcv  plavs  a  dominant  role  in  the  decline  of  this  once  sound  and 
vibrant  industrv.  We  also  suggested  in  Failed  Partnership  that  the 
insolvent  carriers  were  forcing  the  pricing  structure  of  the  industry 
below  fully  allocated  operating  costs,  and  therefore  impeding  the 
profitable  operation  of  the  entire  industry.     In  our  current  study,  we 
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explore  the  relationship  of  bankruptcy  and  airline  competition  in  much 
greater  depth. 

WHAT  ARE  THE  PRIMARY  CAUSES  OF  BANKRUPTCY? 

The  events  that  started  the  large  number  of  bankruptcies  were  all 
caused  by  actions  that  were  within  control  of  the  various  airlines 
management.  The  biggest  problem  in  the  industry  right  now  is  that 
nobody  is  willing  to  take  responsibility  for  their  own  past  financial  sins. 
The  bankrupt  carriers  are  blaming  their  woos  on  everybody  except  their 
own  shoulders  where  the  blame  squarely  resides. 

At  this  point  it  is  important  for  us  to  be  clear  on  the  sequence  of 
events  that  have  created  this  virus  in  the  airline  industry.  First,  this 
virus  came  into  being  during  the  1980s  with  the  advent  of  multiple 
airline  mergers  and  leveraged  buyout  activity  which  created  excessive 
debt  that  a  cyclical  industry  cannot  handle  during  bad  economic  times. 
In  addition,  other  carriers  overexpanded  their  route  systems.  Both  of 
these  factors  led  to  bankruptcies  which  created  the  virus. 

The  failure  of  the  regulatory  agencies  responsible  for  insuring 
continuing  fitness  under  Section  401  (r)  of  the  FAA  Act  allowed  this 
activity  to  progress.  This  allowed  the  virus  to  spread  because  there 
were  no  continuing  standards  of  financial  fitness. 
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Air  carrier  managements  are  equally  responsible  for  the  same  above 
fitness  and  financial  responsibilities  and  should  have  determined  before 
undertaking  these  activities  what  a  recession  would  do  to  them. 

HOW  DQ  THESE  BANKRUPTCIES  AFFECT  SOLVENT  CARRIERS? 

The"bankruptcy  virus"  is  transmitted  largely  through  the  bankrupt 
carriers'  pricing  actions.  The  nature  of  the  airline  product  often  leads 
bankrupt  airlines  to  offer  prices  that  are  well  below  levels  needed  to 
ensure  profitable  operations.  It  has  often  been  observed  that  an  airline 
seat  is  a  perishable  commodity.  It  cannot  be  inventoried  like  a 
manufactured  product  and  sold  at  a  later  date  when  market  conditions 
are  more  favorable.  This  fact  encourages  carriers  to  price  their  seats 
just  high  enough  to  generate  cash  and  make  some  contribution  to  fixed 
costs.  So  long  as  these  fares  provide  some  excess  over  short  run 
marginal  costs,  they  make  more  contribution  to  an  airline's  fixed  costs 
than  an  empty  seat  will. 

The  flaw  inherent  in  this  pricing  strategy  is  found  in  the  airline 
industry's  overall  cost  structure.  Marginal  cost,  consisting  of 
commissions,  food  costs,  and  a  limited  amount  of  added  flying  expense, 
is  a  significant  factor  in  the  bankrupt  carriers  pricing  decision  but 
represents  only  about  20  percent  of  fully-allocated  operating  costs. 
Bankrupt  airlines,  therefore,  end  up  offering  fares  that  will  never  allow 
them  to  return  to  fully-funded,  profitable  operations.  Healthy  carriers, 
however,  are  forced  to  match  the  bankrupt  carriers'  fares  or  suffer 
empty   seats   producing   no   revenue.      Thus,   the    bankruptcy   virus   is 
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transmitted  to  the  healthy  carriers  in  the  form  of  matching  below-cost 
fares.  This  intense  competition  results  in  all  carriers  losing  money  as 
the  industry  spirals  down  into  a  financial  abyss. 

It  is  no  accident  that  the  existence  of  so  many  bankrupt  carriers  has 
coincided  with  industry  losses  exceeding  $10  billion  in  the  years  1990- 
92.  Our  economic  analysis  indicates  that,  in  addition  to  their  own 
losses,  the  bankrupt  carriers  have  directly  cost  the  rest  of  the  U.S. 
scheduled  airline  industry  at  least  $3  billion  over  the  last  three  years. 
External  events  such  as  the  1991  Gulf  War  did  disrupt  demand  for  air 
travel  but  affected  all  carriers  roughly  the  same.  With  rational 
competition,  all  carriers  would  have  adjusted  fares  to  minimize  the 
adverse  effects  of  these  special  circumstances.  However,  intense 
competition  led  by  bankrupt  carriers  driven  purely  by  a  need  to  generate 
cash,  and  the  inability  of  any  carrier  to  maintain  fares  at  fully  allocated 
cost  levels,  made  this  impossible. 

WHAT  CAN  BE  DONE  TO  ELIMINATE  THE  BANKRUPTCY  VIRUS  EFFECTS 

The  impact  of  airline  bankruptcies  has  been  so  devastating  to  the 
airline  industry  that  the  government  must  provide  both  a  long-term 
solution  to  the  underlying  problem  and  short-term  relief  for  the  health 
of  the  industry.  We  propose  the  following  options  for  discussion: 

•  reform  of  the  current  bankruptcy  laws, 

•  continuing  fitness  standards  that  are  enforced, 

•  Short  term  tax  relief,  and 

•  Long  term  regulatory  cost  relief. 
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My  writtten  statement  goes  into  more  detail  on  each  of  these  items 
so  I  will  not  burden  the  committee  with  repeating  them  in  this 
testimony. 

CONCLUSION 

The  questions  we  raise  in  this  testimony  are  fundamental  to 
the  future  of  the  whole  airline  industry.  If  nothing  is  done  to  alleviate 
the  damage  caused  by  this  bankruptcy  virus,  the  result  will  be  more 
airline  bankruptcies  and  the  destruction  of  a  vital  and  absolutely 
necessary  American  industry.  Our  forthcoming  study  will  show  that 
within  as  few  as  three  years,  there  will  possibly  be  no  healthy  domestic 
airlines  without  some  significant  government  action  now.  Other 
industries  will  also  be  infected.  Manufacturers  will  produce  fewer 
aircraft  because  domestic  airlines  can't  afford  to  buy  them.  The  travel 
and  tourism  industry  will  suffer  as  the  airline  industry  fails  to  deliver 
the  tourist  volumes  on  which  they  rely.  In  addition,  the  vital  position  of 
U.S.  flag  carriers,  in  the  global  airline  marketplace,  will  be 
devastatingly  weakened.  The  Clinton  Administration,  the  Congress  and 
all  other  government  agencies  with  jurisdiction  over  the  economic,  legal 
and  trade  areas  affecting  the  airline  industry  must  take  action,  and  they 
must  do  it  now. 
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TESTIMONY  OF  HERBERT  D.  KELLEHER 

SUBCOMMITTEE  ON  AVIATION 

COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 

U.S.  HOUSE  OF  REPRESENTATIVES 

FEBRUARY  24,  1993 

My  name  is  Herbert  D.  Kelleher.  I  am  a  founder  and  the 
president,  chairman  of  the  board,  and  CEO  of  Southwest  Airlines. 
For  those  of  you  unfamiliar  with  Southwest  Airlines,  please  allow 
me  to  tell  you  something  about  our  company. 

Southwest  Airlines  began  in  1971  with  three  airplanes,  serving 
the  cities  of  Dallas,  Houston  and  San  Antonio.  Because  we  were 
strictly  an  intrastate  carrier,  we  were  not  s\ibject  to  the  economic 
regulation  then  imposed  by  the  federal  government  on  interstate 
carriers. 

We  had  a  very  rocky  start.  It  was  marked  by  prolonged 
litigation  and  anticompetitive  campaigns  initiated  by  some 
adversary  airlines.  Their  activities  in  this  regard  ultimately 
resulted  in  federal  criminal  antitrust  convictions  of  two  of  our 
then-competitors . 

Southwest  Airlines  made  a  miniscule  profit  for  the  first  time 
in  1973.  In  1973,  we  also  established  the  first  Profit  Sharing 
plan  in  the  American  airline  industry  -  which  contributes  15%  of 
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our  pre-tax  profits  to  our  people  each  year.  Today,  the  aggregate 
value  of  our  Employee  holdings  in  our  Profit  Sharing  plan  Is  over 
$323  million 

During  the  deregulation  debates  of  the  1970*8,  the  low  fares, 
frequent  flights,  and  high  quality  of  service  offered  by 
deregulated  intrastate  airlines  such  as  Southwest  were  often  cited 
by  advocates  of  deregulation  as  evidence  of  the  consumer  benefits 
which  could  flow  from  deregulation. 

I  am  proud  to  tell  you  that,  at  least  in  the  case  of  Southwest 
Airlines,  the  supporters  of  deregulation  were  right.  Congress' 
passage  of  the  Airline  Deregulation  Act  of  1978  allowed  Southwest 
to  expand  its  services  beyond  the  State  of  Texas.  Today,  we  operate 
a  fleet  of  144  modern  Boeing  737  jet  aircraft.  Our  fleet  is  one  of 
the  youngest  in  the  American  airline  Industry,  with  an  average  age 
of  about  six  years.  In  addition,  we  were  a  launching  customer  for 
the  new,  quiet,  fuel  efficient  Boeing  737-300s  and  737-500s  which, 
together  with  the  737-200,  have  made  the  737  the  best  selling 
commercial  jet  in  history.  In  July  1993,  Southwest  will  receive 
from  the  Boeing  Co.  the  2500th  737  manufactured  by  Boeing. 

When  our  passenger  revenues  grew  past  the  $1  billion  nark  in 
1990,  the  United  States  Department  of  Transportation  officially 
classified  us  as  a  major  airline.   With  the  addition  of  service  to 
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Louisville  in  May,  we  will  serve  37  airports  in  35  cities  in  16 
states.  Our  route  system  will  then  reach  from  Louisville  and 
Cleveland  on  the  east  to  the  Pacific  Ocean  on  the  west,  and  from 
Chicago  and  Detroit  on  the  north,  to  the  Border  with  Mexico  on  the 
south . 

Southwest  Airlines  continues  to  offer  the  lowest  unrestricted 
fares  in  the  airline  industry  by  far,  and  we  believe  we  match  these 
low  fares  with  an  excellent  quality  of  service  for  our  Customers. 
By  way  of  example,  according  to  statistics  compiled  by  the 
Department  of  Transportation  for  1992,  Southwest  Airlines  had  the 
best  record  of  ontime  performance;  the  best  baggage  handling 
record;  and  the  fewest  Customer  complaints  per  100,000  passengers 
carried  of  any  major  airline  in  the  United  States.  This  service 
was  provided  to  our  27  million  1992  Customers  at  an  average  one-way 
fare  of  $58. 

Despite  the  economic  turbulence  in  our  industry,  Southwest 
Airlines  has  managed  to  remain  profitable,  albeit  not  at  the  levels 
we  need  to  cope  with  the  capital  expenditure  demands  of  the  1990 's. 
With  over  $1.6  billion  in  passenger  revenues  and  $91  millon  in  net 
income,  1992  marked  the  20th  consecutive  year  of  profitability  for 
Southwest  Airlines.  It  also  marked  the  22nd  consecutive  year 
without  a  layoff  or  furlough  at  Southwest  Airlines. 
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I  am  often  asked  how  it  is  that  Southwest  Airlines  remains 
profitable  while  many  of  the  other  airlines  are  losing  money, 
disappearing,  or  operating  in  bankruptcy.  I  am  here  to  discuss 
this  question  with  you  today,  in  a  most  straightforward  way, 
because  I  believe  there  are  forces  at  work  which  threaten  not  only 
the  profitability  of  Southwest  Airlines,  but  also  the 
competitiveness,  and  even  the  survival,  of  the  entire  U.S.  airline 
industry. 

First,  let  me  assure  you  that  Southwest  Airlines'  success  is 
not  predicated  on  paying  our  employees  non-competitive  wages. 
Contrary  to  the  assumptions  of  some  people,  who  see  only  our 
comparatively  low  unit  costs,  all  of  the  traditionally  organized 
work  groups  are  organized  at  Southwest  Airlines,  with  approximately 
84  percent  of  our  Employees  belonging  to  and  being  represented  by 
labor  organizations,  including  major  international  unions,  such  as 
the  JAM,  International  Brotherhood  of  Teamsters,  and  the  TWU,  along 
with  several  non-affiliated  organizations,  which  represent  only 
Southwest  Airlines  employees,  such  as  the  Southwest  Airlines  Pilots 
Association  and  the  Southwest  Airlines  Ramp,  Operations  and 
Provisioning  Association.  Our  relations  with  all  of  our  unions 
have  been  excellent,  and  all  have  contracts  running  until  at  least 
1994.  The  spirit  and  productivity  of  our  Employees  are  just  two 
reasons  why  Southwest  Airlines  was  recently  selected  as  one  of  the 
top  ten  places  to  work  In  America.  Southwest  was  also  described  in 
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the  book  by  Messrs.  Levering  and  Moskowitz  as  "strongly  unionized." 

According  to  an  analysis  published  in  the  January  13  Aviation 
Daily,  based  on  DOT  Form  41  data  Southwest  Airlines  dedicated  the 
third-highest  percentage  of  its  operating  expenses  to  employee 
compensation  and  benefits  among  all  major  airlines.  Our  Employees, 
in  turn,  reward  us  with  the  highest  level  of  productivity, 
enthusiasm,  love,  and  selfless  dedication  of  any  organization  I 
have  ever  known  or  been  a  part  of.  Our  Employees  are  our  greatest 
asset.  As  a  group,  they  are  also  our  largest  owner,  holding  about 
9%  of  our  Company's  outstanding  stock  through  their  Profit  Sharing 
Plan.  Indeed,  I  am  presently  in  the  process  of  composing  a  letter 
to  our  people  telling  them  that  another  $29.9  million  has  been 
contributed  to  their  Profit  Sharing  accounts,  based  on  our  1992 
profitability.  This  represents  an  average  wage  addition  for  each 
Southwest  employee  of  approximately  8%. 

Although  we  compete  in  the  national  market  with  competitive 
wages;  buy  our  Boeing  airplanes  from  the  same  plants;  pay  the  same 
landing  fees  and  airport  rentals;  have  the  same  fuel  costs;  and 
compete  in  the  same  capital  markets  with  other  airlines,  the  key  to 
Southwest  Airlines'  profitability  is  generally  considered  to  be  our 
high  level  of  productivity,  producing  low  unit  costs,  which 
typically  run  about  25%  below  our  largest  competitors.  With  these 
lower  unit  costs  we  are,  quite  frankly,  able  to  offer  our  product 


-5- 


707 


at  a  price  low  enough  to  stimulate  the  market  substantially,  thus 
producing  a  higher  level  of  demand  and  higher  overall  revenues.  It 
is  not  uncommon  in  our  experience  that  Southwest  Airlines'  entry 
into  a  new  city-pair  market  will  double  or  triple  the  overall 
number  of  people  traveling  in  that  market  —  frequently  resulting 
in  our  competitors  carrying  more  passengers  than  they  carried 
before  our  entry,  as  they  lower  prices  in  an  effort  to  compete  with 
us. 

In  short.  Southwest  Airlines  is  living  proof  that  one  of  the 
fundamental  laws  of  economics  works  —  a  good  service  at  a  lower 
price  does  result  in  greater  demand  and  greater  overall 
consumption. 

The  forces  of  which  I  spoke  earlier,  however,  threaten  the 
continued  ability  of  all  carriers,  even  Southwest,  to  offer  our 
service  at  a  price  low  enough  to  stimulate  sufficient  demand  to 
restore  our  industry  to  profitability. 

The  basic  problem  faced  by  the  airline  industry  today,  simply 
put,  is  that  it  costs  more  to  deliver  the  product  than  consumers 
are  willing,  or  able,  to  pay  in  sufficient  nvimbers  to  fill  the 
airline  seats  available  in  the  system.  The  problem  is  so  severe 
that  many  analysts  believe  that  even  a  moderate  to  strong  recovery 
in  the  economy  will  not  remedy  the  situation  in  the  foreseeable 
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future.  I  have  heard  several  solutions  proposed  for  this  problem. 

Reducing  the  capacity  in  the  system  is  a  solution  proposed  by 
some.  While  this  solution  might,  over  time,  return  our  industry  to 
profitability,  it  involves  serious,  and  probably  unacceptable, 
social  consequences,  and  avoids  addressing  the  core  problem.  The 
result  of  reducing  capacity  is,  obviously,  to  provide  less  service 
at  higher  prices.  The  likely  byproducts  are  fewer  airlines,  less 
competition,  fewer  airline  jobs,  and  ultimately  a  less  productive 
and  efficient  airline  industry. 

A  second  proposed  solution,  closely  linked  to  the  first,  is  a 
return  to  the  days  of  greater  government  economic  regulation  of  the 
airline  industry.  This  is  a  solution  suited  for  those  who  wish  to 
return  to  the  days  when  government  regulation  stifled  competition, 
thwarted  innovation,  and  produced  a  protected,  inefficient  airline 
industry  which  was  often  unresponsive  to  public  demand.  Indeed, 
one  can  persuasively  argue  that  the  seeds  of  the  present  crisis  in 
our  industry  were  planted  many  years  ago,  in  a  regulatory 
environment  which  encouraged  bloated  costs  and  inefficient 
practices.  I  beseech  you  not  to  be  seduced  by  pleas  for  just  a 
little  more  government  regulation  as  the  solution  to  our  industry's 
problems.  If  you  succumb  to  this  temptation,  I  assure  you  the 
ultimate  losers  will  be  the  consumers  of  this  country  and, 
ultimately,  the  economy  of  this  country. 
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A  third  solution,  which  I  believe  to  be  preferable  to  the 
other  two,  is  to  promote  an  efficient,  productive  and  diverse 
airline  industry  capable  of  delivering  its  service  at  a  price 
consumers  are  willing  to  pay. 

As  noted  by  Chairman  Mineta  and  Chairman  Oberstar  in  their 
opening  remarks  last  week,  our  industry  is  certainly  not  free  from 
blame  for  the  present  crisis.  It  is  undeniably  true,  for  instance, 
that  many  carriers  have  taken  on  unsustainable  debt  burdens. 
Nonetheless,  I  also  believe  that  the  managements  of  virtually  all 
airlines  have  taken  giant  strides  over  the  last  few  years  to  limit 
or  reduce  all  costs  which  are  in  any  way  within  their  control.  I 
can  assure  you  that  it  is  not  the  goal  of  any  airline  to  sell  its 
service  at  a  price  below  the  cost  of  producing  that  service. 

At  a  time  when  airlines  are  struggling  mightily  to  reduce 
those  costs  which  are  within  their  control,  however,  we 
nonetheless  find  relentless  upward  pressure  on  the  cost  of 
providing  our  service.  To  be  blunt,  our  most  uncontrollably 
escalating  costs  are,  in  one  way  or  another,  directly  attributable 
to  government.  This  has  been  especially  true  during  the  last  three 
disastrous  years,  in  which  airlines  have  lost  some  $8  billion,  more 
than  wiping  out  every  penny  of  profit  our  industry  had  made  since 
that  day  in  1903  when  the  Wright  Brothers  started  this  whole 
business! 
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Please  be  assured  I  am  not  here  today  to  talk  about  laws  and 
taxes  of  general  application,  which  incidentally  apply  to  airlines. 
I  am  talking  rather  about  the  dozens  of  situations  in  recent  years 
where  airlines  and  their  passengers  have  been  singled  out  for 
excessive  taxes  and  costly  regulations,  frequently  imposed  with 
little  or  no  attention  to  the  impact  on  the  airline  industry's 
ability  to  deliver  its  service  at  an  affordable  price. 

Among  the  examples  I  might  cite  are  the  expensive  and 
excessive  drug  testing  program  imposed  by  the  FAA,  adopted  despite 
any  empirical  evidence  that  a  drug  problem  actually  existed  in  the 
airline  industry  and  which  has  only  proven  that  such  a  problem  does 
not  exist  among  the  safety  professionals  in  our  industry;  new  exit 
row  seating  regulations  which  will  require  reconfiguration  of 
aircraft;  a  25%  increase  in  the  airline  ticket  tax  to  be  paid  into 
the  general  fund,  which  in  and  of  itself  accounted  for  half  the 
industry's  total  net  loss  last  year,  excluding  accounting 
adjustments;  authorization,  and  in  some  cases,  downright  coercion 
by  the  FAA  (despite  a  Congressional  mandate  to  the  contrary)  of 
local  governments  to  adopt  airport  head  taxes  while  billions  remain 
idled  in  the  aviation  trust  fund;  FAA  avoidance  of  Congress' 
directive  not  to  collect  the  head  tax  or  "passenger  facility 
charge"  on  free  frequent  flyer  awards  ....  The  list  could  go 
on.  Even  as  we  speak,  the  FAA  is  considering  expensive  new 
programs  (some  at  the  behest  of  Congress) ,  including  broadbased 
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alcohol  testing  of  our  Employees,  unnecessary  revisions  to  airport 
obstacle  analysis  standards,  and  more  exorbitant  "security" 
procedures  like  the  "hardening"  of  aircraft  cargo  bins.  The  burden 
of  paying  for  all  of  these  new  programs  will  fall  entirely  on  the 
airlines,  our  investors,  our  Employees,  and  our  Customers. 

Of  course,  government  has  a  rightful  role  to  play  with  regard 
to  safety,  the  environment,  and  infrastructure  development.  For 
example,  the  Congress  was  very  well-intentioned  in  attempting  to 
settle  long-simmering  airport  noise  disputes  by  mandating  an  all 
Stage  3  fleet  by  the  end  of  the  decade  in  exchange  for  a  uniform 
national  standard  for  controlling  airport  noise.  He  supported  that 
policy  and  are  buying  new  airplanes  to  comply  as  best  we  can. 
However  noble  the  goal,  the  law  imposes  enormous  capital  spending 
requirements  on  all  airlines  which  are  difficult,  if  not 
impossible,  to  meet  in  times  such  as  these.  To  put  it  simply, 
under  present  circumstances  the  airlines  cannot  afford  to  pay  for 
the  new  airplanes  and  equipment  which  will  be  required  over  the 
remainder  of  this  decade. 

Likewise,  airport  improvements  may  be  necessary  and  good  in 
some  situations.  But,  airport  user  fees,  before  factoring  in  the 
PFC  program,  have  increased  three  times  as  fast  as  inflation  over 
the  last  10  years.  In  short,  if  you  wish  to  know  what  is  wrong 
with  our  industry,  it  is  really  quite  simple:  our  costs  exceed  our 
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revenues . 


It  is  demonstrably  true  that  airlines  cannot  sioply  pass  these 
costs  along  to  Customers.  If  the  present  trend  continues  unabated, 
Southwest  Airlines  may  well  maintain  a  cost  advantage  relative  to 
our  competitors,  but  that  will  hardly  matter  because  nobody  will  be 
able  to  afford  to  fly.  I  cannot  tell  you  how  many  times  our 
friends  in  government,  at  the  airport  level;  at  the  state  level;  in 
the  FAA;  and  even  in  the  Congress  have  said  a  particular  tax  or 
regulation  has  no  economic  consequence  because  we  "just  pass  it  on 
to  the  consumerl"  Well,  let  me  assure  you  that  consumers  are 
neither  stupid  nor  timid.  They  are  rejecting  our  overtures  and 
passing  these  costs  right  back  to  us.  And  there,  at  our  doorstep, 
the  buck  stops.  We,  in  turn,  cannot  pass  anything  back  to 
government.  That  is  why  I  was  particularly  heartened  by  the 
comments  of  Mr.  Mineta,  Mr.  Oberstar,  Mr.  dinger,  and  Mr.  Shuster 
last  week  which  reflect  that  the  leadership  of  the  House  Committee 
on  Public  Works  and  Transportation  is,  frankly,  ahead  of  many  of  us 
in  industry  in  figuring  this  out. 

If  we  are  to  restore  the  economic  health  of  the  airline 
industry  while  maintaining  a  competitive  environment,  the  role  of 
government  must  promote,  or  at  least  allow,  airlines  to  produce 
their  service  at  a  price  consumers  can  afford,  consistent  with  our 
legal  and  moral  obligation  to  utilize  the  highest  degree  of  care  to 
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assure  safety. 

Toward  this  end,  I  respectfully  submit  that  this  committee 
should  consider  legislation  which;  1)  mandates  that  a  truly 
meaningful  and  impartial  cost/benefit  analysis  must  precede  further 
subjection  of  this  industry  to  any  additional  regulatory  burdens; 
and,  2)  orders  a  comprehensive  study  of  the  accurate,  complete,  and 
CUMULATIVE  economic  cost  of  all  government  regulation,  fees, 
charges,  and  taxation  —  federal,  state  and  local  —  on  the  airline 
industry.  Too  often,  regulations  and  taxes  are  viewed  in 
isolation.  To  us,  it  is  the  total  cost  —  the  real  bottomline  — 
which  is  important.  Certain  initiatives,  standing  alone,  may  seem 
like  a  good  idea  at  the  time.  Added  on  top  of  the  already 
mountainous  volume  of  regulatory  and  tax  burdens,  however,  each 
additional  burden  becomes  a  crushing  weight. 

In  this  era  of  assault  on  America's  competitiveness  in  a 
global  economy,  the  airline  industry  stands  out  as  a  proud  example 
of  our  nation's  ability  to  produce  a  consistent,  low  cost,  high 
quality  product  which  is  the  envy  of  the  world.  Commercial 
aviation  is  one  industry  in  which  America  indisputably  sets  the 
standard.  The  technology  was  developed  largely  in  this  country. 
The  commercial  application  of  that  technology  was  largely  the 
product  of  American  entrepreneurship.  The  most  efficient,  most 
economical,  and  safest  airplanes  in  the  world  are  manufactured  in 
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this  country.  And  Americans  benefit  today  from  an  airline  industry 
honed  by  over  a  decade  of  fierce  competition  which  has  produced  a 
vital,  efficient,  unsubsidized,  pay  as  you  go  national 
transportation  system.   Let's  keep  it  that  way. 
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The  Transport  Workers  Union  of  America,   AFL-CIO, 

represents  some  45,000  workers  in  the  airline  and  aerospace 

industry.    TWU  represents  mechanics,  dispatchers,  fleet 

personnel,  flight  attendants,  as  well  as  other  classes  and 

crafts  in  the  industry.  We  have  representations  on  American 

and  affiliated  carriers.  Southwest,  Northwest,  Continental, 

USAir  and  a  number  of  other  carriers. 

In  1979,  at  the  dawn  of  implementation  of  airline 

deregulation,  TWU's  three  largest  representations  in  the 

industry  were  on  American,  Pan  An,  and  Eastern.   Our  groups 

on  these  carriers  were  approximately  equal  in  size.   After 

fifteen  years  of  deregulation.  Pan  Am  and  Eastern  are,  of 

course,  liquidated.   Most  of  the  former  employees  of  these 

carriers  have  not  found  work  in  the  industry,   and  a 

substantial  portion  have  either  lost  or  exhausted  such 
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crucial  benefits  as  retiree  health  coverage.' 

By  contrast,  American  was,  up  until  recently,  viewed  as 
one  of  the  major  success  stories  of  Airline  deregulation. 
However,  last  year  AMR  suffered  close  to  a  billion  dollars 
in  losses  —  losses  which,  unfortunately,  were  right  in  line 
with  virtually  every  other  major  carrier  in  the  industry, 
save  Southwest.  Based  on  these  developments,  according  to 
the  February  22,  1993,  edition  of  Aviation  Daily  "American 
Chairman  Robert  Crandall  has  served  notice  to  his  unions  and 
the  government  that  he  is  ready  to  sell  assets  and 
ultimately  dispose  of  much  of  the  nation's  largest  carrier 
to  give  shareholders  a  return  on  their  investment."  Such  a 
development  would  represent  a  close  to  incomprehensible 
economic  catastrophe  for  the  some  35,000  TWU  represented 
workers  on  American  and  its  affiliates.  In  this  context, 
though,  the  point  is  that  after  a  decade  and  a  half  of 
deregulation,  the  industry  is  in  danger  of  a  decline 
comparable  to  that  suffered  by  basic  steel  at  the  beginning 
of  the  last  decade. 

In  reviewing  how  we  came  to  this  state  of  affairs,  TWU 
can  only  harken  back  to  how  many  times  in  the  last  four 
years  officials  of  the  DOT  and  the  FAA  told  us  that  aviation 
is  a  "global"  Industry.  The  "global"  nature  of  the  industry 
was,  of  course,  the  rationale  for  allowing  foreign  repair 


'  Based  on  this  experience,  we  strongly  support  proposals  to 
encourage  carriers  acquiring  routes  or  assets  to  hire  employees  of 
the  selling  carrier. 
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facilities  to  perform  an  unlimited  scope  of  work  on  U.S. 
fleets.  "Globalization"  is  behind  the  pursuit  of  so-called 
"open  skies"  agreements  with  European  countries 
agreements  which  allow  access  into  the  vast  U.S.  market, 
while  providing  U.S.  carriers  only  limited  flying  rights 
into  the  particular  country  signatory  to  the  agreement. 

However,  we  heard  nothing  about  globalization  when  the 
FAA  failed  to  apply  expensive  U.S.  drug  and  alcohol  testing 
regulations  to  the  foreign  repair  facilities  it  (over  our 
continuing  objection)  placed  in  competition  with  U.S. 
stations  and  their  workers.  Similarly,  "globalization"  of 
the  industry  was  not  sufficient  reason  to  apply  U.S. 
dispatch  rules  or  the  new  de-icing  requirements  to  foreign 
carriers  operating  into  this  country.  In  short,  from  our 
perspective,  the  references  to  the  new  global  industry  by 
the  DOT  and  FAA  have,  more  often  than  not,  been  nothing  more 
than  an  apology  for  those  agencies'  failure  to  meet  their 
statutory  obligation  under  the  Federal  Aviation  Act  to 
strengthen  the  competitive  position  of  United  States  air 
carriers  and  assure  at  least  equality  with  foreign  air 
carriers. 

In  approaching  the  future,  and  trying  to  learn  from  the 
past,  it  is  clear  that  neither  Congress  nor  the  DOT  can 
impose  requirements  on  U.S.  carriers  and  their  workers 
without  accounting  for  whether  foreign  competitors  will  be 
subject  to  the  seune  standards  and  associated  expenses.   For 
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example,  TWU  believes  that  the  new  Aircraft  Ground  De-icing 
and  Anti-Icing  Program  recently  implemented  by  the  FAA  will 
improve  public  safety.  On  the  other  hand,  we  do  not  accept 
the  FAA" 8  glib  assurance  that  the  failure  to  apply  these  new 
rules  to  foreign  carriers  does  not  place  U.S.  carriers  at  a 
competitive  disadvantage  in  relation  to  their  foreign 
counterparts  because  "the  cost  of  compliance  incurred  by 
U.S.  air  carriers  is  offset  by  an  increase  in  aviation 
safety  both  real  and  perceived  by  the  flying  public." 
Federal  Register,  Sept.  29,  1992  at  44937.  In  evaluating 
this  claim  we  can  only  recall  that  Eastern  Airlines'  load 
factor  was  never  higher  than  when  certain  of  their  managers 
were  under  criminal  investigation  for  fraudulent  maintenance 
practices.  And,  consistent  with  this,  we  are  dubious  about 
how  many  passengers  choose  American  or  United  over  British 
Airways  for  flights  into  Europe  because  of  the  greater 
assurance  of  safety  purportedly  brought  about  by  U.S.  drug 
and  alcohol  testing  policies.  In  other  words,  both  Congress 
and  the  regulatory  agencies  must  do  far  more  to  make  sure 
that  there  is  a  level  playing  field  with  respect  to  foreign 
competitors,  emd  cannot  assume  that  there  will  not  be 
adverse  economic  consequences  if  they  fail  to  apply  a 
consistent  regulatory  policy. 

Further,  we  agree  with  the  Air  Line  Pilots  Association 
that,  in  light  of  the  gravely  weakened  condition  of  U.S. 
domestic  carriers.  Congress  should  establish  criteria  for 
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foreign  investment  in  U.S.  carriers.  Such  factors  must 
obviously  include  the  overall  impact  of  any  such  investment 
on  the  competitive  position  of  the  U.S.  industry.  We  must 
also  examine  whether  such  a  transaction  ultimately  results 
in  affording  flying  opportunities  into  the  U.S.  for  a 
foreign  carrier  without  supplying  equivalent  opportunities 
for  U.S.  carriers.  However,  the  TWU  will  under  no 
circumstances,  support  control  of  a  U.S.  carrier  by  a 
foreign  airline. 

Finally,  given  the  precarious  condition  of  the 
industry,  we  simply  don't  need  to  give  people  with 
established  records  of  bankrupting  carriers  yet  more  chances 
to  meUce  the  same  contribution  to  the  industry  and  its 
workers.  Accordingly,  we  strongly  support  legislative 
efforts  to  prohibit  individuals  who  have  taken  more  than  one 
carrier  into  bankruptcy  from  obtaining  another  operating 
certificate. 

This  completes  the  TWU's  prepared  testimony.  We  will 
be  happy  to  answer  any  questions. 
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Kr.  Chairman,  Members  of  the  Cotaitt««: 

southern  Air  Transport  apprsciates  the  opportunity  to  appear 
before  thie  coaieittwe  and  put  forth  our  views  on  The  rinancial 
Condition  of  the  Airline  Industry.   As  a  meaber  airline  of  the 
National  Air  Carrier  Association,  we  fully  support  the  positions 
expressed  today  by  Kr .  Oriscoll. 

Southern  Air  Transport  is  a  product  of  the  Airline  C>ere<7ulation 
Act  of  1978.  Although  we  have  been  in  existence  for  45  years,  it 
was  not  until  the  early  1980*8  that  the  effects  of  Airline 
Deregulation  allowed  us  to  grow  froa  a  fleet  of  three  aircraft  to 
a  present  fleet  of  twenty-two  large  cargo  transport  aircraft. 

Southern  Air  Transport  Is  an  all  cargo  charter  airline  that 
provides  charter  and  wet-lease  services  to  shippers,  freight 
forwarders,  the  Oepartaent  of  Defense  and  other  airlines  to 
support  activities  around  the  world.  Our  operations  are 
prirsarily  international  with  extensive  operations  in  Latin 
America.  Our  specialty  is  transporting  "outaixed  cargo*  for 
construction  and  oil  sjcploration  worldwide,  plus  transporting 
emergency  relief  supplies  to  faaine  stricken  parts  of  the  TTtird 
World.  For  almost  one  year.  Southern  Air  has  delivered  relief 
supplies  to  villages  of  Sosalia  for  the  CS.  State  Department, 
International  Red  Cross,  United  Nations  World  Pood  Prog'ram  and 
The  Lutheran  world  Pro^jram  with  up  to  nine  L-lOO  aircraft  based 
in  East  Africa. 
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X  as  stressing  the  nature  o(  our  Intamational  operation*, 
because  eisilar  to  alDost  all  O.S.  Airlines,  our  financial 
condition  depends  heavily  on  our  international  operations  and 
their  econoaic  viability.  To  that  end,  2  would  like  to  present 
four  points  to  iaprove  our  operations  worldwide. 

1.  Opefl  Skies 

To  the  extent  possible,  all-cargo  agreeaents  with  foreign 
governDents  should  provide  for  a  deregulated  •concaic 
•nvironnent,  with  the  carriers  of  each  country  having  liberal 
operating  authority  to  the  other  country  and  beyond. 

2.  Enforcement  of  Safety  Standards  A9alnst  Porvign  opT*tar9 

At  the  s&Be  tiae  the  U.S.  Governaent  negotiates  open  sKias 
econoaic  authority  it  should  insure  that  foreign  carriers  are 
subject  to  the  sace  safety  reg\jlations  a*  their  U.S.  coapet  Iters. 
Specifically,  in  the  Miaai  area  Southern  Air  is  faced  with 
coapetition  frca  operators  of  foreign  registered  aircraft  which 
have  virtually  no  regulatory  oversight  froa  either  a  safety  or 
econoaic  viewpoint.  Slaply  stated,  seae  U.S.  coapanies  have  been 
able  to  evade  the  regulatory  jurisdiction  of  the  FAA  by  placing 
their  aircraft  with  a  foreign  oparator  which  then  operates  to  the 
U.S.,  noainally  under  the  flag  of  a  foreign  airline.  In  aany 
cases,  the  regulatory  body  of  the  foreign  country  have  no 
knowledge  of  these  operations,  yet  the  U.S.  PAA  depends  on  the 
non-existent  oversight  and  peraits  operations  into  the  U.S. 
The  results  of  this  lack  of  oversight  have  had  both  e  safety  and 
econoaic  consequences. 
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3.    Control  of  Surplus  D.S.  Hilitarr  Mrcrsft  Ot^mzloq     tJM 
;ial  Karkat 


With  the  downsizing  of  the  U.S  nilitary  pr«»«ntly  und«rv«y 
to  fit  tha  poet  Cold  war  era,  nuserous  ailitary  C4.r90  transport 
aircraft  are  becoaing  exceas  to  the  needs  of  the  Services.  These 
aircraft  do  not  possess  the  proper  FAA  coB»«rcial  type 
certificate  for  operations  fcr  "coapensation  or  hire."  Vet  oftsn 
through  uncoordinated  efforts  of  tha  U.S.  Covam»«nt  Military 
Sales,  U.S.  State  Departsent  and  U.S.  Custoas,  these  aircraft 
have  been  exported  to  foreign  qovernaents  and  then  resold  to 
other  entities  for  couaercial  operations  throughout  the  world. 
We  urge  a  tight  governaental  control  of  these  unsafe  asaets  to 
Baintain  an  even  econosic  playing  field  for  the  U.S.  cargo 
carriers. 

4.    H^plOMentation  of  the  Batlonal  Security  Oooncil's  lUtiooal 
JLLrlift  Policy  of  19a7 

This  policy  requires  a  national  transportation  systaa  that 

is  fully  responsive  and  capable  of  eeeting  Military  personnel  and 

nateri*!  aoVecent  reqijirezent  of  the  Department  of  Defense  in 

peacetise,  national  emergencies  and  wartine.    To  achieve  this 

end,  the  DoD  is  to  maintain  and  operate  only  those  ovn«d  or 

controlled  transportation  resources  needed  to  »eet  approved  DoD 

asergency  and  wartise   req^iiresents  that  cannot  be  aat  fro« 

coBoercial  transportation  sources.   Southern  Air  Transport,  at 

the  world  largest  coaaercial  operator  of  the  Lockheed  L-lOO 

aircraft,  have  in  the  past  and  are  prepared  now  to  operate  this 

ailitarily  coapatible  aircraft  in  support  of  DoO  raqulraj»ants« 

affording  the  0.  S.  Military  the  ability  to  further  dovnaize 
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4 
their  capability  while  raaaining  re»pcn»ive  to  national  ••curlty 
requireaents. 

Kr.  Chaiman,  thank  you  for  the  opportunity  to  co«»ent  on  aoa* 
needed  legislative  direction  to  improve  the  Financial  Condition 

of  the  Airline  Industry. 
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HEARING  ON  THE 

FINANCIAL  CONDITION  OF  THE  AIRLINE  INDUSTRY 

FEBRUARY  24,  1993 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  David  Stempler.  I  am  the  Washington  Representative  for  the 
Internationsil  Airline  Passengers  Association  -  lAPA.  We  would  like  to  commend  the 
Chairman  for  calling  these  hearings  and  thank  the  Chairman  for  asking  for  the  views  of 
our  members.  lAPA  has  over  400,000  airline  passenger  members  worldwide  who 
experience  all  aspects  of  the  airline  system  throughout  the  world.  As  the  consumers  of 
the  product  that  the  airlines  provide,  we  feel  that  lAPA  members  have  an  important 
p)erspective  for  this  Subcommittee. 

The  Subcommittee  staff  provided  us  with  a  list  of  issues  for  consideration  at  this 
hearing  and  we  would  like  to  respond  to  the  issues  as  set  forth  below.  However,  before 
we  start  I  have  got  to  say  that  at  last  weeks  hearing  there  was  so  much  finger  pointing 
by  witnesses  at  everyone  and  everything  other  than  themselves  and  there  were  so  many 
"red  herrings"  tossed  out  that  I  thought  I  was  in  a  Scandinavian  fish  store.  This  industry 
has  got  to  learn  that  when  things  go  bad  they  can't  blame  everyone  else  and  then  go 
running  to  the  Government  to  solve  all  of  their  problems.  All  that  will  do  is  invite 
reregulation,  which  would  be  the  worst  possible  result.  Let  us  take  our  lead  from 
President  Clinton  who  has  called  for  being  responsible  for  the  causes  and  solutions  to  our 
problems. 

Mr.  Chairman,  I  represent  the  customers  of  this  industry  who  have  and  will  be 
paying  for  all  of  the  mistakes  of  the  participants  in  this  industry  and  we're  tired  of  it. 
It's  about  time  that  everyone  in  the  airline  industry  own  up  to  their  mistakes  so  that  we 
can  understand  them  and  try  not  to  make  them  again.  The  only  way  we  are  going  to  save 
this  industry  is  for  the  participants  to  save  it  themselves.  There  is  no  legislation  or 
regulations  that  can  be  enacted  by  this  Government  which  will  cure  what  we  think  has 
been  the  biggest  cause  of  the  airline  industry's  problems   — 

BAD  DECISIONS  BY  AIRLINE  MANAGEMENTS: 

BAD  DECISIONS  BY  AIRLINE  CREDITORS  AND  SUPPLIERS: 

BAD  DECISIONS  BY  AIRLINE  UNIONS:  AND 

BAD  POLICIES  OF  THE  REAGAN  AND  BUSH  ADMINISTRATIONS. 
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These  problems  which  will  be  discussed  in  depth  later  in   my  testimony  can  be 
summarized  as  follows. 

(1)  Bad  decisions  by  airline  managements  in  offering  airline  fares  below  their  costs  in 
response  to  low  pricing  initiatives  by  financially  weak  and  Chapter  1 1  air  carriers. 

(2)  Bad  decisions  by  airline  creditors  and  suppliers  in  airline  Chapter  1 1  Bankruptcy 
proceedings  in  authorizing  long-term  losing  airline  operations. 

(3)  Bad  decisions  by  airline  managements  in  buying  and  leasing  too  many  airplanes, 
building  too  many  hubs,  and  failing  to  cut  back  early  enough  when  traffic  dropped 
as  a  result  of  the  Persian  Gulf  War  and  the  recession. 

(4)  Bad  decisions  by  airline  unions  in  not  giving  wage  and  work  rule  concessions  early 
enough  when  airlines  got  into  financial  difficulties. 

(5)  Bad  policies  of  the  Reagan  and  Bush  Administrations  in  not  requiring  continuing 
financial  and  operational  fitness  reviews  of  financially  weak  airlines,  in  not 
protecting  U.S.  airlines  in  international  route  negotiations,  and  in  not  enforcing  the 
antitrust  laws. 

To  those  in  the  industry  who  think  that  government  regulation  or  intervention  in 
this  industry  will  solve  their  problems,  I  remind  them  of  that  phrase  that  sends  fears  into 
the  heart  of  every  airline  employee  -  "We're  from  the  FAA  and  we're  here  to  help  you". 
To  believe  that  somehow  the  Government  can  bail  this  industry  out  of  its  troubles  comes 
close  to  an  admission  that  the  industry  can't  manage  itself.  lAPA  believes  that  this 
industry  can  manage  itself  if  it  learns  from  its  mistakes  and  moves  on. 

And  what  about  these  mistakes.  In  a  deregulated  environment,  the  opportunity  to 
succeed  is  also  the  opportunity  to  fail  and  there  is  no  sacred  number  of  airlines  that  must 
exist  in  this  country.  Airline  passengers  like  having  airlines  that  are  national  in  scope  on 
which  they  can  build  frequent  flyer  miles.  They  like  frequent  service.  They  also  like 
low  fares.  They  like  on-time  performance.  And  of  course  they  want  to  travel  safely. 
The  airlines  that  match  the  expectations  of  the  airline  passenger  consumers  will  survive 
and  those  that  don't  won't  and  shouldn't. 
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The  fact  that  these  airlines  make  some  mistakes  along  the  way  is  no  different 
thanany  other  industry  in  this  country.  Look  at  Sears,  IBM,  Westinghouse,  and  others. 
No  industry  is  this  country  has  been  immune  from  the  changes  and  dislocations  brought 
about  by  the  worldwide  recession.  And  let  us  not  forget  that  it  is  not  only  the  U.S. 
airlines  that  are  losing  money,  this  is  a  worldwide  phenomenon.  lAPA  is  dealing  with 
the  same  issues  in  Europe  that  this  Subcommittee  is  dealing  with  here  in  the  United 
States. 

In  an  economically  deregulated  environment,  the  government  affects  the  expense 
side  of  the  airline  business,  not  the  revenue  side.  The  Government  imposes  taxes  and 
fees,  sets  regulations  on  safety,  noise,  aging  aircraft,  and  related  items,  all  of  which  are 
expenses  to  the  airlines.  Certainly  the  Government  can  make  some  reductions  in  the 
expense  side  of  the  equation  and  should.  For  example  we  support  Chairman  Mineta's 
proposal  to  reduce  the  airline  passenger  ticket  tax  from  10%  to  8%.  But  let  the  free 
market  control  the  revenue  side  in  the  give  and  take  between  the  airlines  and  their 
customers,  the  airline  passengers.  Believe  me,  the  airlines  know  when  passengers  like 
something  and  when  they  don't.  We  have  enormous  buying  power  and  it  is  felt  by  the 
airlines.  Please  Mr.  Chairman,  do  not  entertain  proposals  for  reregulation  that  interfere 
with  that  balance  because  it  can  never  improve  on  these  free  market  forces. 

Getting  back  to  the  issues  that  you  would  like  us  to  discuss,  set  forth  below  are 
lAPA's  responses  to  those  issues. 

1.        Financial  Condition  of  the  Airlines  and  Causes  of  their  Financial  Difficulty. 

As  all  of  you  know,  the  financial  condition  of  all  of  the  major  U.S.  air  carriers, 
except  Southwest  Airlines,  has  deteriorated  over  the  last  few  years  and  continues  to 
deteriorate.  As  stated  above,  lAPA  feels  that  the  primary  causes  of  the  financial 
deterioration  of  U.S.  airlines  can  be  summed  up  as  follows. 

(1)       Bad  decisions  by  airline  managements  in  offering  airline  fares  below  their  costs  in 
response  to  low  pricing  initiatives  by  financially  weak  and  Chapter  1 1  air  carriers. 

Over  the  last  few  years  there  have  been  fare  wares,  fare  skirmishes,  and 
other  battles  over  fare  structures.  The  major  airlines  have  matched  low  fares 
offered  by  financially  weakened  carriers,  which  instituted  these  low  fares  to 
generate  cash  to  cover  their  operating  expenses.  These  matched  fares  were  below 
the  costs  of  the  major  carriers.  Such  matching  of  low  fares  deprived  the 
financially  weak  airlines  of  the  cash  that  they  needed  to  survive,  and  created 
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substantial  losses  for  the  once  financially  strong  airlines. 

Major  airlines  have  matched  these  fare  initiatives  for  several  reasons,  some 
stated  and  others  unstated.  On  the  surface,  the  majors  state  that  unless  they  match 
these  low  fares,  airline  passengers  will  move  to  the  lowest  fare  service,  and  the 
majors  will  lose  market  share  to  their  low  fare  competitors.  This  is  done  even 
when  the  fare  they  match  is  below  the  costs  of  the  major  airline.  Their  argument 
is  that  if  they  are  deprived  of  this  traffic,  even  though  it  is  priced  below  their 
costs,  they  will  lose  this  traffic  forever,  and  this  will  create  a  larger  loss  in  the 
future.  They  also  say  they  are  driven  by  the  desire  to  maintain  their  market  share. 

lAPA  believes  that  an  unstated  reason  for  matching  these  low  fares  is  that 
if  the  major  carrier  can  deprive  the  weak  carrier  of  the  cash  that  it  needs  to 
operate,  then  eventually  the  weak  carrier  will  fail  and  the  major  can  then  return 
to  pricing  its  product  at  a  point  above  its  costs.  lAPA  believes  that  with  the 
competition  gone  the  major  will  then  raise  their  fares  as  much  as  the  market  will 
bear,  sometimes  more  than  the  market  can  and  will  bear. 

lAPA  believes  that  the  culprit  in  this  scenario  is  not  the  financially  weak 
carriers  that  institute  these  fares  to  generate  cash,  but  the  major  airiines  that  match 
these  fares  when  the  fares  are  below  their  costs.  Whether  the  carriers  are  in 
Chapter  1 1  or  not,  there  will  always  be  low  fares  offered  by  carriers.  The  major 
must  decide  on  a  case  by  case  basis  whose  fares  they  will  match  and  in  which 
markets.  For  example,  it  was  the  response  of  American  Airlines  to  non-Chapter 
1 1  Northwest  Airiine's  "Kids  Fly  Free"  fare  that  set  off  last  year's  fare  war. 

It  is  also  interesting  to  note  that  the  majors  do  not  match  every  fare  and 
meet  every  challenge.  The  fare  structure  of  Southwest  Airlines  is  not  matched, 
and  when  it  is  rarely  tried  by  the  majors  it  is  unsuccessful.  Low  fare  niche 
carriers  like  Kiwi,  Reno,  and  Skybus,  don't  always  attract  competitive  responses. 
Even  if  the  majors  feel  that  they  must  match  these  low  fares,  they  can  severely 
limit  the  seats  offered  at  that  fare.  Without  the  sophisticated  computers  of  the 
majors,  they  can  provide  as  much  or  as  little  capacity  as  they  want.  Bob  Crandall 
of  American  announced  last  week  that  they  will  start  withdrawing  from  markets 
where  they  cannot  make  a  profit.  We  applaud  that  move  because  it  evidences  that 
some  financial  sanity  is  returning  to  the  marketplace. 

Airlines  passengers  benefit  from  these  "fare  wars"  in  the  short  run. 
However,  we  question  whether  we  will  benefit  in  the  long  run  because  of  the 
deteriorating  effect  they  have  had  on  the  financial  viability  of  all  of  the  airlines. 
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These  price  wars  have  had  some  positive  effects  in  causing  the  major  carriers  to 
be  leaner  and  more  efficient  in  their  operations,  but  at  an  enormous  financial  cost. 

lAPA  does  not  take  the  position  that  this  matching  of  fares  by  the  major 
airlines  are  predatory,  since  they  are  merely  matching  the  fares  of  their 
competitors.  However,  the  majors  need  to  be  mindful  of  their  precarious  financial 
condition  and  cannot  spend  their  stockholders,  bondholders,  vendors,  and 
customers  money  in  these  battles.  The  majors  must  examine  how  they  can  limit 
their  competitive  responses  by  not  offering  these  loss  producing  fares  or  offering 
fewer  seats  to  match  these  fares.  We  also  think  that  the  financially  strong  carriers 
should  "take  off  their  gloves"  in  pointing  out  the  difference  between  themselves 
and  the  financially  weak  carriers.   More  on  this  below. 

And  what  about  this  drive  to  maintain  market  share.  This  concept  has  no 
meaning  by  itself  in  a  deregulated  market.  This  is  a  carry-over  concept  from  the 
regulated  days  of  the  C.A.B.  when  airline  fares  were  set  at  levels  such  that  the 
most  inefficient  airline  could  make  a  profit.  High  market  share  equated  to  high 
profit  share.  But  in  a  deregulated  environment,  what  good  is  a  large  market  share 
if  it  is  all  at  a  loss.  The  airlines  need  to  look  primarily  at  "profit  share",  not 
market  share. 


(2)       Bad  decisions  by  airline  creditors  and  suppliers  in  airline  Chapter  1 1  bankruptcy 
proceedings  in  authorizing  long-term  losing  airline  operations. 

Many  of  the  participants  in  the  recent  airline  bankruptcy  proceedings  have 
permitted  several  of  these  airlines  to  operate  too  long  at  a  loss  in  bankruptcy 
proceedings  before  liquidating  the  airline.  Much  of  the  blame  falls  at  the  feet  of 
the  major  creditors  of  the  airlines:  aircraft  manufacturers;  engine  manufacturers; 
aircraft  and  airline  lenders;  aircraft  lessors;  vendors;  suppliers  of  goods  and 
services  to  airlines;  unions;  and  others. 

These  creditors  in  these  airline  bankruptcy  cases  which  ended  in  liquidation 
of  the  airline  have  allowed  the  airline's  cash  and  the  proceeds  of  airline  asset  sales 
to  be  dissipated  in  funding  the  airline's  losses.  This  was  done  under  the  mistaken 
idea  that  the  creditors  would  be  better  off  with  an  airline  operating  at  a  loss  for  a 
long  period  than  in  an  early  liquidation  of  the  airline.  As  we  see  the  latest  round 
of  layoffs  at  aircraft  and  engine  manufacturers  because  of  a  crippled  airline 
industry,  you  should  ask  them  whether  they  now  think  that  was  the  right  strategy. 
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Should  these  creditors  be  allowed  to  utilize  the  cash  and  proceeds  of  asset 
sales,  which  really  belongs  to  these  creditors,  to  fund  airline  losses  in  a  Chapter 
11  case?  lAPA  believes  that  they  should.  These  creditors  in  a  bankruptcy  case 
are  just  like  equity  holders  in  a  non-bankruptcy  situation.  They  should  have  the 
same  right  to  spend  their  money  on  losing  airlines  operations  to  the  same  extent 
that  shareholders,  bankers,  lessors,  and  vendors  have  the  right  to  fund  losses  of 
the  non-Chapter  11  carriers.  This  is  what  happened  in  the  Braniff,  Pan  Am,  and 
Midway,  bankruptcies,  where  the  creditors  kept  agreeing  to  absorb  the  losses  of 
these  carriers  until  the  airlines  were  finally  liquidated.  For  Eastern,  this  was  true 
up  until  the  last  two  months,  when  the  judge  allowed  Eastern  to  continue  operating 
at  a  loss  over  the  objections  of  the  creditors. 

Bankruptcy  court  judges  are  also  at  fault  for  permitting  extended  airline 
loses  in  Chapter  11  proceedings.  They  do  this  in  the  hope  of  rehabilitating  the 
airlines  and  preserving  jobs.  Another  motivation  for  the  judges  is  that  they  want 
to  confirm  cases  and  take  the  company  out  of  bankruptcy,  not  order  their 
liquidation.  Bankruptcy  judges  get  notoriety  for  confirming  plans  of 
reorganization,  not  for  liquidating  airlines. 

Airline  unions  which  play  a  significant  role  in  many  of  the  Creditors 
Committees  of  these  Chapter  1 1  companies  are  usually  adamantly  opposed  to  a 
liquidation  of  the  airline  because  of  the  obvious  effect  on  their  members  with  the 
loss  of  jobs.  There  is  a  tremendous  human  cost  involved  in  the  loss  of  an  airline 
from  a  people  point  of  view  and  this  must  be  avoided  if  at  all  possible.  The 
Bankruptcy  code  contains  this  job  preservation  goal.  It  is  not  in  the  Bankruptcy 
Act  itself  but  in  the  Preamble  to  the  Act.  Although  this  is  not  required,  both 
judges  and  unions  should  be  mindful  of  the  effect  on  employees  and  union 
members  at  the  other  carriers  which  may  suffer  and  lose  jobs  as  a  result  of 
extended  operations  by  Chapter  11  carriers.  The  U.S.  Government  through  the 
Department  of  Transportation  or  Department  of  Labor  should  bring  these 
macroeconomic  airiine  issues  to  the  attention  of  the  Bankruptcy  Court.  Often, 
these  Chapter  1 1  airiines  have  been  unsuccessful  for  a  long  period  of  time  before 
the  Chapter  1 1  filing  and  they  continue  to  be  unsuccessful  after  the  filing.  Their 
slow  death  has  sometimes  done  more  harm  to  the  industry  and  the  airline  work 
force  as  a  whole  than  preserving  these  jobs  for  a  short  time  and  putting  everyone's 
jobs  at  risk  for  a  long  time. 
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In  general,  lAPA  feels  that  the  Bankruptcy  Act  has  been  effective  public 
policy  throughout  all  segments  of  American  industry.  It  is  designed  to  rehabilitate 
companies  that  are  financially  weak  when  they  file  for  Chapter  1 1  reorganization. 
By  freezing  their  pre-Chapter  1 1  debts  and  payables,  the  company  is  given  an 
opportunity  to  rehabilitate.  Do  Chapter  1 1  companies  have  a  cost  advantage  over 
competing  companies  by  not  having  to  pay  pre-petition  debts  and  payable?  Yes, 
that's  the  idea.  This  levels  the  playing  field  with  their  competitors  during  the 
Chapter  1 1  because  of  all  of  the  other  deficiencies  that  the  Chapter  1 1  carrier  has 
operating  in  bankruptcy  such  as  negative  publicity  of  operating  in  Chapter  1 1  and 
the  concern  among  the  debtor's  customers  that  the  reorganization  won't  be 
successful  and  it  will  fail.  Airline  passengers  don't  want  to  pay  for  tickets  in 
advance  and  don't  want  to  build  frequent  flyer  miles  on  an  airline  that  is  in 
Chapter  1 1  because  of  the  fear  that  it  won't  be  around  when  the  customer  wants 
to  use  them.  TTie  healthy  airlines  can  certainly  point  to  the  differences  that  they 
have  with  the  Chapter  1 1  carriers.  If  they  don't  chose  to  point  up  their  advantages 
over  the  Chapter  1 1  carriers,  then  they  shouldn't  complain  when  the  Chapter  1 1 
carriers  point  up  their  price  advantages  over  them. 


(3)  Bad  decisions  by  airline  management  in  buying  and  leasing  too  many  airplanes, 
building  too  many  hubs,  and  failing  to  cut  back  early  enough  when  traffic  dropped 
as  a  result  of  the  Persian  Gulf  War  and  the  recession. 

lAPA  believes  that  another  cause  of  the  industry's  financial  difficulties  was 
the  drive  to  greatly  increase  capacity,  with  insufficient  safety  cushion  if  there  was 
a  downturn  in  traffic.  There  is  an  old  saying  in  finance  that  "trees  do  no  grow  up 
to  the  sky",  meaning  that  growth  will  not  continue  unabated  forever.  If  you  make 
purchasing  decisions  with  no  expectation  of  a  fall  off  in  traffic  then  you  are  at  the 
mercy  of  overcapacity.  There  was  a  great  rush  to  build  capacity  in  the  1980's 
through  airline  mergers  and  acquisitions,  and  aircraft  acquisitions  and  replacement 
for  expansion,  noise,  and  aging  aircraft  purposes.  Each  airline  feared  that  if  they 
didn't  expand,  they  would  be  left  in  the  dust.  It  was  a  risky  strategy,  not 
perceived  so  at  the  time,  and  unfortunately  it  didn't  pay  off. 

The  excess  capacity  was  used  to  support  an  expansion  of  hubs  for  each 
carrier.  Not  only  did  we  end  up  with  too  many  hubs  of  competing  airlines,  but 
some  airlines  had  hub  operations  that  overlapped  with  their  own  airline  hubs.  We 
are  now  seeing  the  effects  of  this  over  hubbing  as  the  airlines  have  starved  each 
other  of  enough  traffic  mass  such  that  unless  the  hub  was  a  critical  hub  for  the 
airline  it  could  not  survive. 
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Along  the  East  Coast  we  had  hubs  in  the  following  cities:  Boston;  Newark; 
Philadelphia;  Baltimore;  Washington-Dulles;  Raleigh-Durham;  Charlotte;  Atlanta; 
Orlando;  and  Miami.  The  hubs  that  have  already  been  cut  back  are  Baltimore  and 
Washington  Dulles.  Raleigh-Durham  is  expected  to  be  reduced  soon.  Baltimore 
for  USAir,  Washington-Dulles  for  United,  and  Raleigh-Durham  for  American, 
were  secondary  to  their  primary  hubs  and  were  not  able  to  reach  the  critical  mass 
necessary  for  profitable  operations  because  of  traffic  operating  as  "Origin  and 
Destination"  or  through  competing  hubs  along  the  East  Coast. 

Airlines  did  not  cut  back  operations  fast  enough  as  the  situation 
deteriorated.  Many  believe  that  the  majors  thought  the  Chapter  1 1  carriers  would 
fail  quickly  and  they  could  then  fill  the  void.  As  they  waited,  the  weak  carriers 
hung  on  and  the  losses  of  the  majors  mounted.  The  majors  are  now  beginning  the 
process  of  cutting  back,  but  only  after  they  have  already  suffered  big  losses. 


(4)       Bad  decisions  by  airline  unions  in  not  giving  wage  and  work  rule  concessions  earlv 
enough  when  airlines  got  into  financial  difficulties. 

Airlines  that  get  financially  stressed  do  so  because  of  events  usually  beyond 
the  control  of  the  employees  of  the  airline.  However,  once  an  airline  gets  into 
trouble,  and  the  damage  has  already  been  done  by  management  decisions  and/or 
outside  forces,  there  are  few  places  that  an  airline  can  turn  to  reduce  costs  other 
than  their  labor  cost,  because  it  represents  such  a  high  percentage  of  total  costs. 
Management  salaries  if  reduced,  usually  don't  amount  to  an  awful  lot  of  savings. 
Non-union  employee  salaries  in  airlines  help  more,  but  usually  cannot  solve  the 
problem.  An  airline  can  have  little  impact  on  the  price  of  fuel.  Returning  aircraft 
can  be  a  costly  activity  and  cutting  service  to  cities  deprives  that  airline 
immediately  of  revenue,  but  the  costs  and  expenses  of  serving  those  points  tend 
to  follow  for  some  extended  period  of  time. 

An  enormous  component  of  an  airiine's  cost  is  in  its  labor.  If  concessions 
do  not  come  early  and  quickly,  their  offer  later  can  be  much  less  of  a  benefit. 
Work  rules  that  were  established  in  an  old  regulated  environment  or  even  when 
the  airlines  was  performing  well,  may  not  be  cost  effective  to  the  airline  when  the 
market  conditions  turn  bad.  Airiines  unions  have  been  too  slow  to  cooperate  in 
reducing  an  airline's  costs  before  large  layoffs  or  Chapter  1 1  filings  were  required. 
Airline  unions  often  agree  to  concessions  and  equity  swaps  in  the  Chapter  11 
proceedings,  but  even  that  is  sometimes  too  late. 
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A  new  cooperative  partnership  must  be  instituted  in  the  future  between 
management  and  labor  to  make  it  less  adversarial.  Management  must  be  willing 
to  swap  equity  or  other  benefits  for  wage  and  work  rule  concessions  earlier  in  the 
process.  But  for  unions  to  complain  about  the  losses  at  an  airline  but  not  offer 
quick  fixes  makes  them  just  part  of  the  problem  and  not  part  of  the  solution.  They 
need  to  pitch  in  earlier. 


(5)  Bad  decisions  by  the  Reagan  and  Bush  Administrations  in  not  requiring  continuing 
financial  and  operational  fitness  reviews  of  financially  weak  airlines,  in  not 
protecting  U.S.  airlines  in  international  route  negotiations,  and  in  not  enforcing  the 
antitrust  laws. 

During  the  1980's  and  early  1990's,  the  Reagan  and  Bush  Administrations 
did  not  use  any  of  their  regulatory  and  statutory  authority  to  maintain  a  level 
playing  field  in  the  airline  industry.  Multiple  mergers  were  allowed  which 
permitted  tremendous  consolidation  and  encouraged  some  of  the  capacity  increases 
which  were  required  to  match  the  national  reach  of  these  expanded  carriers. 
Leveraged  buyouts,  excessive  debt,  fmancial  weakness,  and  even  Chapter  11 
filings  did  not  cause  the  Department  of  Transportation  to  institute  any  financial 
fitness  proceedings.  The  Departments  of  Transportation  and  State  did  not  protect 
U.S.  carriers  in  their  competitive  dealings  with  foreign  carriers  operating  in 
concert  with  their  governments. 

The  inactivity  of  the  Executive  Branch  hopefully  will  be  cured  by  a  more 
activist  Clinton  Administration.  Certainly  the  Congress  has  a  place  is  forcing  the 
Departments  of  Transportation,  Federal  Aviation  Administration,  and  the 
Department  of  State  to  act  more  responsibly  for  the  U.S.  airlines. 


How  is  the  condition  of  the  airlines  likely  to  change  during  the  next  few  years? 

The  only  way  that  there  will  be  an  improvement  in  their  financial  condition 
is  a  substantial  improvement  in  the  economy  to  fill  the  capacity,  or  a  reduction  in 
capacity.  Capacity  can  either  be  reduced  across  the  board  among  all  airlines  by 
a  reduction  in  the  number  of  aircraft  being  operated,  or  capacity  can  be  reduced 
by  the  cessation  of  business  of  one  or  more  of  the  national  airlines. 
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3.  How  likely  are  further  failures  of  major  airlines? 

lAPA  believes  that  there  is  a  high  probability  of  additional  airline  failures. 
The  economy  is  not  improving  fast  enough  for  some  of  the  weak  carriers,  and 
capacity  reduction  can  not  come  fast  enough  to  cure  the  problem.  In  order  to 
survive,  the  weaker  carriers  must  change  their  marketing  strategy  to  enhance  their 
traffic.  Airline  loyalty  among  airline  passengers  is  very  high  today,  driven  by 
frequent  flyer  programs  and  their  multiple  tie-ins  with  hotels,  car  rental 
companies,  long  distance  telephone  companies,  etc.  These  are  inducements  to 
airline  passengers  to  use  their  product  and  lAPA  supports  them.  Weaker  airlines, 
with  smaller  route  networks  and  without  substantial  service  to  vacation  and 
international  points  are  becoming  overwhelmed  by  the  allure  that  airlines  which 
have  these  route  structures  have  to  offer.  Unless  the  weaker  airlines  counter  this 
trend,  they  will  continue  to  deteriorate  and  fail.  At  this  time  the  only  non-major 
airline  that  has  a  strategy  that  has  been  successful  over  a  long  period  of  time  has 
been  Southwest  Airlines  . 

4.  Are  these  causes  likely  to  continue  during  the  next  few  years? 

lAPA  believes  that  overcapacity  will  continue  to  exist  unless  the  airlines  or 
the  marketplace  determines  which  components  of  excess  capacity  will  be  reduced. 
We  have  seen  the  closing  and  reduction  in  the  size  of  hubs.  Airline  fleets  have 
and  will  continue  to  be  reduced.  Yet  there  is  still  too  much  capacity.  If  airlines 
were  in  stronger  financial  condition  they  could  work  through  this  portion  of  the 
economic  cycle  without  such  losses  and  dislocations,  but  they  are  so  weakened  that 
many  will  not  be  able  to  weather  the  storm. 

5.  What  is  the  likely  effect  of  the  industry's  financial  problems  on  employment, 
aircraft  acquisitions,  and  the  quality,  quantity  and  safety  of  service  provided? 

lAPA  cannot  speak  to  the  airlines'  employment  or  aircraft  acquisitions. 
lAPA  can  address  the  issues  of  quality,  quantity,  and  safety  of  service. 
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(1)  Quality  of  airline  service. 

Recently  there  has  been  a  marked  reduction  in  the  quality  of  airline  service 
as  a  result  of  the  substantial  losses  of  the  major  carriers.  Most  visible  have  been 
the  reduction  in  the  times  of  and  types  of  food  service.  Even  before  this  recent 
change,  our  members  have  telling  us  about  what  they  perceived  was  a  reduction 
in  the  quality  of  airline  service.  Some  of  their  feelings  about  deterioration  of 
quality  arise  from  passengers  being  required  to  fly  through  hub  airports  and  change 
planes,  whereas  older  routings  were  nonstop  or  direct.  In  addition,  hub  operations 
can  create  higher  passenger  loads  with  its  resulting  reduction  in  service.  To  better 
gauge  the  perceived  deterioration,  we  need  to  compare  airline  service  to  other 
service  industries  to  see  if  this  deterioration  is  unique  to  airline  service  or  exist 
across  the  board.    Our  guess  is  that  it  is  not  unique. 

(2)  Quantity  of  Service. 

For  most  of  our  members,  the  quantity  of  service  has  increased  through  the 
operation  of  hub  systems.  What  you  now  have  is  multiple  departures  to  multiple 
hubs,  versus  fewer  nonstop  and  direct  flights.  With  competing  hub  systems  of 
major  airlines,  passengers  are  offered  multiple  trip  itineraries  form  point  A  to  B. 
However,  as  noted  above,  because  these  trips  travel  through  a  hub  city,  requiring 
a  change  of  plane,  there  continue  to  be  complaints  from  our  members. 

(3)  Safety  of  Service. 

lAPA  is  very  concerned  about  deterioration  of  safety  at  financially 
distressed  airlines.  lAPA's  position  is  that  it  is  the  job  of  Jill  governments  to 
ensure  the  existence  of  a  safe  airline  passenger  industry.  lAPA  feels  that  airlines 
should  be  subject  to  continuous  financial  and  operation  fitness  reviews  by  DOT 
and  FAA.  It  is  generally  known  to  commercial  aircraft  appraisal  firms  that  some 
airlines  allow  their  aircraft  to  be  operated  in  a  deficient  maintenance  condition. 
Some  airlines  are  known  to  have  aircraft  that  are  rife  with  corrosion.  Some 
airlines  perform  required  repairs  but  in  the  most  expeditious  and  cheapest  way 
possible.  FAA  and  DOT  could  do  a  better  job  of  oversight  of  these  carriers. 
They  should  abandon  the  old  dictum  that  "some  airlines  are  too  big  to  be  shut 
down".  Airplanes  should  be  grounded,  certificate  actions  should  be  taken,  and 
management  should  be  changed  if  they  allow  these  just  marginally  safe  methods 
of  carrying  on  their  business. 
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6.  If  there  is  likely  to  be  further  concentration  in  the  industry,  will  there  be  enough 
competition  remaining  to  sustain  the  consumer  benefits  of  airline  deregulation? 

lAPA  feels  that  sufficient  competition  will  exist  if  there  are  three  or  four 
major  air  carriers,  and  several  niche  carriers.  lAPA  thinks  that  airline  passengers 
can  still  control  the  market  through  their  purchasing  habits.  If  passengers  feel  that 
prices  are  too  high,  they  will  support  competitors  or  new  entrants  that  are  more 
reasonably  priced  service.  Many  business  travelers  are  not  making  trips  today 
because  the  price  of  full  fare  coach  is  too  high.  This  will  continue  unless  airlines 
figure  out  ways  to  provide  their  product  at  a  reasonable  cost  to  airline  passengers. 
If  they  don't,  conference  calls,  faxes,  and  teleconferencing  will  have  more  of  an 
impact  than  they  do  today. 

7.  Should  the  Federal  government  take  any  legislative  or  administrative  actions  to 
improve  the  financial  condition  of  the  industry  and/or  to  enhance  industry 
competition'^  Without  limiting  the  issues  to  be  discussed,  the  Subcommittee  is 
interested  in  comments  on  whether  it  would  be  desirable  to  try  to  improve  the 
industry's  financial  condition  and/or  enhance  competition  by: 

1)        Changes  in  Taxes  affecting  airlines. 

(1)       Reduction  in  ticket  /  waybill  taxes  (Aviation  Trust  Airport  and 
Airway  Trust  Fund  taxes  ["Aviation  Trust  Fund  Taxes"1). 

lAPA's  position  has  always  been  a  simple  one  on  this  issue. 

(a)  If  the  government  is  going  to  collect  Aviation  Trust  Fund 
taxes,  then  spend  the  money  on  aviation  projects. 

(b)  If  the  money  in  the  Aviation  Trust  Fund  is  not  going  to  be 
spent,  then   reduce  the  Aviation  Trust  Fund  taxes. 

We  fiilly  support  Chairman  Mineta's  initiative  to  reduce  the  airline 
passenger  ticket  tax  back  to  8%  from  10%.  Whether  the  airlines 
reduce  ticket  prices  with  the  2%  reduction,  or  use  it  to  bolster  their 
income  by  holding  fares  at  the  same  level,  it  will  certainly  help  the 
industry.  If  they  reduce  prices  by  the  2%,  then  this  might  stimulate 
more  traffic,  and  generate  replacement  tax  revenue  for  the  Trust 
Fund. 
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(2)  Investment  Tax  Credits. 

lAPA  supports  Investment  Tax  Credits  that  will  generate  jobs 
for  Americans  to  manufacture,  operate,  and  repair,  aircraft,  engines 
and  avionics. 

(3)  Changes  in  the  Alternative  Minimum  Tax.     lAPA  has  no  position. 

2)        Allowing  increased  foreign  investment  and  ownership  of  U.S.  Airlines. 

lAPA  could  support  increased  foreign  investment  and  ownership  of 
U.S.  Airlines  as  long  as  U.S.  airlines  have  the  same  rights  and  benefits  of 
investment  and  ownership  of  foreign  airlines  in  foreign  countries.  As  an 
international  organization  with  members  all  over  the  world,  lAPA  supports 
equal  and  reciprocal  treatment  for  all.  On  the  issue  of  whether  non-U. S. 
carriers  should  be  able  to  own  a  greater  percentage  of  a  U.S.  carrier,  lAPA 
has  no  objection  to  an  increase  to  49%,  as  long  as  that  is  permitted  in  the 
foreign  county.  lAPA  believes  in  the  free  flow  of  capital  across  borders, 
as  long  as  a  country's  sovereignty  requirements  are  honored. 

The  operating  rights  side  should  be  treated  differently.  lAPA's 
proposal  for  dealing  with  the  issue  of  lack  of  access  for  U.S.  air  carriers  in 
countries  whose  airlines  are  allowed  to  invest  in  U.S.  airlines  is  as  follows: 
allow  the  investment  in  the  U.S.  airlines,  but  deny  the  right  to  enter  into 
marketing  agreements,  code-sharing  agreements,  and  other  related  service 
agreements  until  the  U.S.  carriers  have  the  same  operating  rights  as  the 
foreign  carriers  have.  Link  these  marketing  and  traffic  benefits  to  the 
liberality  of  the  bilateral  agreement.  There  is  no  need  to  link  operating 
rights  to  the  investment  component. 

But  lAPA  doubts  whether  these  investments  will  be  made  without  the 
right  to  obtain  the  traffic  feed  that  they  will  get  from  the  marketing 
agreements.  The  U.S.  can  trade  traffic  in  this  market  for  the  traffic  that  the 
foreign  airline  has  in  its  markets.  If  they  will  not  accept  equality, 
reciprocity,  and  a  level  playing  field,  then  these  non-U. S.  carriers  should 
not  have  open  access  to  U.S.  traffic  in  the  same  way  that  a  U.S.  carrier 
has.  But  if  they  want  to  keep  investing  in  U.S.  carriers  without  the  rights 
to  U.S  passenger  traffic  feed,  the  U.S.  should  be  happy  to  accept  their 
Pounds,  Francs,  Marks,  and  Yen. 
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3)  Changes  in  laws  affecting  bankrupt  airlines. 

lAPA  has  examined  whether  there  should  be  changes  in  the 
bankruptcy  laws.  As  noted  above,  one  of  the  issues  is  that  one  policy  of 
the  bankruptcy  laws  is  to  preserve  the  jobs  of  the  debtor's  employees. 
Protecting  these  jobs  has  sometimes  put  at  risk  the  jobs  of  the  employees 
of  the  competitors.  This  policy,  which  is  in  the  Preamble  to  the  Bankruptcy 
Act,  could  be  changed  to  state  that  the  preservation  of  jobs  of  the  debtor  is 
a  goal,  as  long  as  the  jobs  at  competitor  companies  are  not  thereby  put  at 
risk. 

Some  argue  that  carriers  that  file  for  Chapter  1 1  protection  should 
not  be  allowed  to  maintain  their  operating  certificates.  The  real  issue  is  the 
financial  and  operational  fitness  of  air  carriers,  whether  they  are  or  are  not 
in  Chapter  11.  In  reality,  some  carriers  are  financially  healthier  after  they 
file  for  Chapter  11  protection  then  before,  since  they  don't  have  to  make 
payments  on  their  pre-petition  debt  or  payables. 

lAPA  opposes  any  law  or  regulation  that  automatically  terminates  the 
operating  certificates  of  an  airline  filing  for  Bankruptcy  protection  under 
chapter  11.  On  the  other  hand,  lAPA  supports  continuing  fitness  reviews 
for  all  carriers.  A  chapter  1 1  filing  should  trigger  a  review.  Other 
significant,  negative  financial  actions  should  also  trigger  a  review,  such  as 
an  announcement  by  a  carrier  that  it  is  unilaterally  ceasing  to  make  debt  or 
lease  payments.  These  continuing  fitness  reviews  for  all  carriers  should 
rout  out  carriers  that  are  not  financially  or  operationally  fit  to  operate  as  air 
carriers. 

4)  Improvements  in  airport  capacity  and  the  capacity  of  the  air  traffic  control 
system. 

lAPA  supports  increased  spending  from  the  Aviation  Trust  Fund  to 
accomplish  these  goals. 

5)  Obtaining  better  international  rights  for  U.S.  carriers. 

lAPA  supports  increased  rights  for  both  U.S.  and  foreign  carriers  as 
long  as  there  is  reciprocity  between  the  respective  rights. 
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6)  Ensuring  that  foreign  airlines  serving  the  U.S.  are  subject  to  the  same 
regulatory  requirements  as  U.S.  international  airlines. 

Again,  reciprocity  is  the  key.  This  would  mean  that  if  international 
carriers  operate  to  a  higher  standard,  then  U.S.  carriers  operating  to  that 
country  would  also  be  held  to  that  higher  standard. 

7)  Improved  regulation  of  computer  reservation  systems. 

lAPA  is  generally  opposed  to  government  regulation  in  the  rates  and 
service  side  of  the  airline  business  and  therefore  opposes  this  form  of 
increased  regulation. 

8)  Increased  regulation  of  the  transfer  of  international  routes,  slots,  and  gates. 

lAPA  does  support  increased  regulation  of  the  transfer  of 
international  routes  and  slots  from  one  carrier  to  another.  lAPA  believes 
that  routes  and  slots  ought  to  be  owned  and  controlled  by  the  public  and  not 
owned  in  perpetuity  by  the  airlines.  International  route  awards  should  be 
for  short  to  medium  periods  of  time,  and  then  subject  to  re-bid.  Slots 
should  be  treated  in  the  same  way.  Routes  and  slots  which  belong  to  the 
public  should  not  be  able  to  be  sold  as  separate  units  by  air  carriers. 
Routes  and  slots  should  be  transferable  in  a  merger  but  not  in  a  sale  of 
assets,  since  what  is  being  sold  should  belong  to  the  public,  not  the  airline. 
Gates  should  be  controlled  by  the  entity  owning  and  therefore  financially 
responsible  for  the  gates.  Since  airports  need  to  finance  the  terminals 
which  contain  the  gates,  they  must  finance  them  with  leases  that  meet  the 
requirements  of  obtaining  the  financing. 

9)  Changes  in  the  policies  for  awarding  international  routes. 

As  noted  above,  lAPA  supports  a  limitation  on  the  time  jwriod  of 
international  route  awards. 
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Should  there  be  an  "reregulation"  of  airline  service  or  rates  to  protect  consumers 
or  to  improve  airlines  finances.  If  so.  what  degree  of  reregulation  would  be 
appropriate? 

lAPA  OPPOSFS  ANY  REREnULATION  OF  THE  AIRLINE  BUSINESS. 

We  must  support  deregulation  because  it  has  brought  enormous  benefits  to 
the  airline  consumer  and  not  leap  back  into  the  seeming  security  of  regulation. 
Too  often  people  confuse  reregulation  with  nostalgia  for  the  ways  things  were,  i.e. 
better  service,  better  meals,  etc.  of  the  "old  days."  The  key  though  is  that  with 
a  deregulated  airline  business,  the  airline  passenger  as  consumer  is  in  control  of 
the  product  supplied  by  the  airlines.  In  a  regulated  environment,  it  is  a  government 
board  or  government  officials  who  decide  what  is  appropriate  for  airline 
passengers.  We  believe  that  the  airline  consumer  is  the  best  determinant  of  the 
price  and  quality  of  service.  Our  members  vote  with  their  wallets  as  to  which 
airline  shall  succeed.  We  want  the  airlines  to  induce  airline  passengers  to  use  their 
services  with  whatever  marketing  tools  they  think  will  work  --  frequent  flyer 
programs,  more  legroom,  better  meals,  etc. 

Because  lAPA  is  opposed  to  any  reregulation,  no  amount  of  reregulation 
would  be  appropriate,  because  once  you  start  it  never  ends.  First  predatory  fares 
become  the  target,  but  that  requires  determining  minimum  and  maximum  fares,  but 
minimum  and  maximum  based  on  what  type  and  level  of  service  is  provided. 
Then  there  is  the  attempt  to  limit  competition  on  routes,  and  you  get  into  route 
regulation.    It  never  ends,  so  lAPA  says  don't  start  and  opposes  reregulation. 

The  Government  would  be  less  effective  in  managing  rates  and  routes  than 
the  airlines  and  their  passenger/customers.  Those  of  us  who  remember  the  days 
of  the  Civil  Aeronautics  Board,  remember  the  days  of  a  very  simple  fare  structure 
--  one  high  fare  for  everyone.  This  was  the  age  of  mileage  bases  fares  calculated 
on  a  national  basis  with  no  relevance  to  the  costs  in  a  given  market.  These  were 
the  days  when  hearings  over  an  application  to  fly  on  a  particular  route  took  years, 
followed  by  litigation  in  the  courts. 
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No,  we  shouldn't  go  back  to  that  period.  In  a  deregulated  environment  the 
airline  passenger  makes  the  decisions  about  routes  and  rates,  not  the  government, 
and  I  think  the  airline  consumer  has  done  a  pretty  good  job.  Don't  transfer  this 
control  to  five  commissioners  and  their  staff  in  Washington.  I  guarantee  that  the 
airline  passenger  consumer  will  always  do  a  better  job  than  five  commissioners 
and  the  thousand  government  employees  they  will  hire,  including:  analysts, 
lawyers,  administrative  law  judges,  etc.,  etc.,  etc.  We  got  off  that  merry-go-round 
in  1978,  let's  not  get  on  it  again. 


Mr.  Chairman,  that  concludes  lAPA's  remarks.  We  appreciate  the  opportunity  to 
have  presented  this  testimony  to  the  Subcommittee  and  would  be  happy  to  answer  any 
questions  that  you  have. 
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Mr.  Chairman,  Members  of  the  Committee: 

On  behalf  of  the  two  thousand  employees  of  Evergreen  Internationa!  and  their  families, 
we  would  like  to  take  this  opportunity  to  thank  you  for  listening  to  our  views  on  the  financial 
condition  of  the  airline  industry,  and.  In  particular,  the  plight  of  the  smaller  carriers  who  are  often 
overlooked  when  aviation  policies  are  being  adopted  or  implemented. 

Evergreen  International  Airlines  has  been  described  as  an  "industrial'  or  wholesale"  airline, 
or  if  you  will,  a  'blue  collar"  airline.  We  principally  provide  air  freighter  services  under  fixed  term 
contracts  to  other  airlines,  governmental  agencies,  and  commercial  customers.  Although  small 
compared  to  the  big  three  mega-carriers,  we  are  the  world's  largest  contract  airfreight  carrier, 
based  on  fleet  size.  Evergreen  operates  Boeing  747  and  727,  and  McDonnell  Douglas  DC8  and 
DC9  aircraft.  We  are  the  largest  operator  of  Boeing  747  freighter  aircraft,  with  a  fleet  of  twelve 
such  aircraft. 

Evergreen's  operations  are  primarily  international,  with  extensive  operations  to  and  from 
the  Far  and  Middle  East.  We  currently  also  operate  to  Australia,  and  nightly,  across  the  North 
Atlantic.  Domestically,  we  operated  for  over  17  years  for  the  U.S.  Air  Force's  Air  Logistic 
Command.  At  the  present  time  we  are  operating  the  western  hub  and  spoke  system  for  the  U.S. 
Postal  Service. 

On  the  passenger  side,  we  support  the  U.S.  Force's  Air  Mobility  Command  as  well  as 
chartering  Boeing  747  passenger  aircraft  to  international  carriers.  Most  recently,  we  supported 
the  Air  Mobility  Command  in  Somalia  and  Kuwait. 

Evergreen  is  a  proud  participant  in  the  Civil  Reserve  Air  Reet  program,  and  all  of  our 
aircraft  are  pledged  to  CRAF.  Evergreen  played  a  significant  role  in  Desert  Shield/Desert  Storm. 
During  that  emergency,  we  not  only  flew  logistic  support  for  the  United  States  Air  Force,  but  also 
for  the  United  Kingdom's  Royal  Air  Force  and  the  Ministry  of  Foreign  Affairs  of  the  Government 
of  Japan. 

Historically,  Evergreen  has  enjoyed  a  modest  profit  for  its  operations,  derived  from  hard 
work,  reliable  and  safe  operations,  and  a  dedicated  and  agile  work  force  of  men  and  women 
willing  to  go  the  extra  mile  for  our  customers.  For  the  first  time  in  our  history,  our  profitability  is 
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threatened.  That  threat  does  not  come  from  free  and  fair  competition  from  American  carriers. 
That  threat  comes  from  foreign  carriers,  government  owned  or  subsidized,  that  are  being  given 
access  to  our  skies  and  markets  without  a  commensurate  Quid  oro  quo  for  the  American 
carriers,  particularly  the  cargo  carriers. 

As  an  international  air  carrier,  we  are  ardent  advocates  of  free  trade,  indeed,  our  very  life 
blood  is  the  free  flow  of  commerce  between  nations.  But,  we  cannot  completely  abdicate  our 
position  that  it  also  be  fair  trade.  We  know  that  free  trade,  that  is  not  also  fair  trade,  results  in 
an  economic  Imbalance  of  trade  such  as  this  country  perennially  experiences  with  a  number  of 
trading  partners. 

In  the  recent  past,  our  nation's  international  air  transportation  policy  has  devolved  into 
a  single  catch  phrase:  "Open  Skies".  We  do  not  believe,  however,  that  this  concept  reflects  the 
totality  of  Congress's  intent  in  enacting  Section  11 02(b)  of  the  Federal  Aviation  Act  of  1958.  We 
submit  that  "Open  Skies"  may  be  free  trade,  but  it  is  certainly  not  free  and  fair  trade. 

It  is  our  position  that  America's  expansive  skies  and  it's  great  marketplaces  are  natural 
resources  to  be  husbanded  and  cared  for  as  much  as  our  forest,  our  rivers,  and  our  shores. 
They  are  as  valuable  to  Americans  as  the  diamond  and  gold  fields  of  Natal  are  to  the  South 
Africans,  and  as  the  oil  fields  of  Arabia  are  to  the  Saudis  and  Kuwaitis. 

Congress  unequivocally  recognized  this  value  when  adopting  its  Goals  for  International 
Aviation  Policy  in  Section  1 102  of  the  Federal  Aviation  Act.  That  provision  established  a  yardstick 
for  a  well  functioning  international  air  transportation  system  that  includes  "opportunities  for 
carriers  of  foreign  countries  to  increase  their  access  to  United  States  points  IF  EXCHANGED 
FOR  BENEFITS  OF  SIMILAR  MAGNITUDE  FOR  UNITED  STATES  CARRIERS . . .  with  permanent 
linkage  between  rights  granted  and  rights  given  away."  [emphasis  added] 

Presently,  only  one  bilateral  treaty  between  the  United  States  and  a  foreign  country  fits 
the  in  vogue  definition  of  "Open  Skies'.  That  is  the  bilateral  treaty  with  The  Netherlands. 

When,  however,  the  congressional  yardstick  quoted  above  is  placed  along  side  this 
treaty,  it  is  clear  that  the  United  States  carriers,  and  in  particular,  the  smaller,  struggling  carriers, 
got  the  short  end  of  the  stick. 
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The  United  States  carriers  got  access  to  Amsterdam's,  Schipol  Airport  serving  a  country 
of  1 5  million  people  with  a  surface  area  about  the  size  of  Connecticut.  In  return,  the  government 
owned  KLM  Royal  Dutch  Airlines,  and  its  partially  owned  affiliate,  Martinair,  got  carte  blanche 
access  to  our  expansive  skies  and  multiple  mega-marketplaces.  Our  valuable  natural  resources 
were  traded  for  a  trifle;  a  trade  reminiscent  of  the  deal  made  by  our  native  forefathers  when  they 
sold  Manhattan  to  the  forefathers  of  the  present  day  Dutch. 

Although  only  one  treaty  exists,  the  United  States  Department  of  Transportation  has 
adopted  a  unilateral,  de  facto  policy  of  Open  Skies  when  foreign  carriers  seek  fifth  freedom 
access  to  our  interior  marketplaces. 

An  example  of  the  devastating  effect  that  this  laissez  faire  attitude  of  the  Department  of 
Transportation  has,  with  respect  to  cargo  carriers  such  as  Evergreen  International  Airlines,  is 
evidenced  by  what  occurred  in  the  Pacific  theater  during  the  final  quarter  of  1992.  Evergreen 
serves  Columbus,  Ohio,  and  New  York,  New  York,  twice  weekly  from  Hong  Kong  through  out 
the  year.  Traffic  on  this  route  is  highly  seasonal  and  normally  peaks  just  before  Thanksgiving. 
Evergreen  labored  for  three  quarters  of  the  year  at  a  break-even  return  on  this  route  with  the 
expectation  of  enjoying  a  profit  during  the  pre-Christmas  peak.  Although  the  volume  of  freight 
did  peak,  as  expected  and  as  is  traditional,  in  the  fourth  quarter  yields  slipped  significantly. 
Contributing  to  this  deterioration  of  the  market  was  the  fact  that  our  U.S.  Department  of 
Transportation  granted  fifth  freedom  charter  authority  to  Cargolux  of  Luxembourg  and  Martinair 
of  The  Netherlands  to  operate  a  combined  total  of  45  charter  flights  to  serve  Columbus  and  New 
York,  during  the  heart  of  the  peak  season.  They,  in  fact,  gave  away  the  heart  of  the  watermelon 
to  foreign  carriers  in  return  for  no  measurable  "BENEFITS  OF  SIMILAR  MAGNITUDE  FOR 
UNITED  STATES  CARRIERS." 

As  noted  above,  as  an  International  carrier,  we  are  ardent  advocates  of  free  and  fair  trade. 
We  believe  that  free  and  fair  trade  should  apply  to  our  skies  as  well  as  to  access  to  our  markets. 
When  a  foreign  country,  such  as  The  Netherlands,  opens  its  skies  and  their  open  skies  consist 
of  access  to  one  single  marketplace  with  a  population  of  15  million,  it  does  not  make  sense  for 
the  United  States  to  throw  open  all  of  its  territories,  with  access  to  all  of  its  marketplaces,  to 
government-owned  and  subsidized  foreign  carriers,  while  doing  great  prejudice  to  American's 
carriers. 
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In  closing,  we  would  state  that  we  are  not  like  the  nineteenth  century  biacl<smiths  or 
manufacturers  of  txjggy  whips  lamenting  the  dawn  of  the  automobile  age.  We  welcome  free  and 
fair  competition  from  ail  comers.  What  we  ask  Congress  is  to  ensure  that  all  carriers  are 
required  to  play  on  an  even  playing  field. 
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Mr.  Chairman,  members  of  the  Committee,  I  appreciate  this  opportunity  to 
address  the  challenges  within  our  industry.  Lone  Star  Airlines  is  an 
independent  regional  airline  serving  sixteen  cities  in  six  states  from  our  hubs 
at  the  DFW  International  Airport  and  St.  Louis'  Lambert  Field. 

As  an  independent  regional  carrier,  we  are  dependent  upon  the  major  airlines 
to  provide  the  service  our  customers  demand.  Since  the  majority  of  our 
passengers  connect  to  the  majors  at  our  hubs,  we  are  tied  directly  to  the 
pricing  of  the  majors  via  the  joint  fares  utilized  by  our  customers.  When  our 
interline  partners  participate  in  fare  wars,  we  are  forced  to  stand  by  and 
watch  our  revenues  plummet,  which  in  turn  leads  to  painful  losses.  One 
might  wonder  why  we  would  participate  in  an  agreement  which  allows  last 
summer's  scenario  to  wreak  havoc  on  our  airline.  The  best  analogy  t  can 
offer  is  that  participating  with  the  majors  is  like  playing  Russian  roulette  with 
one  bullet,  however  choosing  to  not  participate  with  the  major  means  you 
toad  all  chambers  and  pull  the  trigger. 

My  greatest  fear  is  that  deregulation  is  being  held  up  as  the  culprit 
responsible  for  the  condition  of  the  airline  industry  and  that  there  are  those 
who  sincerely  believe  a  return  to  regulation  is  the  answer  to  the  industry's 
prayers.  I  can  assure  you,  anyone  who  has  the  best  interest  of  this  industry 
and  the  consumer  in  mind  is  not  praying  for  reregulation. 

I  believe  the  airline  industry  is  following  a  cycle  which  has  been  evident  in 
other  large  deregulated  industries,  i.e.  trucking  and  communications. 
Deregulation  provided  a  level  playing  field  for  all  willing  to  participate 
resulting   in   a  large  number  of  new  entrants.   In   some  cases,   management 
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viewed  deregulation  as  an  opportunity  for  nearly  limitless  expansion, 
resulting  in  devastating  failures  and  cost  structures  which  have  clearly 
gotten  out  of  control.  As  in  any  industry  with  too  much  capacity,  prices 
must  be  cut  In  an  effort  to  gain  market  share  which  leads  us  to  the  point  we 
find  ourselves  today.  We  are  now  witnessing  a  restructuring  of  most 
airlines,  some  through  bankruptcy,  others  through  tough  decision  making 
and  reanalyzing  strategies  and  goals.  In  the  past  leveraged  buyouts  and 
unrealistic  planning  has  reflected  the  short  sighted,  sometimes  selfish  needs 
of  management  and  the  investment  community  while  ignoring  the  long  term 
goal  of  providing  the  best  customer  service  possible. 

We  have  certainly  seen  consolidation  of  our  industry  just  as  we  saw 
consolidation  in  other  large  industries  which  have  been  deregulated.  At  the 
same  time  we  are  seeing  new  entrants  which  are  concentrating  on  offering 
low  cost,  convenient  service  to  the  consumer.  Regardless  of  the  industry, 
our  free  enterprise  system  has  proven  repeatedly  that  when  opportunities  are 
allowed  to  present  themselves  on  a  level  playing  field,  there  will  always  be 
those  willing  to  put  their  own  pound  of  flesh  on  the  line.The  U.  S.  airline 
industry  has  proven  to  be  no  different. 

I  do  believe  that  airlines  seeking  protection  under  bankruptcy  proceedings 
should  not  be  allowed  to  use  such  protection  to  their  competitive  advantage. 
While  I  do  agree  that  a  time  limit  for  bankruptcy  protection  makes  sense,  I 
also  believe  that  judges  currently  have  the  power  and  responsibility  to 
impose  a  reasonable  time  limit  under  current  statutes.  Any  action  which  can 
be  taken  to  encourage  these  judges  to  exercise  this  authority  would  be 
helpful. 
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The  area  which  I  believe  poses  the  most  risic  for  our  industry  is  the  one  for 
which  our  government  is  directly  responsible.     I  am  referring  to  the  unending 
mandates  dictating  that  our  industry  spend  millions  of  dollars  for  technology 
and   programs   which  have  not  been  proven  to  have  a  significant  impact  on 
safety.      Cockpit    voice   recorders,   digital   flight  data     recorders,     ground 
proximity  warning,  TCAS  I,  50  percent  drug  testing,  and  alcohol  testing  are 
all   examples  of  mandates  thrust  upon  this  industry.   If  our  government  was 
operating   an   airline,   there  is  no  way  these   mandates   would   exist,   simply 
because  there  is  no  benefit  which  justifies  the  cost.   Unless  programs  can  be 
proven  to  significantly  enhance  safety  of  flight,  they  must  not  be  forced   on 
our  industry.      Our   industry   has  an  outstanding   safety   record   which   has 
continued  to  improve  based  on  meaningful  advancements   in   procedures, 
training,     and   aircraft  technology.     The  airlines  and   manufacturers     have 
accepted    the   responsibility  to   incorporate  these  advancements    without 
government    mandates.     Current   mandates  only  serve  to    inflict    further 
financial  hardship  on  our  airlines  without  benefit  to  the  customer  or  industry. 

In  summary  the  answer  to  this  industry's  problems  is  not  more  government 
intervention.  Government  rules,  regulations,  and  taxes  have  all  contributed 
to  our  airlines  problems.  Any  legislative  or  administrative  action  intended  to 
help  the  airlines  should  focus  on  ways  to  help  reduce  cost.  An  environment 
which  allows  for  airlines  to  operate  profitably  and  encourages  competition 
benefits  the  consumer  and  our  nation. 

Thank  you. 

Philip  H.  Trenary,  President/CEO,  Lone  Star  Airlines 
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ADDITIONS    TO    THE    RECORD 


AIRBUS  INDUSTRIE  f^ 

OF  NORTH  AMERICA,  INC.  \^ 


Statement  of  Alan  S.  Boyd,  Vice  Chairman, 
Airbus  Industrie  of  North  America,  Inc. 


to 


Subcommittee  on  Aviation, 
House  Committee  on  Public  Works  and  Transportation 


February  24,  1993 


Airbus  Industrie  appreciates  the  opportunity  to  submit  a  statement  for  the  record 
in  connection  with  this  hearing. 

Airbus  Industrie  is  owned  by  a  consortium  of  European  aerospace  manufacturers. 
They  are  Aerospatiale  of  France,  British  Aerospace  of  the  United  Kingdom,  Deutsche 
Aerospace  of  Germany  and  CASA  of  Spain.  Airbus  Industrie  is  involved  in  the  design, 
marketing,  sales  and  product  support  of  Airbus  aircraft  produced  by  the  consortium. 
These  aircraft  very  in  size  from  150  seats  to  335  seats  and  have  ranges  of  between  3000 
and  7000  nautical  miles.   They  are  the  most  technologically  advanced  commercial  aircraft 
in  the  world  today. 

The  members  of  the  consortium  are  all  engaged  in  both  civil  and  defense 
manufacture.  With  the  end  of  the  Cold  War  they  have  all  suffered  major  reductions  in 
their  defense  business.  The  same  is  true  of  their  civil  aircraft  business. 

The  latter  is  due  to  the  difficult  situation  in  the  airline  industry  worldwide.  The 
airline  industry  is  a  bellwether  of  the  general  economy.  It  is  among  the  first  to  feel  the 
effects  of  recession  and  among  the  first  to  sense  economic  recovery.   The  current 
recession  in  the  United  States  has  spread  to  Canada,  Europe  and  Japan.  The  Gulf  War 
in  1990  brought  drastic  increases  in  the  price  of  aviation  fuel.   And  with  rare  exception, 
in  the  United  States  due  to  intense  competition  for  market  share,  the  airlines  have  not 
been  able  to  reduce  their  costs  sufficiently  to  be  compensated  for  the  low  yields  brought 
on  by  the  competition.  This  problem  has  been  further  exacerbated  by  an  absolute 
decline  in  domestic  traffic  due  to  the  recession. 

Boeing,  Airbus  and  McDonnell  Douglas  received  an  avalanche  of  orders  for  new 
aircraft  in  the  late  1980's.   Boeing  undertook  a  large  expansion  of  its  work  force  to 
produce  additional  aircraft   In  fact,  in  1991  Boeing  increased  the  production  of  its  737 
model  aircraft  from  17  to  21  per  month. 
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Unlike  its  competitors.  Airbus  Industrie  took  a  pessimistic  view  of  near  term 
market  opportunities  at  the  time  Iraq  invaded  Kuwait  in  1990.   As  a  result,  rather  than 
proceeding  with  its  plans  for  expanded  production  it  began  scaling  down  its  expansion. 
In  total,  since  1990  through  19S^,  Airbus  has  reduced  its  production  from  plan  by  32%. 
This  was  accomplished  over  that  time  period  by  seven  different  reductions. 

For  this  reason  the  Airbus  consortium  has  not  been  forced  into  the  dramatic 
layoff  of  employees  that  has  occurred  with  Boeing.  Unlike  the  situation  in  the  United 
States  where  layoffs  are  relatively  easy  to  accomplish,  labor  laws  in  Europe  are  more 
onerous  causing  European  manufacturers  to  be  much  more  conservative  than  their  U.S. 
counterparts  about  expanding  production.  There  have  been  three  downcycles  since  the 
jet  age  began.   In  each  one  of  them  the  U.S.  manufacturers  have  been  forced  to  layoff 
many  thousands  of  employees.  The  most  massive  Boeing  layoff  occurred  before  Airbus 
Industrie  had  produced  a  single  airplane! 

The  net  result  is  that  today  Airbus  is  building  aircraft  only  for  customers  with 
whom  it  has  firm  contracts. 

Airbus  Industrie  programs  have  received  substantial  government  launch  aid  for 
development  costs.   This  support  is  in  the  form  of  government  loans  repayable  on  a 
royalty  basis  from  the  sale  of  each  aircraft  produced.   These  payments  have  been  and 
are  being  made  by  Airbus  Industrie  as  scheduled.   In  fact,  the  payments  continue  for  the 
life  of  the  aircraft  program  even  though  the  loans  have  been  completely  repaid. 

The  first  Airbus  aircraft  received  loans  for  100%  of  its  development  support  in 
1969.  The  most  recent  large  program  (A330/340)  received  60%  of  its  development 
support  in  government  loans.  The  A321,  a  derivative  of  the  A320  which  will  be  rolled 
out  on  March  3,  1993,  received  no  launch  aid.   There  are  two  points  here:  because  of 
the  enormous  initial  investment  required  no  company  can  begin  today  without 
government  support;  second,  the  Airbus  programs  are  moving  toward  purely  commercial 
funding  as  fast  as  the  market  will  allow. 

While  Airbus  has  received  substantial  government  launch  aid  in  the  form  of 
repayable  loans,  U.S.  manufacturers  have  also  received  substantial  government  support 
for  their  commercial  aircraft  activities.   The  support  to  Airbus  is  open  and  efficient 
Support  to  U.S.  manufacturers  is  indirect  and  difficult  to  trace.  The  fact  and  value  of 
that  support  has  been  documented  in  many  ways  from  reports  of  the  Office  of  Science 
Adviser  to  the  President,  USAF  and  NASA,  as  well  as  countiess  academic  studies.' 


'e.g..  Congressional  Office  ofTechnology  Assessment,  Competing  Economies:  America, 
Europe  and  the  Pacific  Rim. 
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The  point  is  simply  that  modern  industrial  nations  all  support  their  civil  aircraft 
industries.  They  do  it  in  different  ways  depending  upon  their  own  laws,  practices  and 
customs.   But  the  net  result  is  the  same. 

Furthermore,  commercial  aircraft  manufacturing  today  is  a  global  industry. 
Various  components  for  Boeing  and  Douglas  aircraft  come  from  the  following  countries: 
Austria,  Brazil,  China,  Canada,  England,  Italy,  Japan,  Korea  and  Spain.   Each  of  the 
plants  which  produce  these  products  are  either  owned  by  governments  or  provided 
financial  support  by  governments.  By  the  same  token.  Airbus  Industrie  utilizes  suppliers 
in  35  of  the  United  States  for  its  programs. -9t  is  sheer  delusion  or  hypocrisy  to 
believe  that  U.S.  brand  aircraft  are  built  by  American  workmen  in  the  United  States 
utilizing  privately  generated  capital  while  Airbus  Industrie  is  a  quasi-govemment  entity 
living  off  the  taxpayers  of  the  nations  of  its  owner  companies. 

The  three  large  aircraft  companies  manufacture  and  sell  aircraft  in  the 
international  markets  on  the  basis  of  a  series  of  rules  and  agreements  largely  established 
by  the  GATT  or  OECD.  We  compete  on  the  basis  of  product,  price,  delivery,  product 
support  and  financing. 

None  of  the  manufacturers  desire  to  assist  in  financing  the  sale  of  their  own 
product   Each  of  us  has  production  lines  we  cannot  afford  to  shut  down,  therefore  we 
build  aircraft  to  the  extent  we  can  find  buyers.  Today,  given  the  state  of  the  airline 
industry  we  are  often  required  to  assist  in  financing  the  purchases. 

Airbus  Industrie  and  Boeing  have  each  received  the  same  rating  fi'om  the  credit 
agencies.  When  it  is  necessary  to  obtain  financing  Airbus  goes  into  the  open  market  and 
obtains  funds  on  its  credit  rating.   Presumably  Boeing  does  the  same. 

Airbus  Industrie  and  the  European  governments  who  have  supported  its  programs 
are  committed  to  abiding  by  all  relevant  rules,  regulations  and  agreements.  We  expect 
our  competitors  to  do  the  same. 
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STATEMENT  OF  THE  AIRCRAFT  DISPATCHERS  FEDERATION" 

The  ADF  is  an  organization  of  airline  operational  cxjntro!  professionals  dedicated  to 
promoting  safety  in  commercial  aviation.  The  ADF  membership  includes  non-union, 
union  and  management  operational  control  personnel.  The  current  economic  state  of  the 
airline  industry  concerns  ADF  because  of  the  impact  of  financial  realities  on  the  safety 
of  air  carrier  operations. 

The  ADF  is  gravely  concerned  that  in  policy  discussions  before  this  committee,  the 
issue  of  safety  and  regulatory  oversight  will  be  lost.  We  are  aware  that  both  foreign  and 
domestic  special  interest  groups  will  make  presentations  to  this  Committee  advancing 
their  particular  views  of  the  state  of  the  airline  industry  and  what  actions  should  be 
taken.  Our  intent  is  to  bring  to  this  Committee  our  concerns  about  the  safety  implications 
raised  by  the  economic  condition  of  the  industry. 

The  airline  industry  in  the  United  States  has  been  deregulated  for  more  then  ten  years. 
This  policy  decision  by  the  US  government  was  enacted  in  the  best  interests  of  the 
American  consumer.  Foreign  air  earners  during  this  period  have  remained  under  varying 
levels  of  protection  and  even  the  ownership  of  their  respective  governments.  This 
historical  fact  has  created  a  situation  where  several  financially  distressed  US  earners 
have  turned  to  foreign  carriers  for  alliances  and  funding.  The  ADF,  as  an  organization, 
has  no  opinion  as  to  v^rhether  these  mergers,  alliances  and  investments  are  appropriate 
since  this  is  a  policy  decision  in  which  the  interests  of  the  consumer,  labor,  and 
management  must  be  balanced  by  the  government  in  light  of  trade  policy  and  many 
other  variables. 

The  mergers,  and  alliances  between  US  and  foreign  earners  do  have  major  safety 
implications  which  must  be  addressed.  The  creation  of  code-sharing  between  US  and 
foreign  earners  presents  the  consumer  with  the  illusion  that  they  will  be  traveling  on  a 
single  air  earner  with  the  expectation  that  any  flight  they  choose  will  be  operated  in 
accordance  with  the  same  strict  safety  regulations. 
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Airline  Diap&ickers  r  eder&tion 

As  the  committee  is  aware  this  is  not  true.  Foreign  carriers  are  not  required  to  meet  the 

maintenance,  training,  licensing,  operational  control  or  other  safety  standards  of  US 

FAR  121.  US  airlines  are  required  to  follow  the  spirit  and  the  letter  of  this  regulation, 

thereby  creating  a  safety  standard  which  is  arguably  the  safest    in  the  world.  Foreign 

carriers  are  only  required  to  meet  the  requirements  of  US  FAR  129. 

The  first  question  this  Committee  must  address  is  whether  or  not  we  can  fund  a 
sufficient  number  of  trained  FAA  inspectors  to  ensure  that  all  carriers  involved  in 
code-sharing  arrangements  can  be  given  the  same  level  of  scrutiny  and  regulatory 
oversight.  If  US  carriers  continue  to  receive  the  highest  level  of  FAA  scrutiny  while 
foreign  carriers  receive  a  less  stringent  level  of  review,  Congress  will  be  encouraging 
the  code-sharing  US  carriers  to  move  as  many  of  their  flight  operations  to  the  air  carrier 
partner  which  receives  the  lowest  level  of  scrutiny.  Most  air  earners  lease  their  aircraft 
and  can  transfer  that  lease  from  one  cooperating  carrier  to  another  with  ease.  Should 
we  fail  to  fund  proper  regulatory  oversight  of  combined  foreign  and  domestic  air 
carriers,  the  Congress  will  create  a  situation  which  will  parallel  that  of  the  US  merchant 
marines.  The  air  carriers  will  be  driven  to  seek  the  lowest  common  safety  denominator 
and  create  an  aviation  industry  which  flies  under  flags  of  convenience  to  avoid 
regulatory  costs. 

If  the  Congress  does  fund  the  necessary  inspection  force  there  is  a  further  question 
which  must  be  addressed-  What  regulations  and  rules  will  the  multinational  air  carriers 
follow?  If  the  foreign  carriers  involved  in  code-sharing  with  US  carriers  are  allowed  to 
operate  under  the  current  regulation  (FAR  129),  while  requiring  US  carriers  to  adhere  to 
standards  of  FAR  121,  the  same  negative  result  will  occur.  Aircraft  and  operations  will 
be  shifted  from  the  auspices  of  FAR  121  to  the  less  restrictive  FAR  129  and  the  pursuit 
by  air  carriers  of  flags  of  convenience  will  become  reality.  The  safety  of  the  consumer 
will  be  compromised  as  the  economic  competition  drives  multinational  carriers  to  move 
their  operations  to  whichever  flag  of  convenience  provides  them  a  competitive  financial 
advantage  because  of  lower  regulatory  requirements. 
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It  is  the  position  of  ADF  that  no  matter  what  other  actions  the    Congress  and  the 
Executive  branch  take  regarding  the  airline  industry,  ail  efforts  will  be  negated  unless  all 
air  carriers  operating    to,  from,  or  within  the  United  States  are  required  to  meet  or 
exceed     the  letter  and   intent  of  US   FAR   121.   We  are  seeking   international 
competitiveness  while  enhancing  flight  safety  here  at  home. 

Failure  to  require  compliance  with  FAR  121  Flag  and  Domestic  rules  by  Foreign 
carriers  operating  in  the  United  States  will  result  in  the  inability  of  US  carriers  to 
compete  on  the  open  market  with  foreign  carriers  operating  under  far  less  restrictive 
rules. 

A  simple  example  illustrates  the  problems  of  differing  standards.  A  US  and  a  foreign 
carrier  are  both  operating  between  a  European  city  and  New  York  and  due  to  weather 
and  air  traffic  congestion,  both  flights  arrive  five  hours  late.  The  pilots  of  both  airlines 
are  scheduled  to  continue  to  fly  the  next  morning  to  a  third  destination  city.  Because  of 
FAR  121  requirements  for  minimum  crew  rest,  the  US  carrier  must  delay  it's  flight  for 
two  hours.  The  foreign  carrier  operating  without  these  rules  will  legally  depart  on 
schedule.  Naturally,  the  unsuspecting  New  York  passengers  will  take  the  flight  leaving 
on  time  to  their  destination  rather  than  wait  for  the  fully  rested  flight  crew.  Consumers 
will  make  this  choice  because  of  the  common  misconception  that  safety  standards 
imposed  on  the  Foreign  carrier  are  the  same  as  for  US  carriers. 

Numerous  other  problems  can  be  shown  which  cleariy  illustrate  the  problems  US 
carriers  face  in  competition  with  Foreign  air  carriers  operating  under  unequal  regulation 
with  equal  market  access.  As  a  remedy  the  ADF  advocates,  strict  application  of  FAR 
121  safety  requirements  upon  all  air  carriers  operating  into  the  US.  The  Canadian 
government  and  Transport  Canada  are  currently  moving  towards  FAR  121  standards  to 
improve  the  safety  of  their  air  carriers,  and  to  protect  the  Canadian  traveling  public.  Our 
Congress  must  mandate  that  foreign  carriers  comply  with  our  regulations  as  well,  in  the 
interest  of  American  aviation  consumers. 
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The  FAA's  inspection  force  is  iiard  pressed  to  inspect  the  US  carriers  in  a  timely  and 
effective  manner.  In  a  time  of  shrinking  budgets  and  a  growing  federal  deficit,  the  ADF  is 
concerned  that  the  already  stressed  inspection  system  of  US  earners  will  be  unable  to 
handle  the  additional  responsibilities  of  monitoring  multinational  airlines  whose 
operations  are  predicated  on  widely  varying  sets  of  national  rules  and  ICAO 
recommendations. 

Currently  the  FAA  lacks  the  staff  to  provide  even  minimal  oversight  of  foreign  carriers 
except  for  random  and  widely  spaced  ramp  checks  of  their  flight  crews  paper  work.  The 
ADF  has  found  that  Aeroflot's  current  FAR  129  filing  shows  that  dispatch  sen/ices  to 
Aeroflot  will  be  provided  by  Pan  American  Airlines  Dispatch.  Since  Pan  American 
Airlines  no  longer  operates  it  appears  that  the  FAA  is  unable  to  keep  track  of  the 
adequacy  of  Foreign  air  carrier  filings. 

Avianca  52  crashed  at  Cove  Neck,  New  York  on  January  25,  1990,  killing  73  of  the 
158  people  on  board.  The  crash  investigation,  generated  several  recommendations  by 
the  NTSB  to  the  FAA  and  to  the  Director,  Administration  Aviation  Civil  (DAAC) 
,Colombia.  The  NTSB's  Class  II  Priority  Action  recommendations  to  DAAC  regarding 
operational  control  and  Cockpit  Resource  Management  (CRM)  were  made  to  help 
ensure  a  tragedy  such  as  this  would  not  reoccur.  Neither  the  FAA  nor  the  NTSB  is 
empowered  to  ensure  that  DAAC  Colombia  has  acted  on  these  recommendations.  The 
FAA  has  stated  that  compliance  with  the  NTSB  recommendations  to  DAAC  has  been 
left  to  the  discretion  of  the  Colombian  government.  The  FAA  does  not  leave  compliance 
with  safety  requirements  by  US  carriers  to  the  discretion  of  the  air  carrier, 

In  summary  the  rise  of  multinational  carriers  requires  a  corresponding  elevation  of 
safety  standards  for  all  air  carrier  operating  in  the  United  States.  The  safety  of  the  public 
and  the  existence  of  a  healthy  US  aviation  industry  depend  on  a  single  standard  of 
safety  for^  commercial  flight  operations.  That  standard  should  be  US  FAR  121. 
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EXECUTIVE  SUMMARY 

This  paper  sets  forth  the  views  of  Theodore  P.  Harris  and  Airline  Industry 
Resources,  Inc.,  as  to  how  best  reorganize  the  U.S.  Department  of 
Transportation  and  develop  new  National  Transportation  Policies  to  resolve 
the  deepening  transportation  crisis  facing  the  nation.  Particular  emphasis  is 
accorded  the  airline  industry.  Mr  Harris  and  his  staff  have  offered  gro  bono 
assistance  to  the  transition  team  but  are  not  candidates  for  any  positions  in  the 
Administration. 


Transportation  is  responsible  for  15%  to  25%  of  our  gross  national 
product.  Travel  and  tourism  is  our  largest  industry.  Air  travel  accounts  for 
over  93%  of  public  intercity  transportation.  Air  transportation  is,  de  facto, 
our  national  mass  transit  system  ~  yet  it  is  virtually  bankrupt. 

A  significant  part  of  the  problem  rests  with  staff  and  laissez-faire 
ideology  at  the  inbred  Department  of  Transportation  where  the  national 
interest  is  almost  nowhere  in  evidence.  That  Department  is  set  on  selling- 
off  to  foreign  interests  our  once  "blue  ribbon"  domestic  airline  system 
rather  than  admit  to  the  failure  of  airline  deregulation.  Excessive  and 
unseemly  lobbyist  influence  by  former  DOT  officials  has  accelerated  this 
activity.  It  is  time  to  thoroughly  clean  house. 

This  paper  discusses  short  and  long  term  policy  initiatives  for  both  the 
transportation  sector  and  the  air  transportation  system  which  can  provide 
some  immediate  relief  while  laying  the  groundwork  for  restoring  long  term 
vitality.  It  proposes  a  public  interest-driven  "soft  hand"  of  government 
support  as  opposed  to  reregulation. 

The  United  States  Postal  Service  is  identified  as  the  largest 
transportation  company  in  the  world  but  with  an  abysmal  performance 
record  and  incompetent  transportation  management.  The  Postal  Service 
provides  the  opportunity  to  strengthen  all  airlines  while  expediting  the 
movement  of  the  mail. 

Finally,  the  paper  proposes  an  important  ten  point  interagency 
Federal  Action  Plan  to  assist  the  airline  industry  and  reinvigorate  the  air 
transportation  system.  It  addresses  the  following  areas:  financial  stability; 
hub  and  route  rationalization;  capacity  reduction;  pricing  reform; 
elimination  of  discrimination;  computer  reservations  systems;  U.S.  Postal 
Service;  air  safety;  technological  development;  and,  the  development  of  a 
sound  National  Transportation  Policy  Statement. 
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TRANSPORTATION  AND  THE  ECONOMY 

Various  estimates  place  "transportation"  in  the  range  of  15%  to  25% 
of  our  gross  national  product.  The  travel  and  tourism  industry  is  arguably 
the  largest  industry  in  the  country  in  terms  of  employment.  It  is  near  the 
top  in  terms  of  annual  revenues.  Air  transportation,  particularly,  has 
radically  effected  the  tourism  infrastructure. 

Without  going  into  great  detail,  suffice  it  to  say  that  the  rapid 
expansion  of  new  entrant  airlines  and  the  competitive  response  by 
established  carriers,  particularly  in  the  period  1980-85,  resulted  in  a 
dramatic  if  uneconomic  expansion  of  service  at  lower  fares  which  led  to  an 
overall  euphoria  in  the  travel  industry  that  could  not  be  sustained  (those 
low  air  fares  virtually  destroyed  our  intercity  bus  system).  Unfortunately, 
very  significant  tourism  infrastructure  investments  were  made  based  on  this 
euphoria.  Hotels,  resorts,  tour  companies,  cruise  ship  lines,  all  became 
targets  of  both  entrepreneurs  and  existing  companies  wishing  to  get  their 
piece  of  an  ever-expanding  pie. 

When  the  air  travel  bubble  burst  -  sparked  by  CAB  Sunset,  wholesale 
mergers  and  acquisitions,  and  the  massive  failure  of  new  entrant  and 
established  airlines  ~  there  was  a  concurrent  reduction  in  service  and  an 
increase  in  fares.  Both  slowed  the  growth  of  air  travel.  This,  of  course, 
spelled  trouble  for  hotel  occupancy  rates  and  tourism-related  ventures  such 
as  resorts,  restaurants,  theme  parks,  and  cruise  ship  lines.  They  all  suffered 
a  fate  similar  to  that  of  airlines,  with  many  resort  destinations  all  but  closing 
down  with  the  withdrawal  of  air  service. 

On  the  business  side  of  travel,  similar  investments  were  made  in 
infrastructure,  i.e.,  hotels,  conference  centers,  and  the  like.  They,  too, 
suffered  with  an  extraordinary  increase  in  business  class  fares,  particularly 
after  1985.  Business  travel  was  scaled  back  considerably  as  cost 
accountants  realized,  among  other  things,  that  frequent  flyer  programs 
were  causing  a  surge  in  business  travel  unrelated  to  the  needs  of  their 
companies.  The  growth  of  hub-and-spoke  systems  and  the  reduction  in 
nonstop  service  resulted  in  not  only  increased  air  fares  but  increased  total 
travel  costs,  as  one-day  out-and-back  trips  became  overnight  affairs  with 
hotels  and  per  diems  built-in.  This  meant  lost  productivity  and  increased 
expense,  exactly  the  opposite  of  what  the  deregulators  promised.  As  a 
leading  edge  public  utility-type  service,  fluctuations  in  the  fortunes  of  our 
air  transportation  System  have  caused  significant  disruptions  throughout 
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major  sectors  of  our  economy  while  reducing  the  efficiency  of  the  System 
and  choking  business  travel. 

On  a  regional  basis,  the  availability  of  air  transportation  services, 
whether  in  markets  like  the  west  coast  of  Florida  or  in  states  like  Arkansas 
and  Minnesota,  have  had  a  destabilizing  effect  on  regional  and  local  plans 
for  economic  development.  The  importance  of  air  transport  is  of  critical 
importance  for  plant  location  analyses.  It  is  every  bit  as  important  as  a 
good  surface  transportation  infrastructure  and  other  major  considerations 
that  professional  site  location  teams  use  in  their  evaluations.  Hubs  became 
so  attractive  to  cities  ~  even  though  the  majority  of  traffic  was  transiting 
the  hub  (i.e.,  not  local)  ~  because  the  hub  itself  represented  a  powerful 
magnet  for  local  and  regional  business  development  and  the  attraction  of 
corporate  headquarters  and  manufacturing  facilities.  And  it  did  this 
without  respect  to  other  pertinent  geographical,  social,  and  economic 
attributes  of  particular  regions  or  locales.  Hubs  served  to  skew  rational 
developmental  objectives  and  did  so  on  a  national  basis,  much  as  they  had 
skewed  air  transportation  service  with  the  provision  of  second  rate  transfer 
service. 

The  impact  of  deregulation  on  the  air  transport  sector  is  particularly 
distressing.  Two  hundred  and  fifty  thousand  airline  employees  have  been 
displaced.  There  have  been  wholesale  cancellations  of  orders  for  new 
domestic  airliners.  Hundreds  of  airports  are  inadequately  served  and 
underutilized,  while  "hubs"  experience  severe  peaking  problems.  There  are 
gross  forms  of  discrimination  and  widespread  and  destabilizing  predatory 
and  ruinous  behavior  that  threaten  still  more  major  bankruptcies. 
Deregulation  cost  the  aircraft  manufacturing  sector  ten  years  in 
technological  development,  as  the  trend  in  aircraft  sizing  was  reversed  and 
the  orders  and  funds  to  launch  new  technology  aircraft  dried  up. 
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DEPARTMENT  OF  TRANSPORTATION  STAFFING 

In  its  twenty-five  year  history  the  U.S.  Department  of  Transportation 
(DOT)  has  never  had  the  opportunity  to  attract  and  develop  staff  the  way 
it  should  have.  DOT  was  a  little  like  a  baseball  expansion  club  that  had  to 
choose  fi-om  players  no  one  else  wanted.  It  has  always  been  an  agency  in 
search  of  a  mission. 

Warned  more  than  a  year  prior  to  shutdown,  only  those  individuals 
unable  to  secure  gainful  employment  in  the  private  sector  were  left  at  the 
Civil  Aeronautics  Board  (CAB)  at  "Sunset"  in  1985.  These  individuals,  by 
and  large  unemployable  outside,  were  then  transferred  to  DOT;  most  to 
the  Office  of  Policy  and  International  Affairs.  As  a  group  they  had  very 
little  actual  transportation  expertise.  They  were,  instead,  an  odd 
assortment  of  lawyers,  economists,  and  ideologues  whose  naive 
experiments  with  the  air  transportation  industry  will  linger  for  many  years, 
even  after  an  effort  to  reinvigorate  the  industry  is  undertaken. 

The  weakness  of  the  DOT  staff  resulted  in  a  number  of  unfortunate 
circumstances: 

•  DOT  has  never  been  able  to  exert  strong  national  leadership  not 
only  in  the  resolution  of  transportation  problems  but  in  the 
promotion  of  the  development  of  new  transportation  options. 

•  DOT  has  never  had  a  healthy  level  of  respect  from  any  segment 
of  the  transportation  industry.  It  still  doesn't. 

•  With  respect  to  the  various  modal  agencies  under  the  DOT 
umbrella,  the  Office  of  Secretary  of  Transportation  has  now 
become  a  byword  for  political  interference  in  sound  decision- 
making and  the  contract  award  process,  thereby  further  eroding 
DOT  respect  and  morale. 

•  Transportation  companies  gave  up  working  for  sound  policy  and, 
instead,  directed  their  efforts  toward  lobbying  DOT  on  specific 
issues. 

•  DOT  thus  became  a  breeding  ground  for  a  new  species  of 
industry  lobbyists  spawned  by  that  agency  and  working  for  various 
carriers.  This  is  probably  most  evident  in  the  airline  sector  where 
dozens  of  former  DOT  employees  are  directly  or  indirectly 
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working  for  foreign  carriers  or  foreign  governments  in  lobbyist 
capacities.  Ross  Perot  referred  to  this  as  a  form  of  industrial 
treason.  I  agree  with  him  for  the  very  simple  reason  that  the 
shallowness  of  DOT  staff  has  caused  decision-makers  at  DOT  to 
rely  more  heavily  on  biased  industry  input  from  their  old  friends 
and  former  colleagues  (and  ideologues)  than  on  any  meaningful 
internal  analyses  of  what  best  serves  the  public  interest. 

A  way  must  be  found  to  staff  DOT  with  individuals  qualified  in 
transportation.  Transportation  qualifications  do  not  necessarily  flow  from 
having  worked  for  a  transportation  regulatory  agency  (particularly  during 
the  past  dozen  years).  What  the  DOT  staff  lacks  is  a  real  understanding  of 
what  transportation  systems  do,  why  they  are  important,  how  they 
interrelate  with  our  economy  and  society,  and  why  they  must  be  continually 
adapted  and  technologically  advanced.  This  is  an  area  of  management 
science  that  has  a  number  of  specialized  schools  across  the  country  with 
both  undergraduate  and  graduate  programs.  DOT  needs  this  kind  of  staff. 
Further,  it  needs  individuals  who  have  spent  their  careers  in  transportation, 
who  understand  that  the  transportation  system  is  the  very  veins  and  arteries 
of  our  nation,  who  have  a  pragmatic  outlook  on  what  works  and  what  does 
not,  and  who  can  make  decisions  based  not  on  political  considerations  or 
economic  ideologies  but  on  the  basis  of  what  they  know  will  get  the  job 
done.  Both  of  these  latter  two  characteristics,  along  with  a  distinct  "public 
interest"  orientation,  have  been  sorely  missing  from  DOT. 

This  is  not  to  say  that  all  former  secretaries  and  senior  level  officials  at 
DOT  did  not  try  to  implement  some  programs  and  attract  decent  staff. 
Unfortunately,  during  the  last  twelve  years  White  House  ideologues 
appointed  their  own  to  dictate  decisions  for  DOT.  We  have  not  had  a  real 
National  Transportation  Policy  in  this  country  since  the  1970s.  DOT  needs 
a  complete  overhaul  if  it  is  ever  going  to  have  a  chance  to  achieve  the  goals 
that  Congress  and  President  Johnson  set  forth  in  1966  when  it  was 
founded. 
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NATIONAL  TRANSPORTATION  POLICY 

Back  in  1974,  when  the  first  fuel  crisis  had  nearly  bankrupted  the 
airline  industry,  I  had  the  opportunity  to  serve  as  chairman  of  one  of  the 
working  groups  that  produced  the  last  effective  statement  of  domestic  and 
international  transportation  policy  for  the  United  States.  It  was  a 
significant  interagency  effort  that  solicited  not  only  the  views  of  the 
industry  but  those  of  the  users  and  consumers  of  transportation  services. 
Under  that  policy,  which  included  meaningful  regulatory  reform,  carriers 
rapidly  regained  financial  health  while  air  fares  declined. 

That  policy  was  largely  replaced  with  a  deregulation  theory  which 
assumed  that  an  absence  of  policy  and  responsible  government  oversight 
would  produce  a  free  market  Utopia.  The  results  of  that  theory  are  evident 
today  in  all  modes  of  transportation  --  particularly  the  airline  industry  -- 
which  has  shrunk  to  only  a  handful  of  carriers  which  are  increasingly  relying 
on  foreign  ownership  to  avoid  liquidation. 

The  grave  state  of  our  transportation  industry  has  reverberated 
throughout  our  national  economy.  We  need  a  new  transportation  policy 
that  fosters  the  development  of  a  healthy  transportation  System  and  that 
promotes  and  protects  our  national  interest.  One  thing  is  clear  from  the 
dozen  years  of  deregulation  -  laissez-faire  does  not  work  in  transportation 
services.  That  is  something  that  we  as  a  nation  knew  as  early  as  1887  with 
the  passage  of  the  Interstate  Commerce  Act,  and  which  other  countries 
around  the  world  realized  centuries  ago  with  the  evolution  of  public  utility 
regulation  of  transportation  services.  While  I  am  not  an  advocate  of  a 
return  to  CAB-style  regulation  for  the  airlines  or  any  other  mode,  I  do  see 
a  definite  role  for  the  government  in  promoting  the  types  of  transportation 
services  and  systems  that  we  as  a  nation  need.  The  government  should  use 
a  "soft  hand"  to  promote  the  public  interest  in  air  transportation  by 
encouraging  cooperative  efforts  to  perfect  the  System. 

Government  needs  a  good  place  to  start.  In  aviation,  our  government 
needs  to  view  air  transportation  as  a  complex  System,  which  includes 
airlines,  airports,  manufacturers,  and  labor.  I  suggest  it  declare  once  and 
for  all  that  our  national  air  transportation  System  is  a  public  utility.  Not  the 
individual  airlines,  but  the  System  within  which  they  operate.  Government 
needs  to  assert  that  the  paramount  objective  for  the  maintenance  and 
operation  of  the  System  is  to  promote  and  satisfy  the  public  interest. 
SystemicaUy,  it  can  have  no  other  objective.  Profitability,  competition,  and 
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the  like  must  be  viewed  as  tools  and  incentives  that  are  very  useful  in 
achieving  public  interest  objectives. 

Fortunately,  we  are  not  in  uncharted  territory.  We  have  experience 
with  a  regulated  airline  industry  in  which  competition  was  relied  upon  as  an 
important  industry  discipline.  While  I  do  not  advocate  a  return  to  that 
regime  per  se,  I  do  believe  that  the  regulatory  reform  thinking  of  the  mid- 
1970s  has  application  today:  reliance  on  competitive  forces  to  the  extent 
resisonable;  intercession  when  necessary. 

My  recommendation  in  this  regard  is  to  impanel  a  Presidential 
Commission  on  transportation  policy  that  is  made  up  of  a  blend  of  public 
and  private  sector  executives  and  their  staffs,  consumer  organizations, 
labor,  and  airport  and  infrastructure  interests  so  as  to  identify  the  major 
problems  and  the  alternative  solutions  which  present  themselves  in 
transportation.  It  should  hold  hearings  across  the  country.  The  new 
Secretary  of  Transportation  and  his  staff  should  then  work  with  the 
Commission  to  draw  up  for  the  President  a  new  National  Transportation 
Policy  Statement,  and  be  instructed  to  build  a  staff  of  truly  competent 
individuals  who  can  properly  analyze  and  ultimately  implement  the  work  of 
the  Presidential  Commission  on  a  sound  economic  basis. 

Fundamental  to  all  successful  national  transportation  policies  is  a 
concept  known  as  promoting  the  inherent  advantages  of  each  mode  of 
transportation  ~  something  we  have  lost  sight  of  in  the  last  dozen  years. 
The  different  modes  of  transportation  (i.e.,  rail,  truck,  barge,  pipeline,  and 
air)  do  certain  jobs  better  than  others  -  faster,  more  efficiently,  in  larger 
quantity,  and  at  lower  cost.  Sound  national  policy  would  reflect  the 
wisdom  of  promoting  modes  of  transportation  in  an  integrated  system 
which  exploits  their  respective  inherent  advantages.  As  such  we  would 
synergistically  create  a  truly  powerful  and  responsive  national  transportation 
system. 

Carriers  themselves  are  not  the  only  subject  of  policy.  It  must  also 
embrace  equipment  manufacturers,  ports,  airports,  and  labor  to  name  a 
few.  I  believe  that  industry,  labor,  and  other  concerned  parties  will  get 
behind  a  serious  effort  to  develop  and  implement  a  new  policy  and  to 
reorganize  and  reform  the  Department  of  Transportation.  It  is  in 
everyone's  best  interest. 
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EMERGENCY  ACTIONS  FOR 
THE  AIR  TRANSPORTATION  SYSTEM 

The  Airline  Deregulation  Act  had  admirable  but  naive  goals  of 
increasing  competition,  broadening  service,  and  cutting  fares,  while 
avoiding  unreasonable  industry  concentration,  excessive  market 
domination,  and  monopoly  power  -  all  through  deregulation.  Precisely  the 
opposite  has  occurred. 

The  airline  industry  is  in  a  very  precarious  position.  It  is  effectively 
bankrupt.  First,  it  must  be  stabilized.  It  cannot  wait  for  the  development 
and  implementation  of  a  new  national  transportation  policy.  It  needs  some 
immediate  insulation  from  the  ravages  of  predation  and  collective  suicide 
to  which  it  has  been  subjected.  I  would  recommend  the  following: 

1.  Stop  further  destruction  of  our  air  transportation  system 
by  external  forces. 

2.  Salvage  and  shore-up  what  we  can  of  the  present  system. 

3.  Provide  a  fitting  economic  and  regulatory  climate  to  guide 
the  industry  back  into  the  narrow  spotlight  of  prosperity  and 
public  service. 

Initially,  the  Administration  and  Congress  must  move  quickly  to  guard 
against  three  external  threats  to  our  air  transportation  system:  (a)  the  sale 
of  taxpayer-financed  airports  by  municipal  authorities  must  be  prohibited, 
at  least  for  the  next  five  years;  (b)  the  government  must  not  liberalize 
restrictions  on  foreign  ownership  of  U.S.  carriers  or  on  cabotage;  and,  (c) 
leveraged  buy-outs  and  hostile  takeovers  of  remaining  airline  properties 
must  be  prevented. 

To  save  what  is  left  of  the  airline  industry,  the  government  must 
consider  reinvigorating  aircraft  loan  guarantee  programs,  for  domestic 
aircraft  only,  and  perhaps  expand  them  to  other  airline  assets.  The 
government  may,  in  fact,  have  to  become  the  lender  of  last  resort  if  the 
fortunes  of  the  industry  continue  to  plummet.  There  are  avenues  for  both 
direct  and  indirect  government  support  of  the  airline  industry,  but  they 
should  be  employed  only  in  the  context  of  an  ongoing  overhaul  of  the 
federal  regulatory  approach  to  the  system,  so  as  to  protect  the  taxpayers' 
investment  in  the  industry. 
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Carriers  already  in  bankruptcy  must  be  insulated  from  further 
liquidation.  Truncation  of  carriers  must  be  prohibited.  Sales  of  slots  and 
gates  must  be  similarly  prohibited.  The  character  of  competitive  interplay 
needs  to  be  immediately  improved,  even  if  antitrust  exemptions  are  needed. 

I  cannot  pretend  to  know  exactly  how  this  industry  will  look  if  the 
government  vigorously  undertakes  its  rehabilitation.  However,  there  are 
some  observations  I  would  like  to  make: 

First,  I  am  not  as  skeptical  as  some  as  to  the  ultimate  fate  of  bankrupt 
airlines.  Conrail  proved  the  success  of  a  national  effort  to  rebuild  bankrupt 
companies  when  it  was  clear  that  the  marketplace  would  have  taken 
decades  to  do  it,  if  at  all.  To  the  extent  their  reorganization  could 
contribute  to  the  revitalization  of  a  competitive  airline  System,  we  should 
not  dismiss  the  notion  based  only  on  the  existence  of  a  legal  quagmire.  The 
airplanes  are  out  there.  The  airports  are  there.  The  employees  are  out 
there.  And,  certainly,  the  public  convenience  and  necessity  are  out  there. 
It  could  well  be  that  recreating  and  modernizing  their  structures  could 
prove  to  be  the  most  economical  and  effective  means  of  restoring  our 
competitive  air  transportation  System. 

Second,  I  believe  hub-and-spoke  systems  are  a  passenger 
transportation  nightmare  and  an  economic  disaster  for  airlines,  which  play 
a  significant  role  in  the  present  debilitation  of  the  industry.  To  my  mind, 
nothing  stands  in  such  stark  contrast  to  the  great  benefits  of  the  airliner  -- 
its  ability  to  fly  in  a  straight  line  at  a  speed  ten  times  faster  than  surface 
transportation.  It  is  telling  that  only  one  major  airline  -  Southwest  ~ 
turned  a  profit  during  the  last  two  years.  Southwest  is  the  only  major 
airline  that  operates  a  pre-deregulation  linear  route  system.  Government 
must  restore  sanity  by  encouraging  linear  route  systems.  Limited  route 
franchises  for  new  nonstop  services  in  poorly  served  markets,  with  built  in 
safeguards  to  prevent  price  gouging,  would  be  a  good  place  to  start. 

Third,  the  government  must  provide  for  a  greater  voice  for  airports  in 
promoting  the  air  transport  needs  of  their  communities.  Right  now  they 
have  no  say  in  whether  they  receive  service  and  at  what  levels. 

Fourth,  the  government  needs  to  solve  the  CRS  problem  once  and  for 
all,  requiring  divestiture,  if  necessary.  Better,  perhaps,  would  be  a  single 
consolidated  industry  CRS  system  that  exploits,  in  a  productive  manner, 
the  many  natural  monopoly  characteristics  of  computer  reservations 
systems.  Such  a  system  was  almost  a  reality  in  the  mid-1970s. 
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Fifth,  the  government  and  the  nation  need  to  recognize  that  the  highly 
politicized  Department  of  Transportation  has  very  poorly  served  the  nation 
in  recent  years.  This  "Pravda  on  the  Potomac"  has  been  little  more  than  an 
apologist  for  failed  economic  policies  that  otherwise  might  have  been 
halted  years  earlier  ~  before  they  could  do  so  much  damage,  particularly  to 
the  tens  of  thousands  of  airline  employees  and  their  families  and  to 
communities  and  businesses  across  the  nation.  DOT  must  become 
successful. 
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U.S.  POSTAL  SERVICE 

Most  citizens  view  the  Postal  Service  as  a  somewhat  inept  and 
inefficient  government-subsidized  delivery  service.  But  the  Postal  Service 
is,  in  fact,  the  largest  transportation  company  in  the  world. 

AIR's  consultancy  with  the  U.S.  Postal  Service,  from  1988-90,  took  a 
high  level  look  at  the  changing  nature  of  transportation  requirements  for 
the  movement  of  mail  around  the  country.  Airline  deregulation,  and 
particularly  CAB  Sunset  in  1985,  cast  the  fortunes  of  the  U.S.  mail  to  the 
four  winds  as  air  carriers  were  relieved  of  their  duty  to  carry  the  mail  at 
government  established  prices.  There  resulted  a  plethora  of  different  rates 
and  service  levels. 

As  hub-and-spokes  developed  and  carriers  merged  along  hub  lines, 
the  problem  of  moving  the  mail  rapidly  across  the  country  grew  in  intensity 
and  in  expense.  The  operating  parameters  of  the  Postal  Service  require 
that  intercity  mail  normally  move  at  night.  But  airline  hubs  experience 
their  last  rotation  by  mid-evening,  and  mail  and  cargo  do  not  make  the 
transfer  as  does  passenger  luggage.  It  follows  that  most  of  the  mail  moving 
through  hubs  is  delayed  at  least  one  day  in  transit.  As  a  practical  matter, 
absent  a  duty  to  carry  and  give  boarding  preference  to  the  mail,  carriers 
found  that  they  could  carry  mail  on  a  space-available  basis  -  meaning  that 
they  would  throw  the  mail  on  the  airplane  only  when  there  was  not 
something  to  put  in  instead.  The  dramatic  increase  in  delivery  times, 
particularly  transcontinental^,  and  decline  in  service  reliability  was  in  part 
the  result. 

To  address  these  problems,  the  inept  Postal  Service  had  embarked  on 
a  plan  of  developing  its  own  air  transportation  system;  initially  through 
contract  charter  service.  It  is  committed  to  spending  billions  of  dollars  in 
this  regard,  initially  for  Express  Mail  and  Priority  Mail,  when  under  the  old 
system  of  regularly  scheduled  night  passenger  and  cargo  flights  the  mail  was 
moved  much  more  expeditiously  as  low  priced  Air  Mail. 

Many  will  recall  that  by  the  mid-1970s  the  Postal  Service  had  phased 
out  the  Air  Mail  stamp  because  most  mail  was  already  moving  by  air  and 
overnight  service  between  the  east  and  west  coast  was  often  accomplished 
routinely.  Now  it  takes  a  $10  to  $23  charge  on  Express  Mail  or  Federal 
Express  to  accomplish  something  similar  ~  it's  absurd.  Add  to  that  the 
system  "float"  of  everything  from  checks  in  the  mail,  to  invoices,  to  orders 
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being  delayed  days  and  days  on  average  and  the  stifling  effect  on  the  overall 
efficiency  of  our  national  economy  can  be  seen. 

The  U.S.  Postal  Service  is  the  airlines'  largest  customer.  As  such  it 
should  receive  priority  treatment  and  premium  transportation  services  at 
reasonable  prices.  The  nation  needs  efficient  and  expeditious  mail  service. 
The  "overnight"  standard  for  first  class  mail  needs  to  be  reestablished. 
There  are  ways  to  do  this  but  they  require  a  reorganization  of  the 
transportation  function  of  the  Postal  Service.  To  do  this,  DOT  needs  to 
appraise  the  interests  of  both  airlines  and  the  Postal  Service  realistically. 
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FEDERAL  ACTION  PLAN 

An  interagency  Action  Plan  is  drastically  needed  to  revitalize  the 
airline  component  of  the  air  transportation  System.  The  problems  created 
by  deregulation  often  cannot  be  solved  by  the  Department  of 
Transportation  alone  but  require  the  cooperation  of  various  federal 
agencies.  I  propose  that  a  Federal  Action  Plan  be  led  by  DOT  but  actively 
involve  responsible  individuals  from  other  agencies,  such  as  Commerce, 
State,  Treasury,  and  Labor. 

The  Action  Plan  should  focus  on  the  following  ten  areas  of  significant 
import  to  the  airlines  and  to  the  public  they  serve: 

1.  Financial  Stability.  Our  government  must  develop  a  plan  to  restore 
financial  stability  to  U.S.  airlines.  The  airlines,  clearly,  cannot  do  it  alone. 
Therefore,  the  federal  task  force,  working  pursuant  to  the  Action  Plan, 
should  develop,  in  concert  with  the  financial  community,  steps  and  actions 
that  can  be  taken  to  rebuild  airline  finances.  One  possible  step  would  be  to 
recreate  a  loan  guarantee  program,  enabling  airlines  to  replace  aging  and 
noisy  domestic  fleets  with  more  modem  aircraft  that  they  already  have  on 
deferred  order,  ft  is  important  that  the  financial  community  be  convinced 
of  the  seriousness  of  the  federal  Action  Plan  and  the  government's 
commitment  to  it  because  this  level  of  confidence  will  be  reflected  in  their 
treatment  of  the  airline  industry.  As  part  of  the  financial  effort  it  should  be 
clear  that  control  by  foreign  interests  and  foreign  airlines  is  not  acceptable 
to  the  U.S.  government  because  of  the  sensitive  and  crucial  nature  of  our 
air  transportation  System. 

2.  Hub.  Route  &  Capacity  Rationalization.  The  System  needs  to  be 
fixed.  Several  times  during  the  post-World  War  II  era,  our  air 
transportation  industry  has  been  threatened,  mostly  by  external  events, 
such  as  the  oil  embargo  or  the  Persian  Gulf  War.  During  these  national 
emergencies  the  industry  engaged  in  certain  activities  that  might  otherwise 
be  deemed  collusive.  Carriers,  in  order  to  regain  financial  health  more 
rapidly,  should  be  spared  the  ravages  of  further  competitive  excesses. 
Among  them  are  excessive  capacity.  With  the  full  involvement  and 
presence  of  government  officials,  carriers  should  be  permitted  to  negotiate 
capacity  reduction  agreements  that  would  allow  them  to  jointly  reduce 
service  in  competitive  markets  to  more  realistic  levels,  producing  more 
acceptable  load  factors.  In  no  case  should  such  reduction  be  more  than 
25%  or  30%  of  a  carrier's  service  in  a  given  market  and  fare  levels  must  be 
maintained.    Carriers  should  be  encouraged  to  stagger  departure  times 
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when  possible  at  a  particular  airport  at  which  a  capacity  reduction 
agreement  is  in  existence. 

The  drastically  different  operating  mutations  that  have  evolved  under 
deregulation  need  to  be  analyzed  closely  with  an  eye  toward  weeding  out 
inefficient  systems,  and,  perhaps,  some  hubs  and  restoring  much  more  of 
the  System  to  nonstop  service  where  it  is  justified.  Given  the  incremental 
growth  of  the  air  travel  market,  many  more  city-pair  markets  can  now 
support  nonstop  service  than  was  the  case  a  decade  ago.  But  carriers  are 
reluctant,  even  under  financial  pressure,  to  abandon  hubs  because  they 
cling  to  the  notion  of  market  share  being  necessary  for  survival.  Perhaps 
the  institution  of  a  franchise  protection  for  new  nonstop  service  in  markets 
inadequately  served  would  provide  a  meaningful  incentive  in  this  direction, 
and  also  a  cause  for  financial  institutions  to  look  more  favorably  upon  the 
airline  industry,  as  the  franchise  guarantees  cash  flow.  The  routes  could  be 
flown  by  aircraft  and  crews  freed-up  by  the  capacity  reduction  agreements. 

Airports  should  have  a  much  greater  role  in  all  matters  of  routes, 
service,  and  capacity. 

3.  Pricing  Reform.  The  continuation  of  uneconomic  and 
discriminatory  pricing  schemes  would  serve  not  only  to  damage  the  airlines 
themselves  but  also  to  damage  the  traveling  and  shipping  public.  A  floor 
must  be  set  beneath  which  a  carrier  cannot  lower  its  fares,  and  that  floor 
must  be  cost-related.  It  should  not  be  so  high  as  to  guarantee  a  return  of  a 
profit  or  so  low  as  to  be  meaningless.  It  may  be  set  on  an  industry-wide  or 
an  individual  carrier  basis.  Tariffs  which  are  below  that  level  would  not  be 
legal.  The  tendency  of  airlines  to  price  product  below  cost  has  been  very 
destructive  and  seemingly  beyond  the  bounds  of  their  own  control,  given 
the  fare  initiatives  of  the  past  year. 

4.  Tariff  Integrity.  Commissions  and  payments  to  intermediaries,  such 
as  travel  agents,  need  to  be  evaluated  from  the  perspective  of  their  impact 
on  overall  fare  levels  and  discrimination  within  that  group.  There  must  be 
increased  attention  must  be  paid  to  tariff  integrity.  Airlines,  in  both 
domestic  and  international  service,  should  not  be  able  to  publish  one  price 
and  charge  a  lower  one  to  preferred  customers,  or  to  kickback,  in  the  form 
of  excess  commissions,  a  portion  of  the  ticket  price  to  a  travel  agent  or 
other  intermediary.  Industry  practices  need  to  be  cleaned  up  and  be 
brought  above-board.  This  is  a  multi-billion  dollar  problem  that  can  be 
solved. 
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5.  Discrimination.  The  Action  Plan  should  have  as  a  primary 
objective  guaranteeing  equal  access  and  equivalent  cost  for  all  members  of 
our  society  to  its  national  transportation  System.  The  discrimination  that 
racks  the  present  pricing  structure  effectively  blocks  many  citizens  from 
utilizing  air  transportation  at  reasonable  prices.  They  simply  cannot  meet 
the  overly  restrictive  conditions  of  travel  accompanying  discount  fares. 
When  we  block  access  to  airlines  we  also  block  access  to  the  trillion-dollar 
taxpayer-owned  national  air  transportation  System.  It's  just  plain  wrong. 
Not  only  fares  but  conditions  of  their  purchase  need  to  be  liberalized  and 
seats  guaranteed  therefor  so  that  the  public  may  have  access  to  them. 
Further,  the  task  force  needs  to  evaluate  the  impact  of  frequent  flyer  plans 
and  other  promotions  on  the  discriminatory  nature  of  pricing  schemes. 

6.  Computer  Reservation  Systems.  CRS  problems  have  long 
hampered  competition.  While  CRS  owners  and  developers  have  a  right  to 
be  rewarded  for  the  risk  and  initiative,  there  is  a  much  greater  and  more 
compelling  public  need  for  maintaining  adequate  levels  of  fair  competition 
and  equal  access  in  the  airline  industry.  Therefore,  the  federal  task  force 
should  look  at  alternatives  to  the  present  CRS  rules,  including  divestiture 
and,  perhaps  in  a  more  enlightened  way,  explore  the  concept  of  creating  a 
sin^e  and  jointly-owned  industry  computer  reservation  system  that  would 
operate  under  the  control  of  all  air  carriers  for  their  mutual  benefit,  as  well 
as  for  the  public  at  large.  Such  a  system  was  almost  adopted  in  the  mid- 
1970s. 

7.  U.S.  Postal  Service.  The  task  force  ought  to  look  at  the  carriage  of 
mail  by  air  with  an  eye  toward  improving  efficiency  by  reducing  the  transit 
time  and  enhancing  the  economics  in  a  way  in  which  both  mailers  and 
airlines  would  benefit.  This  might  involve,  for  example,  paying  premiums 
for  overnight  delivery  or  allowing  a  surcharge  for  nonstop  origin- 
destination  service.  It  might  involve  a  complete  revamping  of  the  way  mail 
rates  are  set  within  the  Postal  Service  to  encourage  greater  use  of  all-cargo 
airlines.  Mail  rates  simply  do  not  bear  their  full  share  of  the  cost  of 
operating  an  airline,  and  they  should.  Mail  rates  are  currently  set  at  about 
30%  of  comparable  air  cargo  rates.  While  there  are  certainly  some 
economic  advantages  in  mail  volume,  there  are  none  that  justify  that  wide  a 
gap.  What  we  really  have  in  mail  transportation  is  a  system  where  airlines, 
at  the  threat  of  losing  all  of  the  mail,  are  being  required  to  subsidize  the 
monopsomst  Postal  Service,  while  the  inept  Postal  Service  management 
goes  about  trying  to  establish  its  own  airline  through  extended  contract 
charter  arrangements,  the  construction  of  its  own  air  hub,  and  the 
bureaucratic  nightmare  that  goes  with  that. 
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8.  Air  Safety.  The  task  force  should  look  for  ways  consistent  with  new 
federal  oversight  of  enhancing  safety  across  the  board  in  air  transportation 
activities.  Government/Industry  antitrust-exempt  conferences  on  safety, 
pooling  of  maintenance  spare  parts,  and  encouraging  the  free  flow  of  safety 
information  among  carriers  should  all  be  encouraged. 

9.  Technological  Development.  The  commercial  airliner,  as  we  know 
it  today,  owes  its  parentage  to  a  system  of  government  support,  military 
research  and  development,  and  airline  regulation  that  virtually  guaranteed 
growth,  cash  flow,  and  profitability.  Otherwise,  the  enormous  risks  and 
associated  financing  of  the  development  of  new  commercial  aircraft  would 
never  have  been  undertaken.  Our  commercial  aircraft  industry,  today,  is 
showing  the  effects  of  a  decade  of  higher  than  normal  risk  in  aircraft 
development.  Airplanes  like  the  Boeing  757  and  767  and  various  Airbus 
models  were  all  on  the  design  boards,  in  fact  under  construction,  prior  to 
deregulation.  The  real  launches  of  new  aircraft  under  deregulation  are 
relegated  to  derivative  737  and  DC9/MD80  domestic  aircraft.  Yet,  most 
engineers  would  agree  that  there  is  much  to  be  done  in  the  way  of 
technological  development  of  the  airliner.  Everything  from  size  to  cruise 
speed  to  power  plant  may  undergo  radical  revision  by  the  year  2000,  but 
only  if  the  consuming  industry,  namely  the  airlines,  can  afford  to  order  the 
new  airplanes  and  re-equip  their  fleets.  Thus,  it  is  in  the  interest  of  the 
larger  aircraft  industry,  our  nation's  single  most  important  manufacturing 
exporter,  and  the  hundreds  of  thousands  of  jobs  therein  represented  that 
substantial  efforts  be  made  to  support  our  airline  industry  as  part  of 
revitalizing  our  air  transportation  System. 

10.  Policy  Statement.  There  is  a  pressing  need  to  develop  a  domestic 
and  an  international  air  transportation  policy  statement  that  will  become 
the  operative  document  for  the  Administration  in  the  conduct  of  aviation- 
related  matters.  There  should  be  no  guess  work  as  to  where  the 
government  stands  with  respect  to  the  air  transportation  System. 
Domestically,  goals  and  objectives  should  be  forthright  and  be  spelled  out. 
Internationally,  more  subtle  and  sometimes  more  complex  issues  face  the 
nation  but,  nonetheless,  it  should  be  possible  to  develop  a  document  that 
states  clearly  the  U.S.  government  position  on  a  whole  variety  of  issues  that 
confront  the  international  sector  of  the  market.  The  task  force,  by  working 
on  the  various  other  steps  of  this  Action  Plan,  will  be  going  a  long  way 
toward  helping  to  develop  new  domestic  and  international  policies. 

The  importance  of  a  National  Transportation  Policy  Statement  cannot 
be  overstated.  It  will  provide  the  guiding  framework  for  decision-making 
for  everything  from  investment  and  stock  prices  to  new  aircraft  and  airport 
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development,  a  return  to  sustained  profitable  growth  of  the  airline  industry 
and,  thus,  a  vigorous  national  air  transportation  System.  This,  in  turn,  will 
create  a  poweiful  force  to  help  pull  the  economy  forward  out  of  recession. 
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Introduction 

It's  a  pleasure  to  be  back  home  in  New  York.  I  grew  up  in  Parkchester  in 
the  Bronx,  I  attended  Xavier  high  school  on  16th  Street  just  north  of  here, 
during  which  I  worked  at  11  Broadway  for  four  years.  I  went  on  to  Fordham 
University,  but,  back  in  those  days,  I  had  to  head  south  to  seek  my  graduate 
education  in  transportation  at  Tennessee,  North  Carolina,  and  Maryland  ~ 
only  because  the  Port  Authority  didn't  have  an  MBA  program. 

To  speak  here  today  about  the  state  of  the  airline  industry  makes  me 
recall  one  of  the  highlights  of  my  career  in  this  wonderful  business.  As  a 
consultant  to  the  President  of  Pan  Am,  I  was  given  the  job  of  helping  to 
organize  the  around-the-world  flight  on  the  ship  christened  "the  Liberty  Bell 
Express,"  in  commemoration  of  our  country's  bicentennial  year.  The 
undertaking  was  prodigious;  to  circumnavigate  the  earth,  making  only  two 
stops,  and  to  try  and  do  it  in  record  setting  time.  It  was  on  April  30, 1976,  that 
I  boarded  the  very  first  Boeing  747-SP  in  Indianapolis.  Sporting  new  Pan  Am 
colors,  the  aircraft  had  just  been  christened  by  First  Lady  Betty  Ford.  We 
then  travelled  on  to  Kennedy  Airport,  where  the  airplane  was  put  in  a  place  of 
honor  at  the  Worldport  ~  looking  magnificent  in  its  form,  its  sleekness,  having 
that  certain  magic  of  a  new  airplane. 

Early  the  next  morning,  with  a  host  of  dignitaries  on  hand  including  a 
healthy  representation  from  the  Port  Authority,  we  embarked  on  a  record 
setting  around-the-world  flight  to  demonstrate  not  only  the  long  range 
capabilities  of  the  747-SP  but  also  the  partnership  of  airlines  like  Pan  Am  with 
manufacturers  like  Boeing  and  its  thousands  of  subcontractors  -  all  in 
conjunction  with  the  federal  and  state  governments,  and  the  Port  Authority,  in 
launching  a  significant  new  airliner.  The  747-SP  made  possible  nonstop 
service  from  New  York  to  Tokyo  and  beyond,  thereby  cutting  as  much  as  five 
hours  off  travel  time. 

The  SP  was  an  adaptation  to  both  existing  market  conditions  and  Pan 
Am's  expectations  for  the  future.  It  represented  a  substantial  investment, 
even  as  a  modification.  Pan  Am  was  coming  off  a  very  low  point  (near 
bankrupt)  in  its  financial  history,  owing  to  the  initial  fuel  embargo  and  spike  in 
fuel  prices  in  the  early  1970s.  But,  we  arranged  with  Boeing,  Boeing's 
suppliers,  Pratt  &  Whitney,  and  a  host  of  others  to  help  underwrite  the  cost  of 
this  flight.  President  Ford  sent  along  as  his  personal  emissary  the  Deputy 
Secretary  of  Commerce.  We  set  a  record,  arriving  back  at  Kennedy  in  exactly 
46  hours  and  50  seconds.  We  made  it  into  the  Guinness  Book  of  World 
Records. 
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That  to  me  was  the  Golden  Age  of  Aviation.  Technology,  commercial 
application,  government  support,  public  support,  all  going  hand-in-hand  in  a 
unified  effort  to  improve  not  only  air  transportation,  the  economy,  and  our 
society  but  the  lot  of  mankind  as  well.  All  of  that  was  to  change  with  airline 
deregulation. 


The  Fortunes  and  Fallacies  of  Deregulation 

If  deregulation  is  such  a  success,  as  the  Bush  Administration  claims,  then 
why  is  everyone  so  unhappy?  Why  are  airlines  screaming  about  imminent 
financial  ruin?  Why  is  air  transportation  seemingly  committing  collective 
suicide?  For  the  last  few  years  air  travel  has  received  the  most  complaints  at 
the  FTC,  as  public  opinion  polls  have  seen  the  airline  industry  plummet  from 
the  most  admired  in  the  1970s  to  the  least  trusted  in  the  1990s. 

The  airliner  is  arguably  among  man's  greatest  inventions,  certainly  in  the 
twentieth  century.  That  its  full  benefits  and  capabilities  would  be  denied  to 
the  travelling  public  seems  unthinkable,  but  our  national  stewardship  of  this 
remarkable  invention  during  the  past  decade  has,  in  my  opinion,  been 
abysmal. 

By  the  late  1970s,  the  airline  system  was  providing  approximately  90%  of 
our  public  intercity  transportation.  It  had  become  our  national  mass 
transportation  system.  It  was  competitive  and  it  was  profitable.  But  since 
then,  under  airline  deregulation,  more  than  200  large  and  small  airlines  have 
failed.  Only  18  months  ago  we  had  eleven  major  airlines,  and  we  have  since 
seen  the  bankruptcy  or  liquidation  of  six  of  them,  and  two  others  are  on  the 
endangered  list. 

In  the  last  two  years  the  airlines  have  lost  more  money  than  all  the  profits 
they  have  made  since  the  time  of  the  Wright  brothers.  The  industry  is  clearly 
insolvent,  with  only  three  airlines  considered  viable  (American,  Delta  and 
United),  and  those  three  "megacarriers"  don't  really  compete  with  one 
another.  What  little  competition  is  left  is  generally  that  authorized  by 
bankruptcy  judges  who,  incidentally,  have  also  supplanted  the  Department  of 
Transportation  and  the  White  House  as  major  decision  makers  on 
international  routes.  Bankruptcy  courts  are  now  the  nation's  largest  used 
aircraft  brokers  and  airport  claims  adjudicators. 

Airlines  have  become  monolithic  companies  providing  inferior  air 
transportation  service   at  arbitrary   prices.      They  are   marketing  ~   not 
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operations  ~  driven.  Their  objective  is  to  segment  the  market  ~  not  to  serve  it 
"  in  a  battle  they  call  "market  share."  They  force-feed  passengers  through  a 
patchwork  of  hub-and-spoke  routes  without  regard  to  transport  efficiency  or 
public  convenience,  not  to  mention  national  interest  objectives  such  as  the 
efficient  utilization  of  public  resources  and  the  national  defense. 


Back  to  Basics  in  Air  Transportation 

It's  time  to  get  back  to  basics  about  our  air  transportation  system  so  that 
we  can  understand  where  we  are  and  where  we  need  to  go. 

Back  in  the  mid-1960s,  I  was  fortunate  to  have  had  the  opportunity  to 
develop  and  teach  probably  the  first  undergraduate  course  devoted  to 
commercial  air  transportation  management.  This  required  the  identification 
of  the  inherent  competitive  advantages  of  the  commercial  airliner.  Simplistic 
as  they  may  sound,  they  are  relevant  today  -  perhaps  more  than  ever: 

1.  The  commercial  jet  airliner  is  ten  times  faster  than  any  other 
mode  of  transportation. 

2.  It  can  travel  nonstop  in  a  straight  line  ~  the  shortest 
distance  from  origin  to  destination. 

3.  It  is  unencumbered  by  geographical  obstacles  such  as 
mountains  and  rivers  (although  nothing  was  said  of  politicians  and 
cowboy  economists). 

On  the  down  side,  air  travel  is  inherently  dangerous,  very  expensive  (in 
large  part  to  overcome  the  danger),  and  it  requires  considerable  public 
investment  for  airports  and  airways. 


The  Goal:  SpeedATime 

We  defined  the  goal  of  air  transportation,  a  branch  of  transportation 
science,  as  the  increasingly  efficient  movement  of  people,  products,  and  ideas  - 
-  through  the  air  —  over  time  and  space.  Efficiency  is  measured  not  just  in 
terms  of  cost  but  also  in  terms  of  time.  Time  is  man's  most  perishable 
commodity. 

This  incredible  time  component  of  air  transportation  has  proven  to  be  an 
important  catalyst  in  the  rapid  social  and  economic  development  of  the 
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United  States  and,  indeed,  the  world.  Yet,  we  are  throwing  it  away  with  high 
fares  and  circuitous  routings  through  choking  hubs  operated  by  what  is  now 
the  oldest  fleet  of  inefficient  geriatric  jets  in  the  developed  world. 

Instead  of  increasing  air  travel  speed,  the  correlative  of  time,  it  has  been 
substantially  lowered  ~  compromised  by  hub-and-spoke  operations  that  can 
double  travel  time  on  almost  all  but  nonstop  routings.  Travel  in  a  straight  line 
from  origin  to  destination?  Not  through  a  hub.  Circuity  --  the  extra  miles 
flown  ~  can  run  50%  or  more  of  actual  nonstop  mileage  in  today's  fuel- 
guzzling  hub  operations.  The  added  landings  and  takeoffs  in  hub  rotations  are 
not  only  noisy  and  expensive,  they  create  severe  peaking  congestion  of 
airways,  runways,  and  gates  -  and  cries  for  more  capacity  at  hubbing-caused 
congested  airports.  Hubs  add  greatly  to  travel  time  and  stress,  by  discouraging 
travel  on  the  one  hand,  while  turning  one-day  business  trips  into  expensive 
overnight  excursions  on  the  other;  or  worse  -  as  airlines  today  are  finding  out 
~  no  trips  at  all. 

The  only  presently  profitable  large  airline  operates  no  hubs  at  all. 
Southwest  Airlines,  instead,  operates  a  pre-deregulation  style  linear  route 
system.  Southwest's  labor  costs  are  higher  than  American's,  and  yet  its  fares 
are  substantially  lower.  People  love  it. 


Discrimination 

Today's  air  travel  is  rife  with  all  types  of  oppressive  discrimination  in 
terms  of  price,  service,  and  place  (regions  of  the  country).  It  would  require 
volumes  to  document.  This  discrimination  ultimately  affects  most  those  who 
can  least  afford  it.  Fares  often  bear  no  relationship  to  the  cost  of  the  service 
provided.  Today,  New  York  Shuttle  fares  are  $150  each  way,  or  nearly  $0.80 
per  mile  ~  the  highest  ever  -  and  only  slightly  less  than  off-peak  transatlantic 
excursion  fares  covering  distances  of  3,500  miles  or  more.  Sure  there  were  low 
predatory  fares  for  a  period  in  the  mid-1980s,  and  for  a  short  time  this  past 
summer.  Among  other  things,  they  helped  to  destroy  our  intercity  bus  system  - 
-  transportation  for  the  common  man.  They  also  created  the  imperative  for 
consolidation  and  hub  fortress  development  to  eliminate  competition. 

For  many,  even  the  speed  of  air  transport  is  no  longer  a  factor:  many 
people  simply  cannot  afford  the  higher  fares  or  meet  the  complicated 
restrictions  attached  to  so-called  "discount"  fares.  Americans  are,  in  effect, 
being  denied  access  to  what  is  left  of  our  national  public  air  transportation 
system. 
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There  is  nothing  subtle  about  the  discrimination  that  materializes  in  the 
form  of  a  300%  increase  in  adjusted  unrestricted  coach  fares  in  the  last  ten 
years  ~  the  only  truly  comparable  pre-  and  post-deregulation  fare  category. 

Is  there  really  "common  carriage"  available  to  all,  when  an  airline  ticket 
requires  round-trip  travel  between  Tuesday  and  Thursday  with  a  Saturday 
night  stayover;  14  (or  even  21-30)  day  advance  purchase;  non  refundability;  no 
itinerary  changes,  and;  "capacity  controls"?  (That  means  that  the  fare  may  not 
be  available  even  though  there  are  plenty  of  empty  seats).  Further,  in  all 
probability  that  ticket  provides  a  circuitous  routing  through  an  airline's  hub. 
The  1978  air  travel  dollar  bought  steak.  Today  it  buys  hamburger. 


Airport  Capacity  Utilization 

I  believe  our  nation's  airport  and  airway  system  is  operating  at  only  a 
fraction  of  its  true  rational  capacity.  Many  congestion  problems  are  caused  by 
hub  operations  and  the  fractured  markets  spawned  by  deregulation.  A  747  or 
a  DC-10  occupies  the  same  amount  of  runway  and  airway  space  as  a  737,  a 
727,  or  a  DC-9  but  carries  more  than  three  times  as  many  passengers  (at  lower 
seat-mile  costs).  Passenger  traffic  doubled  in  the  1970s  but,  because  of 
widebodies,  aircraft  operations  increased  by  only  3%.  However,  the  larger 
widebodies  (which  were  blessings  on  regulated  routes  where  traffic  could  be 
consolidated  for  nonstop  flights)  did  not  lend  themselves  to  the  hub-and- 
spoke  operations  or  to  the  split  markets  of  deregulation  -  the  airlines  reverted 
to  smaller  aircraft. 

Contrary  to  airlines'  assertions,  hub-and-spoke  systems  are  defensive 
mechanisms.  They  are  hardly  innovative  ~  merely  reincarnations  of  sixteenth 
century  freight  transportation  systems.  The  initial  objective  of  hub  systems 
was  survival  in  the  early  turbulence  of  deregulation.  Today  they  provide 
market  control  and  domination  by  blocking  out  competition,  tying  up  gates  and 
slots,  and  controlling  feed  through  code-sharing. 

Consider  this:  the  replacement  value  of  our  nation's  560  taxpayer-owned 
commercial  airports  and  the  airways  system  is  estimated  at  more  than  one 
trillion  dollars.  According  to  the  Aviation  Daily,  the  Wall  Street  market  value 
of  the  stock  of  all  of  the  major  airlines  is  currently  less  than  $12  billion,  little 
more  than  one  percent  of  the  value  of  our  airport  and  airway  system.  Yet,  that 
one  percent  dictates  whether  airline  services  are  provided,  under  what 
schedules,  and  at  what  prices  -  all  with  no  input  from  the  same  public  that 
owns  the  airports.   The  tail  wagging  the  dog  ~  and  a  very  small  tail  at  that. 
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This  is  the  functional  equivalent  of  turning  over  the  interstate  highway  system 
for  the  sole  use  of  trucking  companies. 


Airline  Management 

The  quality  of  leadership  and  innovative  management  to  which  the  public 
has  entrusted  the  air  transportation  service  is  no  surprise.  Regulatory  fitness 
standards  have  succumbed  to  political  expediency.  Our  asset-rich  national  air 
transportation  system  has  literally  been  carved  up  and  devoured,  much  like  the 
savings  &  loans,  at  the  expense  of  hundreds  of  thousands  of  once-dedicated 
and  professional  airline  employees  who  are  the  real  martyrs  of  deregulation. 
The  pride  and  spirit  that  made  airlines  one  of  our  most  outstanding  and 
socially  responsible  industries  has  been  bludgeoned  to  death  in  the  ruthless 
pursuit  of  "the  quick  buck."  The  industry  has  been  the  deregulated  victim  of 
insidious  moral  and  ethical  decay  at  all  levels.  Greed  is  the  real  Icon. 


Deregulation:  Doomed  to  Fail 

Deregulation  failed  because  key  assumptions  of  its  cowboy  proponents 
were  plain  wrong,  and  they  were  too  arrogant  to  heed  the  chorus  of  warnings. 
They  also  knew  nothing  of  transportation  systems.  The  deregulationists  saw 
the  very  positive  results  of  the  sound  mid-1970s  Ford  Administration  policy 
known  as  "Regulatory  Reform,"  and  their  conclusion  was  that  if  a  little 
"reform"  was  good  then  complete  deregulation  would  make  celebrities  (and 
millionaires)  of  them  all.  They  claimed  that  economies  of  scale  did  not  exist  in 
the  airline  industry  and  that,  therefore,  the  industry  was  "perfectly 
competitive."  Yet,  as  events  have  demonstrated  again  and  again,  there  are 
very  significant  economies  of  scale  in  the  airline  industry  ~  something  that 
every  airline  executive  knows.  Next  they  wheeled  out  their  "contestability 
theory,"  which  was  supposed  to  assure  monopoly-market  discipline  through 
the  mere  threat  of  "potential"  competition  that  would  have  had  even  a 
monopolist  trembling  in  his  boots. 

Deregulation  and  our  airline  system  were  ultimately  doomed  because  its 
cultist  proponents  focused  their  attention  only  on  the  air  carrier  part  of  the 
travel  equation.  If  they  only  had  the  breadth  of  vision  to  look  at  the  system  as 
a  whole,  they  might  have  recognized  the  system  for  the  public  utility  that  it  is. 
Individual  airlines  are  not  public  utilities.  But  the  air  transportation  system  is, 
and  it  needs  to  be  treated  as  such  by  the  federal  government.   Unrestrained 
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competition  in  public  utility  type  services  is  notoriously  counterproductive  and 
ultimately  leads  to  exactly  the  kind  of  predation,  inefficiency,  and 
concentration  we  have  now  seen  in  air  transportation. 

Diehard  deregulationists  continue  to  claim  that  fares  are  lower  and  that 
traffic  has  experienced  "explosive  growth"  in  response  to  deregulation.  Both 
claims  are  false.  The  truth  is  that  traffic  grew  at  about  the  same  rate  in  the  ten 
years  before  deregulation  as  it  did  in  the  ten  years  after.  According  to  recent 
studies,  fares  are  much  higher  -  not  lower  ~  for  highly  restrictive  and 
circuitous  air  travel.  Even  the  federal  government  admits  that  fares  are  much 
higher  at  hub  cities.  At  many  smaller  cities,  average  fares  for  air  travel  (after 
fuU  allowance  for  inflation)  are  two  to  three  times  what  they  were  in  the  1970s 
~  provided  they  still  even  have  airline  service. 

When  pressed  to  prove  that  air  fares  are  lower  today,  airlines  facetiously 
point  to  their  own  "yield"  data.  But,  "yield"  is  an  inappropriate  measure 
because  it  is  based  on  actual  miles  flown,  not  on  straight  line  distance  between 
origin  and  destination.  Thus,  they  include  very  significant  levels  of  circuity 
which  effectively  lower  the  average  yield  figures,  leaving  the  intended  false 
impression  that  air  fares  must  be  lower,  when  in  reality  they  must  be  higher. 
This  is  made  all  the  more  inappropriate  by  the  availability  of  average  fare 
data,  which  show  air  fares  are  considerably  higher.  AIR's  own  study  of  air 
fares,  done  in  1991  for  the  New  York  State  Consumer  Protection  Board, 
proved  this  conclusively. 


Technology  and  Aircraft  Development 

Technology  was  once  the  lifeblood  of  the  airline  industry.  Advanced 
jumbo  jets,  new  propulsion  systems,  and  dramatic  fuel  saving  innovations  all 
fell  victim  to  -  and  the  global  leadership  of  our  aircraft  manufacturing 
industry  is  being  held  hostage  by  -  the  dramatically  changed  circumstances  of 
deregulation.  The  airlines  retrogressed  to  old  first  generation  jet  equipment 
to  feed  their  hub-and-spoke  operations,  with  some  carriers  (such  as  United) 
actually  buying  back  the  very  airplanes  they  had  earlier  disposed  of  as 
obsolete.  (A  year  ago.  United  retired  its  first  Boeing  727  ~  a  28  year  old 
airplane.  American  is  only  now  beginning  to  do  the  same.)  Boeing 
refurbished  its  737  jigs  and  the  DC-9  became  the  MD-80  --  the  airplanes  that 
deregulation  built.  Thus,  we  have  lost  nearly  a  decade  in  new  airframe  and 
powerplant  development.  Now  the  airlines  are  cancelling,  wholesale,  orders 
that  would  replace  thousands  of  aging  domestic  jets. 
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CRAF 

The  Civil  Reserve  Air  Fleet  (CRAF)  is  the  civilian  airline  component  of 
the  Military  Airlift  Command.  In  times  of  national  emergency  it  can  be 
activated  by  the  President,  impressing  civil  aircraft  for  military  use  - 
something  of  a  flying  volunteer  fire  department.  In  its  forty  year  history, 
CRAF  had  never  been  activated  because  there  was  plenty  of  available  civil 
airlift.  Not  so  anymore.  The  real  long-haul  "lift"  capability  of  the  CRAF  fleet 
has  fallen  by  more  than  50%  since  the  start  of  deregulation.  CRAF  was 
activated  for  the  very  first  time  by  the  President  for  use  in  Operation  Desert 
Shield.  There  are  many  in  the  industry  who  doubt  our  country's  ability  to 
support  an  all-out  airlift  ~  in  the  event  of  a  prolonged  war  in  an  area  as  far 
away  as  the  Persian  Gulf  -because  of  an  inadequate  CRAF.  It  is  not 
surprising  that  the  shift  to  the  older  short-haul  equipment  needed  for  hub- 
and-spoke  operations  resulted  in  a  sharp  reduction  in  the  number  of  long-haul 
civil  aircraft  capable  of  carrying  heavy  loads  long  distances.  This  caused  the 
National  Defense  Transportation  Association  to  repeatedly  warn  the 
President  that  "the  nation's  shortfall  in  long-range  cargo  airlift  capacity  is 
substantial,  and  as  such,  constitutes  a  dangerous  threat  to  national  security." 


Neither  Rain,  nor  Sleet,  nor  Snow.. 


The  U.S.  mail  has  taken  a  terrible  beating  under  deregulation, 
particularly  since  CAB  Sunset  in  1985.  Unlike  linear  route  systems,  hubs  do 
not  operate  during  the  late  night/early  morning  hours  that  are  favored  by  the 
Postal  Service.  And,  the  major  combination  carriers  discontinued  night 
freighter  services.  Increased  transit  time  and  missed  hub  connections  have 
seriously  eroded  the  reliability  and  quality  of  air  service  provided  to  the  Postal 
Service.  Rates  have  gone  through  the  roof,  with  the  Postal  Service  now 
committed  to  spending  billions  of  dollars  to  create  its  own  alternative  air 
transportation  system. 


Travel  Agents 

The  structural  changes  brought  about  in  1985  by  CAB  Sunset  threw  out 
the  CAB-approved  business  rules  that  required  travel  agents  to  work,  first  and 
foremost,  in  the  best  interest  of  passengers  ~  booking  the  most  convenient 
flight  at  the  lowest  fare.  Travel  agents  were  prohibited  from  discriminating, 
either  for  or  against,  individual  airUnes.  The  name  is  the  same  and  the  office 
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may  look  the  same,  but  the  travel  agency  business  has  undergone  major 
changes.  Incentive  and  override  commissions,  "preferred"  and  exclusive  airline 
suppSer-relationships  are  now  the  norm,  as  powerful  airline  computer 
reservation  systems  (CRS)  monitor  closely  travel  agents'  sales  activities.  Most 
travel  agents  now  owe  primary  allegiance  to  airUnes,  with  the  passenger  a 
distant  second.  Consortiums,  franchise  schemes,  and  large  chains  have  been 
created  from  once  independent  travel  agent  ranks,  driving  up  commissions 
ahnost  60%  -  and  thus  the  cost  of  air  travel.  Caveat  emptor. 


Commuters 

Regional  and  commuter  airlines  have  come  under  the  domination  of 
megacarriers  through  "code-sharing"  programs,  which  represent  a  nadir  in 
industry  practices.  No  longer  do  schedules  reflect  the  needs  of  local  markets, 
but  the  marketing  objectives  of  the  parent  carrier.  In  the  words  of  one 
commuter  official:  "The  only  thing  worse  than  a  code-sharing  agreement  for 
passengers  is  no  code-sharing  agreement  for  the  commuter  airline." 


Department  of  Transportation 

The  airlines  of  today  are  vastly  different  from  those  promised  by  the 
deregulationists,  many  of  whom  are  still  at  the  DOT.  Remember,  we  were 
promised  many  airlines,  more  competition,  great  service,  and  low  fares. 

And  where  was  leadership  at  the  DOT?  Recent  DOT  pronouncements 
on  the  state  of  the  airline  industry  and  competition  are  no  more  than  just 
more  pro-deregulation  puff  pieces  by  the  Flat  Earth  Club  at  the  Department 
of  Transportation.  The  "industry  lap-dog"  mentality  of  that  agency  is  best 
evidenced  by  the  automatic  merger  approvals  that  sent  fares  skyrocketing  and 
service  levels  plummeting  across  the  country.  That  the  forces  of  ruinous 
competition  were  driving  the  industry  into  mass  bankruptcy  should  have  been 
more  than  enough  reason  to  reverse  deregulation  in  1984-85,  before  it  could 
do  so  much  damage.  But  the  DOT,  at  the  behest  of  the  major  airlines,  even 
joined  lawsuits  to  prevent  the  states  from  requiring  airlines  to  behave  ethically. 

New  York  City  has  lost  the  corporate  headquarters  of  American,  TWA, 
Pan  Am,  and  Eastern  since  the  onset  of  deregulation.  The  latter  was  most 
instructive.  Remember  the  DOT/Burnley  regime's  "clean  bill  of  health"  for 
Eastern  Air  Lines  following  the  "exhaustive"  inspection  in  mid-1989?   Couple 
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that  with  the  bankruptcy  examiner's  findings  of  nearly  $750  million  in  probable 
fraudulent  Eastern  asset  transfers  by  Lorenzo's  Texas  Air  Corporation,  and 
the  criminal  indictments  in  New  York  of  Eastern  managers  for  crimes 
involving  maintenance  records  falsification  in  the  same  time  frame,  and  you 
have  a  good  idea  of  the  cynical  quality  of  DOT  leadership  and  industry  ethics 
in  the  1980s  --  worse  than  vacuous.  It's  too  bad  that  the  recent  $250  million 
fraud  suit  filed  against  Frank  Lorenzo  is  now  only  a  footnote  to  the  Eastern 
tragedy,  when  it,  with  a  little  timely  regulatory  effort,  could  have  provided  the 
impetus  to  save  Eastern.  An  ironic  postscript  to  the  Eastern  tragedy  was  the 
guilty  plea  for  maintenance  violations  entered  by  the  Trustee  because  Eastern 
was  "no  longer  concerned  about  its  public  image." 

The  travelling  public  is  in  bad  shape  when  it  has  to  depend  on  the  U.  S. 
attorney  in  Brooklyn  to  enforce  the  federal  airline  safety  regulations. 
Eastern's  employees  objected  to  a  policy  that  said  it  is  cheaper  to  fix  the  books 
than  it  is  to  &c  the  airplanes.  It  cost  them  their  careers. 

In  1966,  The  Department  of  Transportation  was  created.  Its  "Declaration 
of  Purpose,"  applicable  today,  states  in  part: 

"The  Congress  therefore  finds  that  the  establishment  of  a 
Department  of  Transportation  is  necessary  in  the  public  interest  and 
to  assure  coordinated,  effective  administration  of  the  transportation 
programs  of  the  Federal  Government;  to  facilitate  the  development 
and  improvement  of  coordinated  transportation  service,  to  be 
provided  by  private  enterprise  to  the  maximum  extent  feasible;  to 
encourage  cooperation  of  Federal,  State,  and  local  governments, 
carriers,  labor,  and  other  interested  parties  toward  the  achievement  of 
national  transportation  objectives;  to  stimulate  technological 
advances  in  transportation;  to  provide  general  leadership  in  the 
identification  and  solution  of  transportation  problems;  and  to 
develop  and  recommend  to  the  President  and  the  Congress  for 
approval  national  transportation  policies  and  programs  to 
accomplish  these  objectives  with  full  and  appropriate  consideration 
of  the  needs  of  the  public,  users,  carriers,  industry,  labor,  and  the 
national  defense."  (emphasis  added) 

It  seems  to  me  that  on  almost  all  counts  we  are  not  measuring  up.  Much 
damage  has  been  done  not  only  to  our  airline  system  but  to  our  air 
transportation  infrastructure,  and  consequently  the  nation.  As  much  as 
airlines  suffer  from  the  current  recession  they  are  also  a  cause  of  it:  through 
high  fares;  erratic  service;  massive  banlouptcies  and  defaults;  aircraft 
cancellations;  and  erecting  barriers  to  both  travel  and  region  investment. 
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Foreign  Ownership 

But,  is  it  possible  that  one  of  the  latest  bromides  from  the  cult  of 
deregulationists  and  the  DOT  will  prevail?  Let  the  foreign  airlines  operate  in 
the  U.S.  domestic  market?  Let  them  buy  U.S.  carriers  and  control  our  airport 
and  airway  system?  The  Secretary  says  so.  Our  air  transport  industry,  once 
the  envy  of  the  world,  has  become  a  mere  financial  shadow  of  what  it  was.  It 
is  no  longer  a  good  investment  or  credit  risk.  Consider  this:  the  Aviation  Daily 
reported  in  1991  that  a  25%  share  in  Japan  Air  Lines  would  cost  $3.6  billion. 
On  that  basis,  Japan  Air  Lines  alone  is  worth  more  than  what's  left  of  all  the 
major  U.S.  airlines  combined. 

The  DOT  has  thoroughly  discredited  itself  and  forfeited  any  right  to 
leadership.  It  is  time  we  aclaiowledged  the  truth  -  airline  deregulation  is 
really  a  major  failure  from  almost  every  vantage  point.  It  has  nearly  destroyed 
what  had  been  the  finest  airline  system  in  the  world. 


Congressional  Initiative 

It  will  not  be  easy  or  inexpensive  to  repair  the  damage  done  to  the  airline 
industry  and  the  air  transportation  infrastructure.  The  U.S.  Congress  must 
take  back  leadership  in  commercial  aviation  if  we  are  ever  to  restore  vitality  to 
this  once  vibrant  industry  and  rebuild  our  intercity  public  transportation 
system. 

The  Airline  Deregulation  Act  had  admirable  but  naive  goals  of  increasing 
competition,  broadening  service,  and  cutting  fares,  while  avoiding 
unreasonable  industry  concentration,  excessive  market  domination,  and 
monopoly  power  ~  all  through  deregulation.  Precisely  the  opposite  has 
occurred. 

The  airline  industry  is  bankrupt,  and  it  has  now  embarked  on  what  could 
be  its  final  ruinous  and  destructive  flight.  It's  time  to  put  down  the  landing 
gear,  otherwise  the  industry  and  the  public  interest  are  headed  for  a 
catastrophic  crash  landing.  With  a  recalcitrant  administration,  whose 
promotion  of  aviation  is  probably  best  epitomized  by  the  recent  suggestions 
that  LAX  be  sold  to  pay  for  riot  damage  or  that  foreign  control  of  domestic 
carriers  should  be  facilitated  in  the  cases  of  USAir,  Northwest,  TWA,  and 
Continental,  it  is  clear  that  Congress  must  assume  the  leadership  position. 
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From  my  vantage  point  I  see  legislative  priorities  this  way: 

1.  Stop  further  destruction  of  our  air  transportation  system  by 
external  forces. 

2.  Salvage  and  shore-up  what  we  can  of  the  present  system. 

3.  Provide  a  fitting  economic  and  regulatory  climate  to  guide 
the  industry  back  into  the  narrow  spotlight  of  prosperity  and  public 
service. 

Initially,  Congress  must  move  quickly  to  guard  against  four  external 
threats  to  our  air  transportation  system: 

First,  the  sale  of  taxpayer-financed  airports  by  municipal  authorities  must 
be  prohibited,  at  least  for  the  next  five  years.  The  "Not  for  Sale"  sign  must  be 
posted  on  our  trillion-dollar  infrastructure. 

Second,  Congress  must  not  liberalize  foreign  ownership  restrictions  that 
apply  to  U.S.  carriers.  It  must  further  insist  that  the  DOT,  or  its  successor, 
stick  to  the  letter  of  the  law,  even  if  divestiture  above  25%  is  required. 

Third,  "cabotage"  is  absurd  on  its  face.  That  it  is  even  openly  discussed  is 
but  an  indication  of  how  desperate  our  air  transportation  system  has  become, 
and  how  insensitive  certain  individuals  and  politicians  are  to  our  national 
welfare. 

Fourth,  LBOs  and  hostile  takeovers  of  remaining  airline  properties  must 
be  outlawed. 

To  save  what  is  left  of  the  airline  industry.  Congress  must  consider 
reinvigorating  aircraft  loan  guarantee  programs,  for  domestic  aircraft  only, 
and  perhaps  expand  them  to  other  airline  assets.  The  government  may,  in 
fact,  have  to  become  the  lender  of  last  resort  if  the  fortunes  of  the  industry 
continue  to  plummet.  There  are  avenues  for  both  direct  and  indirect 
government  support  of  the  airline  industry,  but  they  should  be  employed  only 
in  the  context  of  an  ongoing  overhaul  of  the  federal  regulatory  approach  to 
the  system. 

Carriers  already  in  bankruptcy  must  be  insulated  from  further  liquidation. 
Truncation  of  other  carriers  must  be  prohibited.  Sales  of  slots  and  gates  must 
be  similarly  prohibited.  The  character  of  competitive  interplay  needs  to  be 
immediately  improved. 
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Congress:  Air  Transport  System  is  a  Public  Utility 

Congress  needs  a  good  place  to  start.  I  suggest  that  Congress  declare 
once  and  for  all  that  our  national  air  transportation  system  is  a  public  utility. 
Not  the  individual  airlines,  but  the  system  within  which  they  operate. 
Congress  needs  to  assert  that  the  paramount  objective  for  the  maintenance 
and  operation  of  the  system  is  to  promote  and  satisfy  the  public  interest. 
Systemically,  it  can  have  no  other  objective.  Profitability,  competition,  and  the 
like  must  be  viewed  as  tools  and  incentives  that  are  very  useful  in  achieving 
public  interest  objectives. 

Fortunately,  we  are  not  in  uncharted  territory.  We  have  experience  with 
a  regulated  airline  industry  in  which  competition  was  relied  upon  as  an 
important  industry  discipline.  While  I  do  not  advocate  a  return  to  that  system, 
per  se,  I  do  believe  that  the  regulatory  reform  thinking  of  the  mid-1970s  has 
application  today:  reliance  on  competitive  forces,  to  the  extent  reasonable, 
and  intercession  when  necessary. 

I  cannot  pretend  to  know  exactly  how  this  industry  will  look  if  Congress 
vigorously  undertakes  its  rehabilitation.  However,  there  are  some 
observations  I  would  like  to  make: 

First,  I  am  not  as  skeptical  as  some  as  to  the  ultimate  fate  of  once 
established  airlines,  such  as  Pan  Am  and  Eastern,  that  have  already  passed 
from  the  scene.  CONRAIL  proved  the  success  of  a  national  effort  to  rebuild 
bankrupt  companies  when  it  was  clear  that  the  marketplace  would  have  taken 
decades  to  do  it~if  at  all.  To  the  extent  their  reincarnation  could  contribute 
to  the  revitalization  of  a  competitive  airline  system,  we  should  not  dismiss  the 
notion  based  only  on  the  existence  of  a  legal  quagmire.  The  airplanes  are  out 
there.  The  airports  are  there.  The  employees  are  out  there.  And  certainly, 
the  pubbc  convenience  and  necessity  are  out  there.  It  could  well  be  that 
recreating  and  modernizing  their  structures  could  prove  to  be  the  most 
economical  and  effective  means  of  restoring  our  competitive  air  transportation 
system. 

Second,  I  believe  hub-and-spoke  systems  are  a  passenger  transportation 
nightmare  and  an  economic  disaster  which  play  a  significant  role  in  the 
present  debilitation  of  the  industry.  To  my  mind  nothing  stands  in  such  stark 
contrast  to  the  great  benefits  of  the  airliner  -  its  ability  to  fly  in  a  straight  line 
at  a  speed  ten  times  faster  than  surface  transportation.  Congress  must  restore 
sanity  by  encouraging  a  linear  route  system.  Limited  route  franchises  for  new 
nonstop  services  in  poorly  served  markets,  with  built  in  safeguards  to  prevent 
price  gouging,  would  be  a  good  place  to  start. 
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Third,  Congress  must  provide  for  a  greater  voice  for  airports  in 
promoting  the  air  transport  needs  of  their  communities.  Right  now  they  have 
no  say  in  whether  they  receive  service  and  at  what  levels. 

Fourth,  Congress  needs  to  solve  the  CRS  problem  once  and  for  all. 
Requiring  divestiture,  if  necessary.  Better,  perhaps,  would  a  single 
consolidated  industry  CRS  system  that  reflects,  in  a  productive  manner,  the 
many  natural  monopoly  characteristics  of  computer  reservations  systems. 
Such  a  system  was  almost  a  reality  in  the  mid-197(fe. 

Fifth,  Congress  and  the  nation  need  to  recognize  that  the  highly 
politicized  Department  of  Transportation  has  very  poorly  served  the  nation  in 
recent  years.  This  Travda  on  the  Potomac"  has  been  little  more  than  an 
apologist  for  failed  economic  policies  that  otherwise  might  have  been  halted 
years  ago  -  before  they  could  do  so  much  damage  particularly  to  the  tens  of 
thous£inds  of  airline  employees  and  their  families,  and  to  communities  and 
businesses  across  the  nation.  DOT  just  does  not  work.  Moreover,  its 
presence  has  made  things  worse. 

It  is  time  for  Congress  to  take  back  responsibility  for  our  air 
transportation  system.  To  this  end  a  blue  ribbon  commission  should  be 
impaneled  to  make  recommendations  on  reorganizing  federal  oversight  of  the 
airline  industry.  Congress  should  respond  rapidly  and  decisively  in  a 
bipartisan  effort  to  get  the  ignoble  experiment  of  airline  deregulation  behind 
us. 

Both  Bill  Clinton  and  Ross  Perot  have  made  a  public  commitment  to 
rebuild  the  airline  system.  If  neither  wins,  the  responsibility  will  default  to 
Congress  to  solve  the  problem. 


The  Port  Authority 

What  can  the  Port  Authority  do  to  reinvigorate  the  airlines  and  the  air 
transportation  system?  The  Port  Authority  is  without  peer  in  the  world  in 
terms  of  domestic  and  international  experience  in  large  scale  commercial 
passenger  and  cargo  operations.  That  experience  is  invaluable  when  properly 
applied  to  policy  making  functions  at  the  federal  level  where  it  is  sorely 
needed.  The  Department  of  Transportation  has  become  a  haven  of  hacks  and 
idealogues  who  may  not  even  realize  the  enormous  damage  that  they  have 
inflicted  not  only  on  the  U.S.  air  transportation  system  but  our  economy  and 
the  lives  of  hundreds  of  thou^nds  of  people  as  well.  The  DOT  is  there,  it  has 
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a  charter,  and  it  has  authority.  What  it  lacks  is  leadership.  What  it  lacks  are 
good  solid  men  and  women  who  come  to  the  agency  understanding 
transportation  and  particularly  the  airline  industry.  Believe  it  or  not,  there  are 
hardly  any  individuals  in  the  Office  of  the  Secretary  of  Transportation,  which 
includes  the  Office  of  Policy  and  International  Affairs,  who  have  true 
transportation  credentials.  Amazing  but  true. 

The  very  lifeblood  of  air  commerce,  both  passenger  and  cargo,  is 
obviously  the  airline.  Airlines  are  shrinking  in  number,  in  desperate  financial 
shape,  with  very  uncertain  futures.  Continued  failure  and  erosion  can  only 
spell  more  difficult  times  for  the  Port  Authority. 

So  now  is  the  time  to  act,  whether  or  not  a  new  administration  is  elected 
next  week.  The  Port  Authority  must  embark  on  a  program  to  influence  policy- 
making and  to  discipline  policy-making  at  the  very  highest  levels  of  the 
Federal  government,  including  the  White  House  and  DOT.  The  Port 
Authority  must  use  its  acknowledged  and  considerable  leadership  capability  to 
insist  that  our  national  mass  air  transit  system  be  given  the  attention  that  it 
deserves.  In  the  first  sense,  this  can  be  done  by  Port  Authority  members 
speaking  out  on  the  need  for  reform  of  the  airline  industry,  and  reform  of 
Federal  agencies  involved  in  the  airline  and  transportation  businesses.  Public 
awareness  that  our  air  transportation  industry  is  in  serious  jeopardy  can  lead 
to  public  pressure  for  change.  The  Port  Authority  must  also  consider  using  its 
considerable  political  clout  to  demand  an  end  to  the  folly  of  unbridled  laissez 
faire  deregulation.  It  must  help  develop,  in  its  place,  a  sensible  and  rational 
approach  to  the  provision  of  sound  economic  and  efficient  air  transportation 
systems,  both  domestic  and  international,  that  are  free  from  ruinous 
competitive  excesses  and  consumer  abuses,  and  that  respond  ~  not  to  the 
marketeers  whims  but  ~  to  public  need. 


Let  me  close  by  telling  you  that  I  spent  a  college  summer  working  for 
Wings  &  Wheels,  an  air  freight  forwarder  that  operated  out  of  the  TWA  cargo 
terminal  at  JFK  in  the  mid-1960s.  Wings  &  Wheels'  owner,  Ed  Richter,  had 
no  use  for  the  Kennedy  family  -  I  never  knew  why.  But  when  he  called  JFK 
at  night  and  I  answered  the  phone,  "Kennedy,"  he  would  bark,  "Damn  it,  it's 
Idlewild.  Call  it  Idlewild."  Today,  my  home  in  Great  Falls,  Virginia,  like 
others  in  the  area  has  a  name.  The  sign  at  the  entrance  to  the  property  says, 
simply,  "Idlewild."  You'd  be  amazed  how  many  airline  friends  drop  in.  To 
them  it  means  welcome. 
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Mr.  Harris  is  chairman  of  Airline  Industry  Resources,  Inc.  (AIR),  a  McLean,  Virginia- 
based  strategic  planning  organization  that  he  founded  in  1969.  A  graduate  of  Fordham 
University,  he  holds  an  M.S.  degree  in  Transportation  from  the  University  of  Tennessee, 
and  was  a  Transportation  Fellow  at  the  University  of  North  Carolina  and  the  University  of 
Maryland.  He  founded  Airline  Executive  and  Commuter  Air  magazines  and  has  t>een  a 
consultant  to  the  Office  of  the  Secretary  of  Transportation.  AIR's  client  list  has  included 
the  CEO's  of  some  of  the  nation's  leading  airlines  and  travel  organizations. 


794 


BEFORE  THE 

U.S.  HOUSE  OF  REPRESENTATIVES 

PUBLIC  WORKS  AND  TRANSPORTATION  COMMTTTEE 

SUBCOMMITTEE  ON  AVIATION 


Statement  of 

Vance  Fort 

Senior  Vice  President  - 

Governmental  Affairs 

WorU  Airways.  Inc. 

February  24.  1993 


Mr.  Chairman  and  Members  of  the  Committee.  I  am  Vance  Fort.  Senior  Vice 
President,  Governmental  Affairs.  World  Airways.   I  appreciate  the  opportunity  to 
testify  before  you  today  concerning  the  problems  currently  facing  the  airline 
industry.    World  is  a  small  carrier,  but  it  shares  some  of  the  same  difficulties 
afflicting  the  largest  airlines:  too  little  traffic,  too  little  yield. 

I  believe  that  many  of  the  Industry's  problems  are  caused  by,  and  certainly 
exacerbated  by,  the  industry  itself.   Panic  pricing,  over-scheduling  and  service 
gimmickry,  not  to  mention  predatory  competition,  escalated  as  the  recession 
deepened.   But  I  am  not  here  to  point  fingers.    There  is  plenty  of  blame  to  go 
around. 
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Mr.  C/ta^man,  I  would  Bke  to  suggest  strongly  as  you  consider  alternative 
courses  of  action  that  you  continue  to  consider  the  Importance  of  smaller  carriers 
and  the  need  for  ameliorative  policy  on  their  behalf. 

There  are  several  specific,  relatively  modest,  steps  that  would  help  smaller 
carriers  become  a  healthier  and  greater  competitive  force  In  the  Industry. 

Briefly,  these  steps  are: 

J.  End  the  'big  carrier''  bias  in  aviation  poBcy  making. 

Vastly  unequal  resources  are  not  the  only  handicap  experienced  by  small 
operators  when  competing  against  larger  carriers.    Within  the  federal  government 
there  Is  a  bias  favoring  the  Interests  of  the  largest  airlines.  It  frequently  appears 
that  the  Department  of  Transportation  focuses  excessively  on  the  problems  of  the 
larger  carriers  to  the  detriment  of  smaller  carriers.    This  "big  carrier  bias'  tilts  the 
playing  field  even  more  heavily  in  favor  of  the  large  operators. 

Aviation  negotiations  are  an  example.    Time  and  again,  the  U.S.  has  struck  a 
deal  with  a  foreign  government  that  advances  the  global  aspirations  of  the  mega- 
carrlers  but  results  In  lesser  benefits  for  smaller  operators.    The  course  of 
negotiations  with  the  United  Kingdom  over  the  past  few  years  bears  witness  to  the 


Department's  tendency  to  promote  the  mega-carriers'  agenda,   in  1991,  wtten 
American  and  United  sought  to  repiace  TWA  and  Pan  Am  at  Heathrow,  the  U.S. 
negotiated  an  agreement  that  secured  the  access  to  Heathrow  coveted  by  the  two 
largest  U.S.  airlines  -  at  a  fearful  price  -•  while  doing  nothing  to  open  the  U.K. 
market  up  to  other  U.S.  carriers.   Negotiations  with  the  U.K.  at  the  end  of  last 
year,  while  aiming  at  a  broader  liberalization  package,  excluded  at  an  early  stage  an 
agreement  on  charters  that  would  have  resulted  In  substantial  benefits  for  small 
operators.  And  no  one  can  argue  that  DOT'S  attention  to  global  aviation  matters 
was  facilitated  by  the  inordinate  attention  given  to  the  proposed  Investment  In 
USAIr  by  British  Airways. 

Mega-carrier  greed  for  additional  capacity  and  DOT'S  support  for  It,  has 
seriously  damaged  the  United  States'  bilateral  relationship  with  France  and 
threatened  the  relationship  with  Germany.    These  are  two  of  the  largest  aviation 
markets  In  the  world  and  couM provide  significant  opportunities  for  smaller  U.S. 
carriers.   But  with  the  bilateral  relationships  clouded  by  the  aggressiveness  of 
larger  carriers,  smaller  carriers  will  undoubtedly  face  delays  in  obtaining  additional 
opportunities  in  these  markets. 

Today,  the  United  States  and  Japan  have  hcked  horns  over  Unhed's  rights 
to  provUe  services  beyond  Japan.  We  do  not  deny  United's  claim.  But  while  the 
efforts  of  U.S.  policymakers  and  negotiators  are  focused  on  a  problem  which 
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constitutes  only  a  tfny  fraction  of  Unhed's  Pacific  services,  the  ancient  need  for 
comprehensive  negotiations  to  open  up  the  Japan  market  goes  wanting.   Unhed's 
Insistence  is  an  old  tactic  employed  by  Incumbent  carriers  In  limited  entry  markets 
to  make  negotiations  more  difficult  and  delay  potential  new  competition  that  could 
result  from  a  general  agreement. 

There  are  numerous  other  examples  of  negotiations  which  promoted  the 
Interests  of  large  carriers.    These  results  are  rationalized  as  serving  the  greater 
number  of  travelers.  But  we  query  the  wisdom  of  this  thinking.    The  mega-carrlers 
serve  -  and  according  to  the  Department  of  Justice  -■  price  alike.    The  traveling 
and  shipping  public  would  be  additionally  served  If  they  had  price  and  service 
options  provided  by  smaller  operators.    The  United  States  shouM  reject  a  narrow 
focus  on  mega-carrier  grievances  in  favor  of  a  policy  which  accords  more  weight  to 
the  interest  of  smaller  carriers:  additional  designations  and  charter  rights. 


2.   Grant  more  bitemational  operating  autttority 
to  smaMer  carriers. 


The  biggest  problem  facing  small  carriers  Is  a  lack  of  sufficient  access  to 
International  markets.   Because  these  are  often  limited  entry  markets,  they  also 
tend  to  be  very  lucrative  ortes.    The  factors  presentiy  reffed  upon  by  DOT  In 
awarding  scheduled  international  traffic  rights  ••  route  networks,  on-ttne 
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connBctions,  etc.  ••  do  not  highlight  the  competitive  strengths  of  smaller  carriers. 
DOT  should  revise  its  decisional  criteria  for  the  award  of  international  route 
authority,  giving  more  emphasis  to  the  contributions  that  can  be  made  by  smaller 
operators. 

The  lack  of  adequate  international  operating  rights  for  small  carriers  Is  not 
limited  to  scheduled  services.    With  rare  exceptions.  DOT  approaches  the  issue  of 
charter  rights  in  bilateral  negotiations  almost  as  an  afterthought.   Deals  may  come 
together  or  fall  apart  over  a  single  route  for  a  scheduled  carrier,  but  it  would  be  an 
exceptional  circumstance  for  bilateral  talks  to  turn  on  the  extent  of  the  charter 
authority  granted  to  U.S.  operators.    Yet  it  is  precisely  in  nonscheduled  operations 
that  small  carriers  can  often  compete  most  effectively.   DOT  ought  to  reorder  its 
negotiating  priorities  so  that  charter  rights  and  operational  flexibility  for 
nonscheduled  services  are  pursued  aggressively. 

Another  area  deserving  more  attention  from  DOT  is  the  issue  of  Fifth 
Freedom  operating  rights.   Small  carriers  operating  Internationally  do  not  typically 
operate  the  turnaround  service  patterns  that  characterize  the  scheduled  operations 
of  major  airlines.  For  these  carriers,  it  Is  vitally  important  that  they  be  able  to  link 
up  an  arriving  flight  with  another  revenue  operation  departing  from  that  same  point 
In  order  to  minimize  the  costs  associated  with  ferrying  the  aircraft  empty.    This  can 
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only  be  accomplished  if  U.S.  carriers  enjoy  the  right  to  carry  Fifth  Freedom  traffic 
in  as  many  countries  as  possible. 


3.   CRAF  participation  should  be  ^ven  greater  conMeraition 
ki  DOT  carrier  selection  proceedings. 


Many  of  the  smaK  carries  that  will  appear  before  the  Subcommittee  today 
participate,  ffke  World,  in  the  Civil  Reserve  Air  Fleet  I'CRAF").    CHAF  carriers 
pledge  their  fleets,  either  in  whole  or  in  part,  for  use  by  the  Government  in  times  of 
national  emergency. 

CRAF  carriers  were  the  silent  workhorses  of  Desert  Storm.    The  U.S.  airlines 
participating  In  CRAF  flew  over  2500  passenger  missions,  and  over  2700  cargo 
missions,  before,  during  and  after  the  liberation  of  Kuwait.    The  contribution  made 
by  CRAF  carriers  was  vital  to  the  success  of  Desert  Storm,  and  was  a  key  element 
of  the  ability  of  the  U.S.  to  move  men  and  material  to  a  distant  part  of  the  world. 
Roughly  100  aircraft  were  committed  by  U.S.  carriers  to  the  CRAF  effort,  all  of 
which  were  removed  from  other  revenue  services  in  order  to  operate  for  the 
mlHtary. 

World  beOeves  that  the  contributions  of  CRAF  carriers  should  be  formally 
recognized  in  carrier  selection  proceedings.   Participation  in  CRAF  should  be 
considered  by  DOT  when  awarding  international  route  authority.   Although  it 
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should  not  be  determinative  of  the  outcome.  CRAF  membership  should 
nevertheless  be  a  factor  weighing  In  favor  of  an  applicant  competing  with  other 
airlines  for  operating  rights  to  overseas  points.     This  would  not  only  reward  CRAF 
carriers  for  past  efforts  on  behalf  of  the  U.S.  government,  but  could  help  stem  the 
current  tide  of  defections  from  the  CRAF  program  that  threaten  to  undermine  the 
program's  effectiveness  In  the  event  of  a  future  national  emergency- 


4.      Stop  giving  away  Fifth  Freedom  traffic  rig/rts  to  foreign  carriers. 

DOT  has  been  too  generous  In  granting  to  foreign  carriers  U.S.  operating 
rights.    This  is  particularly  evident  with  respect  to  foreign  carrier  Fifth  Freedom 
operations.  Although  nominally  adhering  to  a  policy  of  reciprocity  with  respect  to 
Fifth  Freedom  rights.  DOT  routinely  approves  foreign  carrier  Fifth  Freedom  requests 
even  under  circumstances  when  the  reciprocal  benefits  for  U.S.  carriers  are  next  to 
nonexistent. 

Nowhere  is  this  more  apparent  than  with  respect  to  the  transpacific  cargo 
maricet.   Every  fall  as  that  marl(et  approaches  its  peak,  DOT  receives  requests  from 
foreign  carriers  to  operate  Fifth  Freedom  cargo  charters  between  Hong  Kong  and 
the  U.S.    These  carriers  make  no  long-term  commitment  to  serve  the  transpacific 
market  but  Instead  are  seeking  to  take  advantage  of  the  high  yields  prevailing 
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during  the  peak  season.  Every  year,  DOT  approves  these  Fifth  Freedom  requests 
by  the  dozen,  despite  the  substantial  revenue  consequently  lost  by  U.S.  carriers. 

DOT  would  be  hard  pressed  to  point  to  true  reciprocal  rights  by  the 
countries  whose  carriers  are  milking  the  U.S. -Hong  Kong  cargo  market.  DOT 
should  reverse  Its  policy  on  Fifth  Freedom  requests,  and  grant  only  those  foreign 
carrier  applications  that  are  supported  by  a  demonstrated  reciprocity  of  benefits  for 
U.S.  carriers. 

5.   DOT  should  revise  its  'open  sides'  criteria. 

DOT'S  open  skies  program  threatens  to  do  more  harm  than  good.  Although 
the  concept  itself  Is  one  that  World  can  support,  the  present  open  skies  criteria 
ignore  certain  aeropolitical  realities. 

The  present  program  has  produced  exactly  one  agreement,  and  that  Is  with 
a  European  country  with  a  homeland  market  holding  few.  If  any,  additional 
opportunities  for  U.S.  carriers.    The  result  is  open  access  to  the  U.S.  for  Dutch 
carriers.  And  yet,  the  only  thing  sought  by  Worid  Airways  from  the  'open  skies' 
talks  with  the  Netherlands  was  denied  by  the  Dutch  negotiators  and  not  Insisted 
upon  by  the  United  States.    That  was  so-called  'Seventh  Freedom'  rights  -  the 
right  to  operate  between  the  Netherlands  and  a  third  country  without  such  service 
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transiting  the  United  States.    This  right  had  been  sought  by  World  from  the  Dutch 
prior  to  the  negotiations  and  had  been  denied.    World  asked  U.S.  negotiators  to 
press  the  issue.   It  would  have  provided  an  important  opportunity  for  World  to 
participate  in  the  strong  Europe-Asia  cargo  market.   Instead  of  insisting  on  one  of 
the  few,  if  not  only,  new  benefit  for  U.S.  carriers,  U.S.  negotiators  dropped  the 
issue  and  seemed  more  concerned  with  establishing  an  "open  skies'  precedent 
than  with  enhancing  U.S.  carrier  opportunity. 

To  be  successful,  the  open  skies  program  needs  to  be  both  broader  and 
more  narrow  in  scope.    The  offer  of  an  "open  skies"  agreement  should  be 
expanded  to  other  countries  in  addition  to  those  in  Europe:  any  country  with  a 
market  offering  relatively  equivalent  benefits  to  U.S.  carriers  should  be  a  candidate 
for  an  "open  skies"  agreement.    On  the  other  hand,  the  U.S.  should  avoid  an 
"open  skies"  regime  with  countries  -  no  matter  where  they  are  located  -  offering 
too  little  in  the  way  of  benefits  for  the  United  States.   If  for  reasons  other  than 
enlarging  the  opportunities  of  U.S.  airlines,  the  United  States  desires  to  enter  into 
an  open  skies  agreement  with  a  small  country,  it  can  always  do  so  through  more 
traditional  bilateral  negotiations. 

As  a  closing  point,  I  want  to  comment  on  the  various  proposals  recently 
made  for  the  formation  of  a  "national  commission"  to  address  the  ills  of  the 
aviation  industry.   Since  many  of  the  industry's  problems  are  self-inflicted,  the 
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membership  of  that  commission  should  not  be  overiy  solicitous  of  the  Interests 
who  bear  the  most  responsibiffty  for  the  present  sorry  state  of  affairs.   At  the  same 
time,  the  commission  will  fall  short  of  its  mission  if  its  ranks  are  filled  with  those 
who  do  not  have  an  adequate  appreciation  for  the  industry's  costs  and  the  nature 
of  its  operations,   if  t/te  commission  is  to  do  any  good,  it  must  be  composed  of 
individuals  chosen  for  their  understanding  of  how  the  l/Hfustrygot  into  this  mess 
and  for  t/teir  ability  to  chart  a  way  out. 

/Mr.  Chairman,  that  concludes  my  statement.   I  would  be  pleased  to  answer 
any  questions  that  you  or  the  other  Subcommittee  members  might  have. 
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STATSMSMT  OF  THE  HONORABLE  DON  FUQUA 

PRSSIDSNT 

ABROSPACK  INDUSTRIES  ASSOCIATION  OF  AMERICA,  INC. 


Mr.  Chairman,  I  am  pleased  to  submit  this  testimony  on  behalf 
of  our  member  companies  for  inclusion  in  the  record  of  the  series 
of  hearings  the  subcommittee  held  on  the  financial  health  of  the 
airline  industry.  AIA  is  the  trade  association  representing  the 
nation's  manufacturers  of  commercial,  military  and  business 
aircraft,  helicopters,  aircraft  engines,  missiles,  spacecraft  and 
related  components  and  equipment. 

These  hearings,  Mr.  Chairman,  are  timely  given  the  convening 
of  the  national  commission  on  this  subject.  I  am  pleased  that  the 
commission  will  be  directed  to  address  the  close  relationship 
between  the  health  of  the  U.S.  airline  industry  and  air  transport 
manufacturers  and  their  suppliers. 

IMPACT  ON  THE  ECONC^K 

AIA' s  member  companies  have  long  been  among  the  nation's  top 
performers.  In  1992,  sales  of  commercial  jet  transports  grew  for 
the  eighth  straight  year  to  $29  billion,  despite  22  fewer 
deliveries  than  in  1991.  Civil  aerospace  exports  totalled  $36 
billion;  complete  aircraft  exports  rose  5  percent  and  accounted  for 
more  than  $23  billion  of  the  total. 

With  the  U.S.  remaining  the  world  leader  in  aerospace  design 
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and  manufacturing,  I  am  in  a  difficult  position  of  having  to  sound 
an  alarm.  Forecasts  are  not  rosy  for  our  domestic  airline 
customers  and  that  is  not  good  for  the  nation's  transport  system, 
nor  the  manufacturing  industry.  Continued  success  in  the  U.S. 
aerospace  industry  requires  the  government  enact  policies  that  help 
U.S.  companies  do  business. 

Employment 

First,  I  want  to  emphasize  the  importance  of  the  aerospace 
industry  in  terms  of  jobs.  Aerospace  is  an  enormous  source  of 
highly  skilled  employment  —  the  types  of  jobs  that  are  critical 
for  maintaining  America's  competitive  edge  in  international 
markets.  The  industry  is  the  largest  single  employer  of  the 
nation's  scientists  and  engineers  and  employs  many  skilled 
technicians.  The  greatest  share  of  our  work  force  are  production 
workers  versed  in  computers  and  knowledgeable  in  sophisticated 
areas  such  as  statistical  control,  advanced  composite  structures 
and  electrical/avionics  work. 

Unfortunately  aerospace  employment  is  declining  due  not  only 
to  the  downturn  in  defense  spending,  but  also  the  reduction  in 
orders  for  commercial  products.  In  1992  alone,  the  labor  force 
lost  117,000  aerospace  jobs.  Total  employment  will  decline  almost 
25  percent  between  our  peak  year  1989,  and  the  end  of  1993.  These 
layoffs  include  large  numbers  of  workers  engaged  in  the  production 
of  civil  aviation  products. 
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IS3PKS  OF  COMCKBN  TO  AgROSPACK  MANOFACTURKRS 

While  many  of  the  issues  covered  in  my  testimony  are  outside 
the  purview  of  the  Aviation  Subcommittee,  you  are  able  to  affect 
some  of  the  areas .  It  is  important  that  when  the  subcommittee  and 
the  commission  review  the  hearing  record  that  the  complex  array  of 
issues  facing  the  industry  are  presented. 

Harmonization  of  International  Airworthiness  Standards 

For  several  years  the  U.S.  Federal  Aviation  Administration 
(FAA)  and  the  European  Joint  Aviation  Authorities  (JAA)  have  been 
working  with  industry  to  reduce  the  differences  in  regulations 
governing  civil  aviation.  For  AIA,  an  important  long-range  goal 
is  to  have  one  certification  recognized  internationally.  Without 
such  a  system  in  place  today,  all  manufacturers  of  civilian 
aircraft  face  increased  costs  to  comply  with  differing  standards. 
These  differences  do  not  add  measurably  to  safety,  just  to  costs. 
The  efforts  of  the  FAA,  JAA,  and  industry  are  finally  beginning  to 
bear  fruit.  They  must  continue  so  that  all  U.S.  and  European 
airworthiness  and  operations  rules  are  harmonized  and  justified  on 
the  basis  of  cost/benefit  analysis.  It  is  vital  that  the  FAA  be 
given  sufficient  resources  to  continue  this  effort. 

Airport  and  Airways  Trust  Fund 

The  Trust  Fund,  which  had  a  $15  billion  cash  balance,  a  third 
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of  which  was  unobligated  in  1992,  should  used  appropriately  so  that 
FAA  programs  can  be  funded  adequately.  In  recent  years  many  FAA 
progreuns  have  been  delayed  and  chronically  understaffed  due  to 
budget  constraints.  If  the  Trust  Fund  is  taken  off  budget,  airport 
improvements,  research,  engineering  and  development,  and  the  air 
traffic  control  system  can  all  be  upgraded  and  congestion  in  the 
system  can  be  alleviated. 

Aeronautics  Research 

Over  the  years,  government  agencies  have  played  a  key  role  in 
helping  to  focus  and  fund  aeronautics  research.  NASA  in  particular 
has  carried  out  numerous  programs  and  we  believe  that  its  role  is 
even  more  important  today  than  it  has  been  in  the  past . 

We  are  encouraged  that  the  Clinton  Administration  plans  to 
increase  funding  for  aeronautics,  which  currently  receives  less 
than  5  percent  of  NASA's  overall  funds.  It  will  take  considerable 
resources  from  industry  and  government  to  develop  the  advanced 
aircraft  and  propulsion  technologies  required  to  maintain 
leadership  in  the  global  marketplace. 

SUPPORT  FOR  U.S.  EXPORTS 

Although  the  U.S.  remains  the  largest  single  market  for  civil 
aviation  products,  exports  account  for  about  60  percent  of  our 
sales.  AIA' s  members  will  continue  to  look  to  exports  as  a  key 
element  in  their  efforts  to  retain  worldwide  leadership.   Over  the 
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next  two  decades,  we  expect  approximately  two-thirds  of  our 
commercial  customers  will  be  located  overseas.  Europe  is  now  our 
top  foreign  market.  However,  by  the  year  2010,  the  Asia-Pacific 
market  will  be  as  large  a  market  for  jet  aircraft  as  the  U.S. 
market  is  currently. 

As  you  know,  the  U.S.  faces  difficult  challenges  competing 
abroad.  Our  foreign  competitors  often  have  support  from  their 
governments  who  operate  from  a  different  set  of  trading 
philosophies  than  those  practiced  here  in  the  U.S.  Most  of  our 
competitors  receive  various  forms  of  government  financial  and 
political  support  that  put  U.S.  companies  at  a  disadvantage.  Such 
assistance  limits  market  risk  for  their  manufacturers  and  this 
strikes  directly  at  our  industry's  ability  to  compete. 

Large  Aircraft  Sector  Understanding 

The  Large  Aircraft  Sector  Understanding  (LASU)  is  an  agreement 
by  governments  of  major  aircraft  producing  countries  that  sets  the 
rules  of  the  road  with  respect  to  government-supported  financing 
for  large  civil  aircraft  and  engine  exports.  Support  can  cover  up 
to  85  percent  of  the  price  of  an  aircraft  or  engine.  Until 
recently,  the  signatories  to  the  LASU  had  refrained  from  offering 
official  financing,  either  in  the  form  of  loans  or  guarantees,  into 
the  "home  market"  of  another  LASU  signatory.  But  European  firms 
have  begun  pursuing  this  practice  into  U.S.  markets  with  growing 
boldness.    We  vehemently  oppose  this  practice,  and  facing  no 
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alternative,  urge  the  Administration  to  demonstrate  its  willingness 
to  counter  these  incursions  through  the  aggressive  use  of  Section 
1912  of  the  Export-Import  Bank  (Eximbank)  Charter,  which  permits 
matching  financing  of  domestic  sales.  In  addition  it  is  vital  to 
this  industry  that  the  Eximbank  funding  be  increased  to  levels  that 
are  sufficient  to  meet  the  needs  of  U.S.  exporters. 

Uruguay  Round 

AIA  believes  that  U.S.  negotiators  must  continue  to  improve 
the  disciplines  over  subsidies.  It  must  be  made  clear  that 
subsidies  to  civil  aircraft  programs  are  covered  by  the  Subsidies 
Code  of  the  General  Agreement  on  Tariffs  and  Trade  (GATT) ,  and 
there  is  no  derogation  from  these  provisions  under  this  or  any 
other  GATT  instrument.  In  addition,  there  must  be  no  5-year  window 
for  subsidies  that  are  in  violation  of  existing  GATT  or  Code 
provisions,  and  government  purchases  of  goods  and  services  should 
not  be  defined  as  an  actionable  subsidy. 

AIA  also  encourages  U.S.  negotiators  to  work  for  an  improved 
dispute  resolution  mechanism.  This  should  include  time  limits  for 
each  stage  of  the  process  and  a  nine-month  time  limit  for  the 
entire  process.  The  party  receiving  a  favorable  panel  finding 
should  be  allowed  to  impose  countermeasures  unilaterally  if  panel 
recommendations  are  not  implemented  within  an  appropriate  period. 
In  the  absence  of  improved  and  effective  disciplines  in  the  areas 
such  as  subsidies,  the  U.S.  government  should  not  negotiate  any 
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limits  affecting  its  ability  to  use  Section  301  to  redress  trade 
problems . 

An  additional  area  of  interest  in  the  GATT  negotiations 
concerns  amendments  to  the  Agreement  on  Technical  Barriers  to 
Trade.  The  negotiators  should  seek  increased  openness  and 
transparency  in  the  setting  of  technical  requirements,  while 
preserving  the  private  sector  controlled,  non-regulated  standards 
systems  of  the  U.S. 

Export  Controls 

The  U.S.  government  prohibits  the  export  of  U.S.  commercial 
aircraft  and  engines  to  several  countries  based  on  foreign  policy. 
While  we  respect  the  right  of  the  U.S.  to  determine  appropriate 
trading  partners,  prohibitions  should  be  done  on  a  multilateral 
basis  and  should  not  be  limited  to  only  one  market  sector  (ie. 
aerospace).  This  type  of  prohibition  allows  U.S.  competitors  to 
develop  a  market  share  not  available  to  U.S.  companies  that  may  be 
lost  for  many  years. 

Most-Favored-Nation  (MFN)  Trading  Status  for  China 

As  stated  previously,  the  Asian  market  is  the  fastest  area  of 
growth  for  U.S.  manufacturers  in  this  sector.  If  China  loses  its 
MFN  status,  or  if  its  MFN  status  is  subjected  to  conditions,  we  may 
face  the  loss  of  billions  of  dollars  worth  of  U.S.  aircraft  sales. 
Human  rights  violations  are  a  serious  matter.   However,  unilateral 
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changes   in  trading  status   is  not  the  appropriate  method  of 
resolving  this  issue. 

TAX  ISSOBS 

There  are  several  specific  tax  actions  that  can  be  taken  by 
the  U.S.  government  that  would  assist  both  the  airlines  and  the 
manufacturers  and  would  enhance  our  respective  competitive 
positions . 

Investment  Tax  Credit 

An  investment  tax  credit  would  benefit  airlines  in  meeting  the 
large  financial  commitments  required  to  replace  an  aging  airline 
fleet.  Lack  of  such  credit  discourages  plant  modernization  and 
investment  in  new  equipment  and  restrains  economic  growth. 
President  Clinton  has  indicated  his  support  for  an  incremental  and 
temporary  investment  tax  credit  except  for  small  business.  While 
helpful  to  manufacturers  of  business  aircraft,  this  would  be  of 
minimal  benefit  to  most  airlines  and  manufacturers  of  large 
transport  aircraft  because  of  the  lead  times  required  from  order 
to  delivery.  A  peirmanent,  fixed  rate  investment  tax  credit  with 
a  wider  scope  is  needed  to  induce  investment  and  promote  economic 
growth. 

Alternative  Minimum  Tax 

The  Alternative  Minimum  Tax   (AMT)   must  be  modified  ,  to 
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eliminate  the  depreciation  preference  from  calculation  of  the  AMT, 
and  to  allow  airlines  to  use  a  part  of  their  minimum  tax  credits 
against  their  AMT  liability.  It  is  ironic  that  businesses  that 
report  net  book  losses  have  to  borrow  money  to  pay  an  AMT. 

Research  and  Development  Tax  Credit 

The  R&D  tax  credit  should  be  made  permanent  and  the 
incremental  limitation  removed.  The  U.S.  aerospace  industry  is  at 
a  disadvantage  under  the  current  incremental  system  since  the 
benefits  are  provided  only  to  companies  that  increase  their  level 
of  spending  for  the  targeted  activity  over  a  base  period.  In  the 
current  economic  climate,  an  incremental  credit  system  will  not 
provide  an  incentive  for  most  aerospace  companies,  because  they 
will  first  need  to  replace  the  research  expenditures  attributable 
to  their  lost  defense  business.  However  if  the  incremental  feature 
for  defense  activities  is  eliminated,  aerospace  companies  will  be 
provided  an  effective  stimulus  for  increased  research  in  their 
commercial  activities.  While  we  are  encouraged  by  President 
Clinton's  support  for  making  the  research  and  experimentation  tax 
credit  permanent,  the  proposed  retention  of  the  incremental  aspect 
will  provide  little  stimulus  to  aerospace  companies. 

OUTLOOK 

The  outlook  for  1993  is  not  encouraging.  AIA  predicts  that 
total  aerospace  sales  will  decline  for  the  second  year  in  a  row. 
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Late  last  year,  AIA  predicted  that  103  fewer  commercial  transports 
would  be  delivered  in  1993  than  in  1992.  Transport  sales  were 
expected  to  be  worth  $25  billion,  a  10  percent  drop  from  1992.  In 
recent  months  these  numbers  have  dropped  even  further.  The 
employment  predictions  are  also  grim,  with  heavy  losses  expected 
in  the  civil  sector. 

30MMARY 

Mr.  Chairman,  as  you  can  see,  the  issues  facing  the  aviation 
industry  are  diverse.  We  are  confident  that  both  the  manufacturing 
and  the  airline  industries  can  weather  the  current  storm  and  emerge 
strong.  However,  specific  actions  must  be  taken  by  the  government 
now  so  that  the  long-term  health  of  these  inter-related  industries 
is  enhanced. 

AIA  commends  the  subcommittee  for  its  efforts  in  preserving 
the  U.S.  aviation  industry  and  is  prepared  to  work  with  the 
government  to  retain  worldwide  leadership. 


^^^ 
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Independent  Federation  of  Flight  Attendants 

630  Third  Avenue.  New  York,  New  York  10017 
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CQMMKHTS  AMD  VIEWS  CM  THE  FIMMICIAL  COMDITKai 
OP  THE  AIBLIMB  IMDPSTRY 


Sutanitted  March  1,  1993 


TO  THE  SUBCOMMITTEE  ON  AVIATION 

(House  Committee  On  Public  Works  &  Transportation) 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
WASHINGTON,  D.C. 


The  Independent  Federation  of  Plight  Attendeints  (IPPA) ,  as 
collective  bargaining  representative  for  TWA's  Flight  Attendants 
who,  as  of  this  year,  are  co-owners  in  the  new  TWA,  is  pleased  to 
submit  these  comments  about  economic  concerns  of  U.S.  airline 
industry. 

IFFA  presently  plays  the  unique  dual  labor  leadership  and 
ownership  role  as  part  of  the  post-Icahn  TWA.   This  new  role 
carries  with  it  both  the  traditional  advocacy  characteristics  of 
einy  employee  work  force  representative  and  also  the 
responsibilities  faced  by  any  business  co-owner.   IFFA  is  also 
the  sole  labor  and  employee  representation  on  the  TWA  Unsecured 
Creditors  Committee  in  the  TWA  Bankruptcy  proceeding.   Thanks  to 
the  successful  TWA  Creditors  Committee  negotiations  with  former 
TWA  owner  Carl  Icahn,  TWA  labor  groups  and  various  U.S. 
Government  agencies,  TWA  now  begins  its  new  destiny  as  the  first 
major  U.S.  passenger  airline  in  modem  aviation  history  which  is 
truly  owned  and  controlled  in  substantial  part  by  its  employees. 
IFFA  has  every  reason  to  believe  that  with  plenty  of  work  on 
everyone's  part,  TWA  can  and  will  succeed.   It  has  been  said  by 
representatives  of  the  Big  Three  airlines  that  the  industry 
should  be  protected  from  carriers  operating  in  bankruptcy.   The 
threats  faced  by  the  industry  are  not  the  con^jetition  of  carriers 
in  bankruptcy.  The  real  threats  are  the  business  practices  and 
conditions  within  the  industry  that  lead  to  bankruptcy.   The  U.S. 
airline  industry  requires  some  significant  changes  in  the 
economic  status  quo.   IFFA's  suggested  changes  are  set  forth 
below. 
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Creation  Of  The  National  r''?™'^  Psion  To  Promote  A  Strong 
And  Competitive  Airline  Industry 

IFFA  Strongly  favors  creation  of  the  National  Commission  to 
Promote  a  Strong  and  Competitive  Airline  Industry,  contemplated 
in  H.R.  904,  provided  that  a  few  basic  concerns  are  addressed. 
First,  this  Commission  should  include  as  a  voting  member  at  least 
one  airline  flight  attendant  representative  whose  union  does  not 
represent  employees  of  the  Big  Three  carriers  to  assure 
meaningful  voice  in  the  Commission's  recommendations  on  behalf  of 
the  many  thousands  of  flight  attendants  having  the  greatest  stake 
in  the  financial  condition  of  the  airline  industry.   As  the 
industry's  only  predominantly  female  work  force,  flight 
attendants  have  special  needs  and  work  place  demands  about  which 
only  an  experienced  flight  attendant  can  truly  understand  and 
inform  other  Commission  members .   As  both  owners  and  employees  of 
TWA,  we  believe  that  a  representative  of  the  TWA  Flight 
Attendants  would  bring  a  unique  and  valuable  perspective  to  this 
Commission. 

Commission  membership  should  also  adequately  reflect  all 
segments  of  the  airline  industry  and  not  merely  serve  as  the 
voice  of  the  three  biggest  U.S.  carriers  or  individuals  who  earn 
significant  amounts  of  money  representing  these  biggest  carriers' 
commercial,  political  or  legal  interests.   TWA,  the  industry  at 
large,  and  the  public  have  little  to  gain  and  much  to  lose  if 
this  Commission's  recommendations  do  nothing  more  than  parrot 
proposed  industry  "solutions"  being  advocated  solely  by  one  or 
more  of  the  giants.   The  Commission  should  therefore  include 
members  from  other  U.S.  passenger  carriers  like  TWA  which  have 
experienced  beinkruptcy  and  incompetent  prior  ownership  but  lived 
to  tell  the  tale. 

Foreign  Investment  In  U.S.  Carriers 

IFFA  believes  that  impediments  to  foreign  investments  in 
U.S.  carriers  should  be  eased  subject  to  two  specific  conditions. 
First,  foreign  investment  must  not  result  in  actual  foreign 
carrier  control  over  U.S.  carriers,  transfer  of  flight  time  from 
the  U.S.  to  the  foreign  carier,  or  shrinkage  of  the  U.S.  carrier 
work  force  through  replacement  of  U.S.  citizen  (or  permanent 
resident  alien)  en^loyees  with  overseas  foreign  nationals. 
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Foreign  investment  will  not  enhance  the  U.S.  airline  industry 
economic  position  if  it  eliminates  U.S.  worker  jobs.   DOT  should 
therefore  be  empowered,  and  if  necessary  required,  to  condition 
foreign  investment  approval  on  the  investor's  agreement  to  abide 
by  these  conditions.  Moreover,  these  conditions  should  be 
subjected  to  continuing  oversight. 

Second,  foreign  investors  in  U.S.  carriers  should  be  fully 
subject  to  all  U.S.  laws  affecting  the  domestic  airline  industry 
whenever  such  investors  take  more  than  a  passive  interest  in  U.S. 
carrier  activities.  Ownership  in  a  U.S.  airline  carries  with  it 
significant  public  interest  responsibilities,  as  IFFA  is  now 
learning  in  its  new  ownership  role.   If  we  are  to  be  held 
accountable  under  U.S.  law  for  our  actions,  non-U. S.  investors 
should  likewise  be  held  accountable  for  what  they  do.  We 
therefore  recommend  that  DOT  be  enqpowered  or  required  to 
condition  foreign  investments  in  U.S.  carriers  on  an  investor 
agreement  tying  such  investments  to  U.S.  jurisdiction  and  law. 

Creating  A  Proper  Reaulatorv  Kz\^* rifn^^nt   For  U.S.  And  Foreign 
Flag  Carriers  Alike  In  The  U.S.  Market 

IFFA  strongly  urges  this  Subcommittee  to  do  whatever  is 
necessary  to  assure  that  foreign  flag  carriers  operating  in  the 
U.S.  international  market  are  subjected  to  the  same  U.S. 
regulatory  requirements  which  are  appliCeJDle  to  U.S.  flag 
carriers  serving  the  same  market.   IFFA  is  deeply  concerned  that 
costly  U.S.  regulatory  requirements  in  areas  such  as  equipment, 
crew  training  and  qualifications,  English  language  proficiency, 
plus  drug  and   alcohol  testing,  be  equally  applied  to  foreign  flag 
carriers  on  all  their  U.S.  operations  to  assure  a  level  economic 
playing  field.   It  is  grossly  unfair  for  U.S.  carriers  to  face 
expensive  regulatory  burdens  when  their  principal  non-U. S. 
con^jetitors  are  not  forced  to  share  them.   This  issue  has  been 
festering  unresolved  for  several  years  and  it  is  now  time  to  act. 

IFFA  would  also  urge  this  Subcommittee  to  seek  immediate 
Executive  Brcmch  review  of  all  federal  regulations  presently 
appliceible  to  the  industry  to  make  certain  that  public  benefits 
from  such  regulations  clearly  outweigh  the  costs.  At  a  time  when 
most  U.S.  flag  carriers  are  presently  losing  money,  needless 
regulatory  burdens  in  areas  such  as  drug  euid  alcohol  testing 
procedures  may  offer  opportunities  for  significemt  cost 
reductions. 
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Increased  International  Competition  Opportunitiea 
For  U.S.  Carriers  And  Retaining  Cabotage 

U.S.  flag  carriers  must  clearly  look  towards  international 
markets  for  increased  revenues  amd  growth.   This  in  turn  requires 
the  U.S.  Government  to  insist  upon  a  level  economic  playing  field 
cibroad  for  its  carriers.   For  example,  the  U.S.  should  be  far 
more  aggressive  in  demanding  access  to  foreign  airport  slots, 
gates,  leinding  times  cuid  routes  at  least  equal  to  the  access 
afforded  foreign  flag  carriers  in  the  United  States.   For 
carriers  like  TWA  who  seek  to  compete  aggressively  in  the  U.S. 
international  flying  market,  we  must  make  certain  that  we  do  not 
face  discriminatory  treatment  in  any  of  these  areas  in  favor  of 
the  foreign  flag  carriers  based  where  we  fly  abroad.   As  the 
Europeeui  Community  moves  rapidly  towards  consolidation  into  one 
big  market  for  intra -Europe  flying  purposes,  this  in  turn  raises 
some  very  difficult  issues  eibout  caUaotage  which  the  U.S.  must 
carefully  watch  at  all  times. 

IFFA  strongly  opposes  emy  repeal  of  present  legal 
restrictions  against  U.S.  cabotage  for  foreign  flag  carriers, 
because  we  suspect  that  any  repeal  in  U.S.  Ceibotage  would  soon 
result  in  substantial  elimination  of  U.S.  flying  jobs.   IFFA 
urges  this  Subcommittee  to  make  very  clear  in  its  own  final 
recommendations  that  modification  U.S.  cabotage  laws  will  not  be 
welcome  in  Congress. 

Domestic  Competition  Considerations 

Eliminating  unfair  con^etition  advantages  resulting  from 
large  carrier  ownership  of  computer  reservations  systems 
apparently  will  be  essential  to  restoring  competitive  health  in 
the  domestic  U.S.  airline  industry  market  for  carriers  such  as 
TWA.   IFFA  would  urge  this  Subcommittee  to  renew  last  year's 
legislative  efforts  to  require  substantial  changes  in  today's  CRS 
activities  in  the  interest  of  U.S.  consumers  and  the  large 
majority  of  U.S.  carriers  alike. 

Core  Work  Place  ^riA   HmpTpyee  Issues 

Consistent  with  President  Clinton's  commitment  of  "Putting 
People  First",  IFFA  has  a  number  of  recommendations  for 
correcting  past  eUauses  of  airline  industry  employees  and 
preventing  their  future  recurrence.   Adoption  of  these 
recommendations  will  help  stabilize  the  U.S.  airline  industry. 
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Preliminarily,  IFFA  would  note  that  airline  industry 
en^loyee  costs  are  not  now  and  have  never  been  the  primary  reason 
for  airline  industry  problems.  As  the  last  ten  years  have 
demonstrated,  higher  wage  airlines,  relatively  speeJcing,  can  make 
money  while  lower  wage  carriers  can  lose  money  with  equal  ease. 
Far  more  significant  to  restoring  domestic  industry  economic 
health  is  the  need  for  stcibler,  safer,  healthier  and  more 
positive  work  place  environments  where  employees  are  encouraged 
to  be  more  productive  because  they  like  their  jobs  and  trust 
ownership  and  management. 

IFFA  strongly  recommends  adoption  of  several  enqployee 
stedsility  measures  which  should  in^rove  en^loyee  morale  suad 
productivity.   First,  this  Subcommittee  should  aggressively  push 
for  adoption  of  leibor  protective  provision  (LPP)  legislation  to 
assure  retention  of  en^loyee  jobs  in  case  of  merger, 
consolidation,  route  sales  or  substantial  asset  transfers.   This 
legislation  is  long  overdue  and  essential.   Second,  LPP 
legislation  should  include  mandatory  seniority  integration 
provisions  which  recognize  the  value  experienced  employees 
contribute  to  a  carrier's  bottom  line  in  terms  of  productivity. 
Third,  this  Subcommittee  should  consider  setting  a  legislative 
example  for  the  rest  of  Congress  by  mandating  airline  enqaloyee 
pension  and  health  benefits  portability  to  the  extent  Congress 
fails  to  adopt  these  measures  for  the  entire  country  within  the 
next  year  or  so.   Pension  and  benefits  horror  stories  at  PanAm, 
Eastern,  and  even  TWA  abound  by  the  thousands  and  provide  graphic 
exein^les  of  why  porteibility  of  seniority  and  benefits  is  so 
importeint  to  all  American  workers.   The  airline  industry  should 
set  the  highest  U.S.  standard  in  these  areas  for  all  American 
workers  and  sound  the  end  to  prior  industry  aibuses.   Airline 
deregulation  has  spawned  a  rampant  increase  of  airline  mergers 
and  acquisitions  where  aircraft,  gates,  slots  and  real  estate 
either  have  not  gone  to  the  surviving  or  acquiring  carrier  while 
employees  have  either  not  gone  with  the  transaction  as  have  gone 
with  loss  of  seniority  pay  and  benefits. 

In  the  area  of  airline  enployee  work  place  health,  safety 
emd  labor,  IFFA  urges  the  immediate  adoption  of  flight  attendant 
duty  time  and  rest  legislation,  H.R.  14.   This  will  end  more  than 
fifty  years  of  discrimination  against  the  U.S.  flight  attendant 
work  force  by  recognizing  that  flight  attendants  deserve  the  same 
duty  and  rest  limits  afforded  all  other  American  workers, 
especially  in  the  airline  industry.   IFFA  further  urges  this 
Subcommittee's  support  for  legislation  providing  OSHA  or 
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OSHA-like  protection  emd  enforcement  for  all  airline  flight 
attendants  either  at  the  FAA  or  the  Labor  Department.   It  is 
absolutely  inexcusable  that  flight  attendcmt  occupational  safety 
concerns  remain  wholly  ignored  in  U.S.  law,  because  the  FAA  has 
failed  and  Labor  Department  lacks  jurisdiction  to  address  the 
myriad  problems  in  this  area.   Flight  attendants  should  not 
remain  one  of  the  few  Americein  work  forces  lacking  meemingful 
safety  and  health  protections  on  the  job. 

Finally,  IFFA  urges  the  immediate  adoption  of  legislation 
outlawing  the  use  of  permanent  striker  replacements  in  leibor 
disputes.   IFFA  knows  first  hand  from  its  1986  strike  amd  TWA's 
(Carl  Icahn's)  prominent  replacement  of  over  4,000  long-term 
flight  attendcuits  that  permitting  the  use  of  permanent  striker 
replacements  most  certainly  leads  to  irreparable  decline  in 
morale  amd  productivity  amd  am  inevitable  decline  in  the  business 
at  issue.  Moreover,  permanent  replacement  of  en^loyees,  because 
they  exercised  a  right  to  strike  protected  by  either  the  Railway 
Labor  Act  or  National  Labor  Relations  Act,  is  sin^jly  wrong.   IFFA 
respectfully  submits  that  adoption  of  a  striker  replacement  ban 
will  greatly  in^jrove  labor  relations  at  all  U.S.  airlines  and 
enhance  industry  finauacial  staibility  by  forcing  the  parties  to 
reach  agreements  quickly  and  letting  the  carriers  fly  in  labor 
peace. 

Concluding  Cc'^^^^f 

IFFA  greatly  appreciates  the  opportunity  to  contribute  to 
this  Subcommittee's  important  deliberations  adDout  the  U.S. 
airline  industry's  future.   As  part  of  the  new  TWA  success  story, 
IFFA  hopes  to  be  ahle   to  share  its  own  experiences  as  they  evolve 
into  what  may  be  the  model  for  restoring  permainent  economic 
health  to  our  carriers. 
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INTRODUCTION 

Since  the  deregulation  of  the  airline  industry  on  October  28,  1978, 
comp)etition  has  taken  many  forms.  Price  wars,  mergers  and  asset 
purchases  have  been  prevalent.  Industry  consolidation  has  led  to 
widespread  concern  about  the  dominance  of  a  few  large  airlines.  More 
recently,  the  focus  has  shifted  to  airline  dominance  at  large  hub 
airports. 

This  report  consists  of  three  parts.  The  first  duplicates  traditional 
analysis  of  industry  concentration  using  individual-carrier  national 
market  shares.  The  second  part  analyzes  airline  market  shares  at  50  of 
the  largest  airports  in  the  United  States.  In  both  analyses,  we  calculate 
a  measure  of  market  concentration  called  the  Herfindahl-Hirschman 
Index  (HHI).  The  third  part  of  the  study  examines  each  airline's 
competitive  position  at  its  major  airport  hub.  The  U.S.  Department  of 
Justice  uses  the  HHI  to  determine  industry  concenu-ation.  It  classifies 
industries  as  the  following:  unconcentrated  (HHI  below  1,000); 
moderately  concentrated  (HHI  from  1,001-1,800);  and  highly 
concentrated  (HHI  above  1,801). 

SUMMARY 

•  An  analysis  of  the  national  air  travel  market  using  individual  carrier 
market  shares  shows  that  the  industry  has  remained  unconcentrated  or 
highly  competitive  since  1977.  From  1977  through  the  end  of  1986,  the 
HHI  was  less  than  1,000  —  unconcentrated  —  which  formed  the  basis 
for  all  merger  approvals  by  the  U.S.  Department  of  Transportation. 
Industry  concentration  has  increased  since  1985,  and  has  been 
classified  as  moderately  concentrated  since  1987. 

•  We  believe  that  the  HHI,  based  on  national  air  travel  market 
share  data,  is  flawed.  We  have  developed  a  better  measure  of 
concentration  based  on  a  weighted  average  of  airline  market 
shares  at  each  of  the  50  largest  airports  in  the  United  States, 
demonstrating  that  the  concentration  for  the  industry  is  at  an 
excessive  level  —  a  3,904  HHI  (see  Figure  1). 

Figure  1.  Herflndahl-Hirschman  Index.  1979-91 
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•  Furthermore,  using  our  methodology,  the  industry  was  highly 
concentrated  before  the  enactment  of  deregulation  in  1978,  and  in 
every  year  since.  In  fact,  many  of  the  mergers  should  have  been 
rejected,  based  on  the  HHI  analysis. 

•  Analysis  of  the  50  largest  airports  shows  that  only  eleven  of  these 
airports  currently  can  be  regarded  as  less  than  highly  concentrated.  On 
the  other  hand,  39  (or  80%)  of  the  airports  have  excessive  amounts  of 
concentration. 

•  Among  the  ten  most  concentrated  airports,  only  one  airline  has 
more  than  86%  passenger  enplanement  market  share  at  one  airport. 

•  Among  the  top  ten  largest  airports  in  the  nation  (as  measured  by 
passenger  enplanements),  nine  airports  experienced  an  increase  in 
concentration. 

•  Three  of  the  four  major  hub  airports  in  the  nation  —  Altanta, 
Chicago,  Dallas/Ft.  Worth,  and  Los  Angeles  —  have  had  large  increases 
in  their  concentration  since  1977  and  are  highly  concentrated.  The 
remaining  airlines  —  American,  Continental,  Delta,  Northwest, 
Southwest,  TWA,  United,  and  USAir  —  dominate  at  one  or  more  of  the 
airports  they  serve. 

Therefore,  measures  of  concentration,  based  on  nationwide 
industry  data,  do  not  clearly  depict  the  increase  in  industry 
concentration.  However,  market  share  analysis  and  therefore 
measures  of  concentration  at  the  50  largest  airports  show  an 
unprecedented  degree  of  concentration  in  the  airline  industry 
today.  Concentration  alone  does  not  necessarily  imply  pricing 
power,  as  recent  industry  price  wars  have  shown. 


METHODOLOOY 


In  the  first  part  of  this  study,  we  computed  airline  market  shares  of  the 
national  air  travel  market  from  1977  to  1991.  In  the  second  part  of  this 
study,  market  shares  based  on  revenue  passenger  enplanements  have 
been  calculated  for  each  airline  at  the  50  largest  airports.  Any  U.S. 
carrier  that  has  failed  to  reach  a  1%  market  share  since  1977  has  been 
excluded  from  the  analysis.  Furthermore,  international  enplanements 
on  U.S.  airlines  are  included,  while  foreign  flag  carriers'  enplanements 
have  been  excluded. 

The  U.S.  Department  of  Justice  evaluates  proposed  horizontal  mergers 
and  industry  concentration  using  the  HHI,  which  is  calculated  by 
summing  the  square  of  the  individual  market  shares  of  all  companies  in 
a  particular  market,  such  as  an  airport  or  an  industry.  For  example,  a 
market  consisting  of  four  companies  with  market  shares  of  50%,  30%, 
10%,  and  10%  has  an  HHI  of  3,600  (502  +  302  +  102  +  102  =  3,600). 
The  Justice  Department  classifies  market  shares  into  three  regions: 
unconcentrated  (HHI  below  1,000);  moderately  concentrated  (HHI  from 
1,001-1,800);  and  highly  concentrated  (HHI  above  1,801). 


NDUSTRV     CONCENTRATION 


In  Figure  2,  we  have  calculated  market  shares  for  every  airline  that  had 
more  than  a  1%  market  share  in  any  year  since  1979.  The  data  consists 
of  airline  enplaned  passengers.  Using  these  market  shares,  the  HHI  has 
been  computed  as  a  measure  of  industry  concentration.  In  1977,  the 
HHI  was  842  and  was  874  in  1978,  indicating  a  highly  competitive 
industry.  The  industry  became  even  more  competitive,  in  the  ensuing 
years,  with  the  Index  falling  to  731  in  1985  because  new  entrants 
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Figure  2.  U.S.  Airline  Industry  —  Market  Share  by  Airline  Based  on  Enplanements  at  All  Airports.^  1979-91 

1979  1980    1981    1982    1983    1984  1985  1988  1987    1988    1989    1990    1991 

Delta  12.96%  13.44%  12.89%    12.16%    12.22%    11.68%  11.15%    10.53%    12.63%    13.84%    15.75%    14.79%    17.11% 

American  9.98  9.00        9.18        9.99      10.43      10.67  11.56      11.82      12.81  14.35      16.14      16.04       16.92 

United  11,38  11.27  10.63      11.84      12.57      12.82  10.67      12.95      12.98      13.11       12.60      12.72      13.88 

USAir  4.52  4.95        4.97        5.29        5.39        5.33  5.40  5.57        5.63        7.08        9.73      12.97       12.54 

Northwest  3.74  4.01         4.13        4.10        4.22        4.13  4  07  5.24        8.28        7.70        8.42        8.74        9.11 

Continental  3.18  2.93        3.11        3.53        3.40        3.48  4.52  5.23        9.29        8.62        8.11        7.86        8.48 

Southwest  1.70  2.38        2.85        3.28        3.58        3.77  3.70  3.33        3.30        3.58        718        4  48        5.05 

Trans  World  7.26  7.10        6.67        6.39        6.19        5.78  5.84  5.14        5.74        5.73        5.73        5.41        4.87 

AmencaWest  _           _          _          _       o.lO        0.75  1.44  1.83  2.46        2.76        2.96        3.47        3.94 

Pan  Am  2.98  5.30        5.02        4.43        4.69        4.35  3.65  3.20        2.36        2.76        3.08        3.07        2.23 

Midway  ________  099  1.13  1.23       1.61        1.15 

Hawaiian  1.22  1.15        1.08       1.14       0.88       0.94  0.94  1.06       0.77       0.84       0.80       0.57       0.63 

Alaska  ________  110  1.05  1.15        1.25        0.56 

Aloha  0.96  0.94         0.97        0.88        0.72        0.74  0.70  0.73        0.38        0.43        0.50        0.53        0.34 

Eastern  13.75  13.75  13.22      12.69      12.28      11.91  11.70      10.94      10.69        8.36        3.38        4.97        0.20 

Piedmont  1.76  1.99        2.69        3.07        3.89        4.46  5.06  5.85        5.49        5.81        3.64          -          - 

Branift  4.62  4.23        3.87        1.41          _          _  _  _        o.83        1.19        1.16          -          - 

Air  Wisconsin  ________  o.31  0.35  0.31        0.31          - 

Pacific  Southwest  2.78  2.09         2.25        2.56        2.69        2.45  2.53  2.75        2.27        0.47          _          _          _ 

Westem  3.85  3.44        3.41        3.61        3.73       3.33  3.33  3.14       0.66          _         _         _         _ 

Republic  1.92  4.14        6.21        6.51        5.89        4.75  4.88  3.77          _____ 

People  Express  -          -        0.30       1.02       2.23       3.67  4.14  3  36  _____ 

AirSi  0.92  1.03         1.29        1.23        1.18        1.25  125  1.29          _____ 

Frontier  2.10  2.10        2.33        2.11        2.10        2.20  1.92  1.18          _____ 

Ozark  1.30  1.34         1.54        1.55        1.61        1.55  1.55  1.06          -          -          -          -          - 

Texas  International  1.43  1.51        1.39       1.19         —         —  _______ 

Hughes  Airwest  1.62  1.91          ____  _______ 

National  2.12          -          ____  _______ 

North  Central  1.25          ____________ 

Southern  0.71          —          ____  _______ 

'otal  Indu: 
fnplaneme 

lerllndahl 
ndei 

'  Carriers  that  have  not  achieved  a  1%  market  share  are  excluded  from  the  industry  concentration  calculations. 
Source:  US.  Department  of  Transportation  Form  41  Data. 

increased  their  market  shares  at  the  expense  of  the  incumbents. 
However,  the  rapid  industry  consolidation  through  mergers  and 
bankruptcies  has  since  increased  concentration  in  the  airline  industry. 
The  HHI  equaled  1,158  at  year-end  1991,  indicating  moderate  industry 
concentration.  We  believe  that  market  concentration,  based  on 
national  market  share  data,  is  not  representative  of  the  airlines' 
competitive  structure  that  takes  place  at  the  airport  leveL 
Furthermore,  it  should  be  emphasized  that  a  high  degree  of 
concentration  at  the  industry  or  airport  level  does  not  imply 
pricing  power  or  control,  especially  as  recent  industry-wide 
price  wars  clearly  show. 


Total  Industry 
Enplanements  (Mils.) 

310.8 

287.1 

269.9 

276.8 

301.1 

319.9 

357.1 

389.7 

347.7 

352.2 

349.5 

355.2 

346.5 

Heillndahl-Hirachman 
Index 

767 

782 

758 

764 

784 

764 

731 

758 

888 

923 

1,031 

1,045 

1.158 

AIRPORT     CONCENTRATION     AT     THE     SO     LARGEST     U.S.     AIRPORTS 


The  50  largest  airports  in  this  study  represent  78.6%  of  the  total 
scheduled  passenger  enplanements  in  the  United  States  in  1991. 
Therefore,  developments  at  th<ese  airports  are  more  than  representative 
of  the  industry.  Airline  competition  occurs  at  the  airport  level  and  not 
the  national  market  level.  Measures  of  market  share  or 
concentration  at  hub  airports  may  subsequently  have  far  greater 
relevance  for  determining  industry  concentration. 

Using  the  market  shares  of  enplanements  at  airports,  we  have 
calculated  HHI  concentration  at  each  of  the  50  largest  airports  in  the 
United  States.  In  Figure  3,  we  illustrate  the  HHI,  which  ranks  airports 
from  the  highest  to  the  lowest.  With  an  1,800  HHI  being  the  threshold 
for  defining  high  concentration,  only  eleven  airports  were  below  this 
level  in  1991,  compared  with  15  airports  in  1978.  Of  the  remaining  39 
airports  that  are  deemed  highly  concentrated,  eight  airports 
experienced  a  decline  in  concentration  in  1991  compared  with  1990, 
indicating  a  continued  high  degree  of  competition  in  the  industry. 
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Dallas/Love  Field  continues  to  be  the  most  concentrated  airport  in  the 
United  States  at  1991  year  end,  with  an  HHI  of  10,000  because 
Southwest  Airlines  had  a  100%  market  share.  Kansas  City  International 
Airport  is  the  least  concentrated  with  an  HHI  of  1,127. 

A  weighted-average  HHI  for  the  50  airports  has  been  computed. 
It  shows  that  prior  to  deregulation,  the  industry  was  ah-eady 
highly  concentrated.  The  entry  of  many  new  airlines  in  the 
1978-80  period  kept  the  HHI  at  about  the  2,200  level.  Since  1981, 
the  Index  has  been  steadily  rising  and,  as  of  1991,  totaled  3,904. 
Therefore,  the  airline  industry  today  is  highly  concentrated. 


Figure  3.  U.S.  Airline  Industry 

1  —  Herilndahl-Hirsctiman  Index  by  Airport,  1979-91 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1988 

1987 

1988 

1989 

1990 

1991 

Dallas  Love  Reld 

10,000 

9,720 

9,968 

7,976 

7,109 

6,906 

7,731 

8,395 

9,304 

10,000 

10,000 

10,000 

10,000 

Charlotte 

5,330 

4,598 

3,836 

4,717 

5,425 

5,685 

5,632 

6,713 

7,970 

8,462 

4,524 

8,762 

9,132 

Pittsburgh 

2,931 

3,325 

3,845 

4,422 

5,113 

5,358 

5,663 

6,837 

7,053 

7,330 

7,571 

7,688 

8,002 

Cincinnati 

2.439 

2,427 

2,243 

2,819 

3,367 

3,037 

2,196 

2,524 

5,293 

6,147 

7,046 

7,243 

7,736 

Atlanta 

4,133 

4,320 

4,236 

4,200 

4,268 

4,188 

4,190 

4,468 

4,569 

4,619 

5,420 

4.589 

7,586 

Salt  Lake  City 

2,406 

2,066 

1,942 

3,362 

4,956 

5,014 

5,390 

5,671 

3,901 

6,509 

7,074 

7,130 

7,133 

Raleigh/Durhann 

4,101 

3,257 

2,875 

2,343 

1,995 

1,846 

2,156 

2,121 

2,444 

4.963 

6,107 

6,371 

6.829 

Memphis 

2,231 

2,588 

2,640 

2,672 

3,132 

3,269 

4,215 

3,562 

7,280 

7,063 

6,685 

6,856 

6,681 

Minneapolis/St.  Paul 

2,148 

2,527 

2,577 

2,923 

3,172 

3,225 

3,118 

3,555 

6,371 

6,201 

6.374 

5,569 

6,681 

Houston  Intercontinental 

1,301 

1,327 

1,162 

1,298 

2,261 

2,430 

3,641 

4,077 

5,533 

6,024 

5,926 

6,321 

6,552 

Nashville 

1,405 

1,348 

1.300 

1,457 

1,429 

1,272 

1,193 

2,327 

3,725 

4.126 

4,841 

4,437 

5,915 

Dayton 

2,357 

2,336 

2,134 

1,744 

3,127 

3,831 

4,189 

4,417 

5,134 

5,703 

3,300 

6,161 

5,890 

Detroit 

1,314 

1,453 

1,474 

1,445 

1,329 

1,254 

2,189 

2,151 

3,903 

3,793 

4,655 

5,124 

5,557 

Chicago  Midway 

NA 

5,303 

7,339 

8,100 

7,540 

5,991 

5,109 

5,236 

4,683 

4,753 

4,880 

5,348 

5,444 

Houston  W.  P.  Hobby 

8,457 

7,165 

6,234 

4,780 

4,110 

3,127 

3,328 

2,953 

3,297 

4,429 

5,094 

4,974 

5,359 

St.  Louis 

2,455 

2,519 

2,841 

3,599 

4,146 

3,915 

3,917 

4,402 

6,810 

6,833 

6,672 

6,307 

5,241 

Dallas/Fort  Worth 

2,546 

2,546 

2.713 

3,679 

4,561 

4,023 

4,143 

4,500 

4,519 

4,759 

4,906 

4,927 

4,833 

Baltimore/Washington 

1,555 

1,412 

1,306 

989 

950 

1,418 

1,847 

2,695 

3,008 

3,592 

2,590 

4,802 

4,678 

Washington  Dulles 

1,424 

1,474 

1,573 

1,650 

1,607 

1,226 

907 

1,383 

2,207 

2.961 

3,651 

4,030 

4,663 

San  Juan 

3,382 

3,014 

2,520 

2,248 

2,362 

2,379 

2,824 

3,792 

3,997 

4,052 

5,760 

4.536 

4,204 

El  Paso 

3,832 

3,468 

3,274 

2,872 

3,894 

4,080 

3,443 

3,089 

2,999 

3,454 

3,887 

3,905 

4,036 

Chicago  O'Hare 

1,582 

1,715 

1,800 

1,982 

2,365 

2,577 

2,449 

2,836 

3,263 

3,491 

3,526 

3,591 

3,617 

Denver 

1,776 

1,822 

1,938 

2,044 

2,431 

2,424 

2,356 

3,015 

3,767 

3,674 

3,504 

3,562 

3,587 

Syracuse 

2,924 

2,696 

2,343 

2,525 

2,041 

2,030 

1,956 

1,677 

2,406 

2,781 

2,289 

3,942 

3,366 

Philadelphia 

1,379 

1,366 

1.223 

1,230 

1,181 

1,121 

1,330 

1,918 

2,017 

1,942 

2.285 

2,564 

3,233 

Buffalo 

3,661 

3,823 

3,814 

4,215 

3,576 

2,864 

2,723 

2,526 

2,772 

2,608 

2,822 

2,965 

3,121 

Newark 

1,622 

1,556 

1,174 

1,216 

1,759 

2,716 

2,821 

2,395 

2,154 

2,400 

2,815 

2,933 

3,092 

Phoenix 

1,607 

1,437 

1,172 

1,061 

1,243 

1,098 

1,601 

2,000 

2,395 

2,459 

2,507 

2,700 

2,849 

Anchorage 

2,063 

2,165 

2,145 

2,136 

1,990 

1,613 

1,867 

2,385 

2,267 

2,703 

2,824 

2,673 

2,709 

San  Francisco 

1,515 

1,474 

1,424 

1,540 

1,552 

1,691 

1,437 

1,723 

1,847 

1,715 

1,903 

2,134 

2,552 

Cleveland 

2,779 

2,192 

1,826 

1,808 

1,813 

1,798 

1,214 

1,150 

1,354 

1,590 

1,911 

2,273 

2,479 

Albuquerque 

2,244 

1,704 

1,555 

1,450 

1,502 

1,491 

1.439 

1,473 

1,464 

1,723 

2,073 

2,220 

2,464 

Miami 

2,463 

2,285 

2,267 

2,464 

2,697 

2,806 

3,075 

2,796 

2,896 

2,563 

1,436 

1,641 

2,395 

Ft.  Lauderdale/Hollywood 

2,896 

2,795 

2,736 

2,553 

2,569 

2,483 

2,536 

2,191 

2,003 

2,008 

2,023 

1,833 

2,244 

New  York  J.  F.  Kennedy 

1.429 

1,508 

1,584 

1,551 

1,640 

1,660 

1,902 

1,949 

1,959 

2,119 

2,534 

2,592 

2,229 

Las  Vegas 

1,187 

1,039 

1,078 

1,090 

1,079 

929 

758 

893 

1,258 

1,617 

1,755 

2,091 

2,193 

Orlando 

2,870 

2,177 

2,021 

1,867 

1,781 

1,344 

1,262 

1,219 

1,308 

1,332 

1,640 

1,671 

2,068 

Indianapolis 

1.795 

1,826 

1,620 

1,619 

1,341 

1,241 

1,301 

1,336 

1,559 

1,644 

1,751 

1.943 

2,032 

Tampa/St.Petersburg 

2,161 

1,813 

1,638 

1,573 

1,541 

1,361 

1,326 

1,296 

1,371 

1,303 

1,197 

1,503 

1,802 

John  Wayne 

5,017 

4,847 

4,220 

3,715 

2,591 

2,073 

1,741 

1,831 

1,912 

2,304 

2,159 

1,764 

1,642 

Honolulu 

1,672 

1,811 

1,566 

1,542 

1,281 

1,331 

1,256 

1,504 

1,619 

1,780 

1,705 

1,555 

1,599 

New  Orleans 

1,930 

1,732 

1,564 

1,433 

1,527 

1,226 

1,254 

1,156 

1,422 

1,435 

1,438 

1,317 

1,509 

Portland 

2,363 

2,193 

1,742 

1,803 

1,437 

1,320 

1,139 

1,270 

1,155 

1,449 

1,411 

1,486 

1,462 

Seattle/Tacoma 

1,550 

1,577 

1,397 

1,295 

1,219 

1.292 

1,212 

1,324 

1,347 

1,535 

1,487 

1,431 

1,427 

Washington  National 

1,368 

1,293 

1,079 

1,065 

1,021 

1,040 

1,049 

1,143 

1,276 

1,154 

992 

1,155 

1,377 

Boston 

1,536 

1,496 

1,317 

1,279 

1,126 

1,044 

983 

1,065 

1,197 

1,124 

1,126 

1,174 

1,349 

San  Diego 

2,004 

1,788 

1,696 

1,585 

1,499 

1,252 

1,125 

1,058 

1,124 

1,036 

1,242 

1,283 

1,335 

Los  Angeles 

1,214 

1,189 

1,133 

1,133 

1,051 

1,003 

852 

911 

1,025 

1,066 

1,131 

1,156 

1,297 

New  York  LaGuardia 

1,948 

1,935 

1,600 

1,458 

1,432 

1,423 

1,368 

1,384 

1,320 

1,175 

990 

1,102 

1,293 

Kansas  City 

2,253 
2,224 

2,042 
2,243 

1,803 

1,421 

1,035 

1,029 

1,342 

1,735 

2,002 

1,508 

1,911 

974 

1,127 

Weighted  Average 

2,198 

2,248 

2,462 

2,45S 

2,562 

2,757 

3,187 

3,352 

3,443 

3,605 

3,904 

NA  Not  available. 

Source:  U.S.  Department  of  Transportation  Form  41  Data. 
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Analysis  of  the  ten  largest  airports,  as  shown  in  Figure  4,  indicates  that 
only  one  airport  —  Dallas/Ft.  Worth  —  had  a  decline  in  concentration 
while  the  others  showed  an  increase.  According  to  the  HHI  calculation, 
only  two  of  these  airports  —  Los  Angeles  International  Airport  and 
New  York's  LaGuardia  Airport  —  fall  below  the  "high  concentration" 
level  of  1,800. 


Hgura  4.  Ten  Largatt  Airports  —  Herflndahl-Hirschman  Index,  1979-91  (Units  in  Thousands) 

1«79        19«l         1M1         19C         1M3  19M  1985         1986  1987  1M6  1989  1990  1991 

Cllicaoo  O'Hare                        1,582     1,715     1,800     1,982     2,365  2.577  2,449     2,836  3,263  3,491  3,526  3.591  3,617 

Atlanta                                    4,133     4,320     4,236     4,200     4,268  4,188  4,190     4.468  4,569  4,619  5.420  5,489  7,586 

Dallas/Fort  Worth                     2,546     2,546     2,713     3,679     4,561  4,023  4,143     4,500  4,519  4,759  4,906  4,927  4,833 

Detroit                                    1.314     1,453     1,474     1,445     1,329  1,254  2,189     2,151  3,903  3,793  4,655  5,124  5,557 

Los  Angeles                           1,214     1,189     1,133     1,133     1,051  1,003  852       911  1,025  1,066  1,131  1,156  1.297 

Denver                                    1,776     1,822     1,938     2.044     2.431  2,424  2,356     3.015  3,767  3,674  3,504  3,562  3,587 

Phoenix                                  1,607     1.437     1,172     1,061      1,243  1,098  1,601      2.000  2,395  2,459  2,507  2,700  2,849 

San  Francisco                          1,515     1,474     1,424     1,540     1,552  1,691  1,437     1,723  1,847  1.715  1,903  2,134  2,552 

Newark                                   1,622     1,556     1,174     1.216     1,759  2,716  2,821     2,395  2.154  2,400  2,815  2,933  3.092 

New  York  LaGuardia 1.948     1,935     1,600     1,458     1,432  1.423  1,368     1,384  1,320  1,175  990  1,102  1.293 

Source:  U.S.  Department  ot  Transportation  Form  41  Data 

The  succeeding  sections  demonstrate  the  market  shares  of  each 

airUne  and  the  HHI  for  each  airport 


828 
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0  N 

ENPLANEMENTS      BY 
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Figure  5.  U.S.  Airline  Industry  - 

-  Martcet  Share  Based  on 

Enplanements,  Albuquerque  International  Airport.  1979-91 

(Units  in  Tliousands) 
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Figure  6.  U.S.  Airline  Industry  ■ 

—  Martlet  Share  Based  on  Enplanements,  Anchorage  International  Airport,  1979-91 

(Units  in  Thousands) 
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Figure  7.  U.S.  Airline  Industry 

—  Marltet  Share  Based  on  Enplanements, 

Atlanta  Hartsfield  International  Airport,  1979-91 

(Units  in  Thousands) 
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Figure  8.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Baltimore/Washington  International  Airport,  1979-91 
(Units  in  Thousands) 
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Figure  9.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Boston  Logan  International  Airport,  1979-91 

(Units  in  Thousands)  
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23.25%     24.25%     22.18%     22.40%     20.05%     17.84%     15.89%     16.28%      17.05%       17.48%       19.75%       17.62%      20.13% 

10.28       10.12        9.38        9.34        8.84        7.91         8.15        9.30  10.24  9.88         13.28         17,46         18.54 

3.15        4.70        5.53        5.76        6.28        5.74        5.58        6.23  8.25  9.37         12.18         12.98         14.92 

13.46       11.05        8.84        670        6.31         6.17        5.93         7,51  8,75  9,95         11,38         11,77         12,42 

5,71         5,96        5.73        6.31         6.57        5.82        4,88        6,45  7.10  8.28  8.66  .       9.04         10.02 

-  0.82         1.72        0.82        0.57        1,37         1.90  9.53  8.77  8.40  7,52  8,01 
-         0,04         1,04         1.54         1,40         2.12          4.97          5.73           7.27          6.34  4.50 

--------  -  -  2.35  4.92  4.50 

11.03       10.61        10.02        8,75        7.66        6.82        7.17        5.36  5.31  5.52  5.91  5.15  4.34 

--------  -  -  -  0.88  1.66 

--------  0.51  0.74  0.90  1.65  0.89 

--------  0.25  0.27  0.29  0.29         0.28 

23.16       22.37       21.46       21.30       19.77       19.62       19.35       20.23  2043         1644  493  4.38  0.16 

0.99        1.51         3.47        3.84        4.53        5.26        6.01         7.67  7.16  7.38  4.19 

2.32        2.71         0.59  -----  0.21  0.19  0.50  -  - 

------        0.22         1.37  0.22  -  -  -  - 

-  3.85        2.60        3.13        493        6.53        5.85  ----- 
1.06        3.12        1.09        8.06        7.55        5.68  -  -  -  -  - 

0.56        1.21         1.84        2.13         1.62        2,05        2.52        1.90  ----- 

0.79         1.02        0.97        1.20        1.12        0.82        0.95  ------ 

0.34        0.53        0.82        1.15         1,11         1.50        1.04  -  -  -  -  -  - 

0.52  -------  - 
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1,530       1,496       1,317       1,279       1,120       1.044         983       1,065        1,197        1,124 
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Source;  U.S.  Department  of  Transportation  Form  41  Data. 


Figure  10.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Buffalo  International  Airport,  1979-91  (Units  in  Thousands) 

1979          1980          1981          1982  1983          1984          1985          1986          1987          1988          1989          1990          1991 

USAir                              53.26%      56,10%     58.45%      62.56%  56.02%      43.92%      43.63%     43.21%     47.83%      45.20%      48.16%      49.99%      51.07% 

American                           24.89        21.55        14.29         6,47  5,83         5.42         7.17         8.47         7.84        14.22        15.81        14.92        14.61 

United                               9,89        12.06         9.87         8.31  8,72         8,02         7.13         8.41        11.86        11.01        10.49        10.39        10.58 

Continental                          -          -          -          _  o.70          -          -          _       11.76       11.38         7.95         7.03         9.58 

Delta                                _---_---__  3,59        4.01         7.10 

Northwest                             -           -           -           -  -           -           -         147         6.50         594         6.12         5.96         6.76 

Eastern                             10.31         8.00         7.79         6.22  7.33        10.27         6.54         6.63         7.13         5,34         3,59         5.43         0.24 

Midway                                __-_---_--  0.20         2.27         0.04 

Piedmont                              -           -           -           -  -           -         0.12         5.72         7.06         6.91         4.09 

People  Express                       -           -         561        12.17  16.30        26.91        25.03        20.42           ----- 

Republic                               -----  0.42         4.96         4.43           ----- 

Empire                              0.08         0.09           -         0.62  2.74         3.34         4.82         1.20 

American  International               —          —          —          —  1.01         0.54          —          —          —          —          —          —          — 

NewYori(Air                        -          -        1.42        1.30  -__--_--- 

Altair 1.29         0.95  --------- 

Total  Industry 

Enplanements 1,753.0     1,548.3     1,505.1      1 

Herlindalii-Hlrstliman 

Met 3,601        3,823        3.014 

Source:  US,  Departiront  ot  Transportation  Form  41  Data. 
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Figure  11.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Ctiarlotte  Douglas  International  Airport  1979-91 
(Units  In  Thousands) ■ 
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Source:  U.S.  Department  of  Transportation  Form  41  Data 


Figure  12.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements.  Chicago  Midway  Airport  1980-91^  (Units  in  Thousands) 

1980  1981  1982  190  1984  iW5  1986  1987  1988  1989  1990  1991 " 
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'  |}ata  unavailable  prior  to  1980. 

Source:  US.  Department  of  Transportation  Form  41  Data. 


Figure  13.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Chicago  O'Hare  International  Airport  1979-91 
(Units  in  Thousands) 
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Source:  U.S.  Department  of  Transportation  Form  41  Data. 
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Figure  14.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Cincinnati  International  Airport,  1979-91 
(Units  in  Thousands) 
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Source;  U.S.  Deparlnnent  of  Transportation  Form  41  Data. 


Figure  15.  U.S.  Airline  Industry  —  Market  Shar::  Based  on  Enplanements,  Cleveland  Hopkins  International  Airport,  1979-91 
(Units  in  Thousands) 

1979          IMP          19W          1982  1983  1984  1985          IMS          19»7          19ll»          1989          1990          1991 

ContinenUI                           _           _           _         o.35%  1.68%  5.14%  5.22%       4.74%      14.47%      24.38%      30.55%      36.59%      43.18% 

USAir                               7.26%       8.08%       8.25%       9.86  8.99  8.61  10.36        12.92        24.36        25.17        26.40        26.80        18.76 

American                          14.26        12.61         9.25         6.92  7.57  7.12  8.08         9.78         9.98        10.23        10.23         8.95         9.99 

Delta                               6.45         8.00         8.16         7.68  6.82  6.17  6.72         6.81         6.91         6.50         7.38         6.01          7.99 

United                             48.43        41.35        37.11        37.48  38.49  38.65  28.00        24.76        15.65        11.89         8.44         7.47         7.64 

Northwest                          8.26        10.37        10.89         8.92  6.51  5.74  6.99         7.97         7.11         443         4.65         4  32         480 

Trans  World                        2.41         2.39         310         4  05  4  93  4.62  4.72         4.19         4.50         3.76         3.38         3.01         294 

Midway                               -         1.14         1.88         2.13  1.84  2.14  3.63         4.99         4.86         3.01         2.48         2.25         2.33 

PanAiTi                              -           -           -         0.04  0.97  1.22  1.09         1.19         1.16         1.66         1.40         1.38         1.79 

Eastern                             7.36         7.80         8.24         8.41  6.34  5.46  5.80         664         6.81         3.37         177         304         0.12 

Piedmont                           _          _          _          _  1.61  3.20  3.41         4.34         4.12         3.90         2.27          -          - 

Braniff                              _________  1.48  1.00  -          - 

People  Express                     _____  117  6.32  4.95          -          -          -          -          - 

New  York  Air                         -           -         3.44         3.24  3.85  0.49  -         2.39           _           _           _           -           - 

Reputilic                            1.88         3.90         3.18         1.42  1.18  1.59  2.47         1.92           _____ 

Ozark                                 _           _           _         o.22  1.08  1.12  1.33         1.01           _____ 

Comair                             029         0.48         0.56         1.17  1.55  1.95  2.14           ______ 

Fischer  Brothers  Aviation          042         0.70         0.70         0.92  124  1.08  1.12          -          -          -          -          -          - 

Air  Wisconsin                        -         1.24         1.59         0.97  0.90  1.36  0.50           -           -           -           -           -           - 

Wright                                -         0.31         1.11         3.19  2.75  1.38  ------           - 

Freedom                            -        0.90         115         0.94  0.41  0.17  _______ 

Texas  International                 —          —        1.11        2.06  —  —  —          —          —          —          —          —          — 

North  Central 2.06------------ 

Total  Industry 

Enplanements 3,710.2      3,011.2      2,722.7      2,574.9  2.789.4  2.862.8  3,135.9      3,078.2      3,090.9      3,534.6      3,705.9      3,812.5      3,51^3 

Heifledalii-HirsclHnan  „       

Mn 2,779        tiaz        1,826        1,gM  1,»13  1,798  1,214        1.150        1,354        1,5911        1,811        2,273        2.479 

Source:  US  Department  of  Transportation  Form  41  Data. 


Figure  16.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Dallas/Forth  Worth  International  Airport  1979-91 
(Units  in  Thousands) 

1979          1980          1981          1982  190          1984          1985          1988  1987  1988  1989          1990          1991 

American                          31.03%      30.05%      38.09%      57.24%  64.13%      59.42%      60.00%      62.71%  61.90%  63.88%      63.82%      63.79%      62.17% 

Delta                              15.76        14.40        15.63        14.64  15.74        20.85        20.97        22.78  25.85  25.76  28.74        29.16        30.99 

Conllnentai                        0.67         0.15          -        0.37  0.64         0.50         1,16         1.75  1.87  1.86  1.35         1.52         1.34 

UniM                                -           -           -         0.69  1.15         1.10         1.09         1.42  1.39  1.32  1.20         1.22         1.24 

Noitliwest                            _           _           _         0.47  0.79         0.49         0.58         0.65  1.18  1.05  1.05         1.06         1.04 

USAir                                -------  0.43  0.50  0.51  0.80         1.16         1.03 

AmeficaWest                    ___________  o.2l  0.71 

TiansWorid                          -           -           -         0.43  0.41         0.24         0.44         0.80  1.16  0.94  0.79         0.68         0.59 

Midway                             ________  o.35  0.45  0.44  0.41         036 

Pan  Am                              ________  o.35  0.41  0.44  0.40         0.32 

Branfl                            35.63        36.01        31.69        11.82  -         6.46         3.72         2.89  2.93  2.40  0.65 

Piedmont                           0.34         0.78         1.00         1.44  1.87         1.68         1.25         1.07  1.06  0.99  0.51 

Estem                             1.56         1.25         1.05         1.24  1.04         0.76         0.68         0.62  0.72  0.30  _           _           _ 

Ozark                               1.68         1.55         1.40         1.32  1.38         0.99         0.84         0.65           -  -  -  -           - 

Frontier                             2.25         2.03         1.58         0.98  0.77         0.77         0.87         0.46           -  -  -  -           - 

Metro  -  Metroflight               050         0.67        0.97         1.45  1.32         1.33         1.51           -          - 

RioAinmys                        2.00         1.86         1.56         1.44  1.45         1.29         1.04           -----  - 

Texas  International 9.53         9.47         5.81         1.90  _________ 

Total  Industry 

Enplanements 11,219.9    10,727.7    11,783.4    12,: 

HeiliiMil-HitstlimM 

Mei 2.546        2j46        2,713        : 

Source:  U.S.  Department  of  Transportation  Fomr  41  Data. 
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Figure  17.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Dallas  Love  Field  Airport,  1979-91  (Units  in  ThouMnilt) 

IBTO         i«M         iwi  i9K         190  i9M  i9«  i9M  W  19«  19«  1990  iST 


Southwest 

TranStar 

Texas  International 


Total  Industry 
Enplanements 


Herlinilahl-HirKlinnn 
Inda 


1000%      9857%      99.84%      88.58%      82.48%      80.87%      86.97%  91.20%  96.39%  100.00%  100.00%  100.00%  100.00% 

_           -           -        11.39        17.51        19.13        12.96  8.80  3.61  _  _           -           - 

1.43         0.16           --           -           -  -  -  -  -           -           - 

1.795.3      2,353.8      2,484.1      2,768.7      2,942.7      3,172.5      3.221.2  2,727.6  2,432.0  2,471.2  2,768.6  2.879.8  2,791.5 

7,731  8,395  9,304  10,000  10,000  10,000  10,000 


10,1 


9,720        9,968        7,976       7,109 


6.906 


Source:  U.S.  Department  of  Transportation  Form  41  Data. 


Figure  18.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Dayton  international  Airport,  1979-91  (Units  in  Thousands) 

1979          1980          19»1          1982  190          1984  1985  19HS          1987          1988          1989          1990  19W  " 

MSAii                             1645%      1651%      ism      2097%  13^       8J2%  6m  543%       6m       4J2%      3311%      7779%  75m 

Deta                              2615        25.73        25.41        19.61  11.97         9.89  8.21  6.80         6.54         6.18         6.23         6.10  6.19 

Kd                               .8         10.31        10.63         9.52  7.31         6.81  5.72  4.96         5.29         4.90         4.             .M  .M 

Trans  Worid                      35.27        35.13        31.21        22.14  12.34        11.04  9.05  .5            .             .4           .             .^  .2^ 

:S             ^'1     '■'!     ''1     ''1  z      :  ""-  li     1^     \l     \l     t:i  2fi 

Piedmont                             _           -           _        17.67  50.99        59.00  62.80  65.12        70.56        74.71        45.48 

Britt                               -  -           -           -           -  -           ~  SS5  11?           ~           ~           I           I  I 

People  Express                     ___          —  --  2.01  1.83          - 

Republic                            2.14         3.71         4.01         2.92  0.46           -  -  1.27 

Comair                             0.74         1.20         2.74         3.23  2.58         2.69  300  -----  - 

Wnsht                              0.16         0.67         1.01         1.60  1.16         0.57  -  -           -           -           -           - 

Nortti  Central 1.97  ----------- 

ffliJimente 1,005.4        899.3        749.9        802.8  1.239.1      1,498.8  1,807.7  2,139.7      2,165.6      2,140.4      2,083.0      1,844.7  1,757.5 

HertHdaM-Hlrohma.          ^^^       ^^       ^^^       ^^^  ^^^       ^^^  ^^^  ^^^^       ^^^       ^^^       3^^       ^^^  ^j^ 

Source:  U.S.  Department  of  Transportation  Form  41  Data. 


Figure  19.  U.S.  Airline 
(Units  in  Thousands) 
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Industry  —  Market  Share  Based  on  Enplanements,  Denver  Stapleton  International  Airport,  1979-91 

1979          1980          1981          1982          1983          1984          1985  1986          1987          1988          1989          1990  1991 

1626%      2729%      2740%      3090%      39m      3Wi%      35^06%  44m      4102%      4441%      47m      4844%  46.76% 

2120        2157        23.15        23.52        17.74        18.83        24.83  30.57        43.51        40.89        35.09        34.26  36.83 

2:52         3:51         3.04         3.20         3.06         2.16         2.20  2.09         2.67         3.06         3.86         421  4.46 

_           -         007         163         2.22         1.96         2.45  2.42         2.02         2.31         3.03         3.23  3.59 

_           -         025         059         0.61         0.66  0.76         1.27         1.36         1.77         2.06  2.11 

-------  061         0.69         0.69         1.15         1.76  1.56 

-_-__--  0.09         0.97         1.16         1.04         1.16  1.52 

512         4.01         3.02         2.22         1.77         1.58         146  1.18         1.20         1.22         1.47         1.32  1.29 

-           -           -           -           -           -           -  -         0.33         0.32         0.51         0.56  0.50 

1.25         0.82         0.64         0.73         147         1.59         1.97  1.97         2.60         2.97         3.12         1.47  0.45 

010         103         096         0.86         1.12         O.M         0.78  0.83         0.73         0.54         0.52         0.97  0.04 

__-----  0.75         0.73         0.72         0.51           -  - 

5.02         3.19         2.18         0.75           -----  0.34         0.35           -  - 

761         5.81         6.60         5.49         2.31         0.93         1.08  1.16         0.25           _           -           -  - 

22.55        22.83        23.80        21.75        23.40        23.53        22.04  10.23           -           _           -           -  - 

-----         0.08         1.12  1.74           -           -           -           -  - 

068         141         3.40         2.90         1.58         0.74         0.76  0.51           -           -           -           -  - 

_           -           -           -         068         1.22         0.97  0.49           -           -           _           -  - 

142         1.26         1.39         0.87         0.72         0.59         0.60  0.26           -           -           -           -  - 

1.13         1.35         1.00         1.37         1.60         1.79         1.40  ------ 

-----         1.85         0.05  ------ 

2.53         2.71         1.83         1.44           --------  - 

1.10         2.12  ----------- 

9.807.7      9,770.2    10.552.7     11,533.0     11.851.5     13.397.1     14,153.4  15,527.2     15,589.7     14.432.0     12.3014     11.939.7  12.304.2 

1,776        1,822        1,938        2.044        2,431        2,424        2J58  3,015        3,767        3,674        3,504        3^62  ififl 

of  Transportation  Form  41  Data. 
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Figure  20.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements.  Detroit  Metrepolilan  Airport,  1979-91  (Units  in  Thousands) 

1979         19«1          1M1          1982  1983  1984  1985  1988         1987          19M         1989          1990          1991 

Northwest              '.            9M%      064%      iF67%      1379%  1174%  Km  i037%  9m      6122%      60m      67m      7084%      73.91% 

AmS                          2028        18.99        16,52        15,12  11.77  10.79  7.43  6.84         6.29         7.04         6.66         5.84         5.57 

Bete                              19.51        18.04        15.32        13.09  11.30  9.04  7.54  6.21         5.78         5.71         4.^         4.M         4.49 

Kited                              9.61         8.69         9.15        1011  10.86  9.10  4.54  4.81         4.68         5.48         4.43         4.17         3.97 

m                               4.47         5.65         5.80         5.45  5.08  5.63  4.03  3.04         2.77         2.28         259         3.55         3.32 

Cortinental                           _           _           _           _  o.39  1.97  2.07  1.67         4.62         4.12         2.78         2.40         2.54 

Kworld                        3.01         2.74         2.67         3.12  3.42  3.24  2.38  1.82         1.85         1.92         1.84         1.95         1.93 

a,         =  °*  '^1  '^  ''1  ''1  '-^  '-"t  \i  ifi  li   ?ii   \ii 

E^aSr                in     §1     IS     SI  \^  li  1:11  lil     If^     \^     li     \f^      Ifl 

PWmont                             _           _           _           _  1.29  2.01  1.85  2.00         1.98         2.09         1.08 

Bfaniff                              1.64         1.06         0.06           -  -  -  -  -         0.77         1.39         093 

Republic                            9.11        20.99        25.03        27.18  27.29  27.85  43.58  37.85           _           _           _           -           _ 

People  Express                     -----  0.93  2.20  1.67  ----- 

NewYorkAir                         -           -         0.66         1.55  2.06  3.14  2.34  1.41           _           -           -           -           - 

Comair                             009         0.09         0.34         0.59  0.77  1.00  1.10  0.78           ----- 

Ozark                               O20         0.29         0.56         0.81  1.03  0.90  0,76  0.55           ----- 

Simmons                             -         0.03         0.23         0.36  0.68  0.99  1.74 

Fischer  Brothers  Aviation           -         0.02         0.56         0.79  1.22  1.37  0.99  -          -          -          -          -          - 

North  Central  9.28  --------'---- 

Soulherr  Airways 067 — — — — — — — — — — — ~ 

[Yemenis 5.458.9      5.007.0      4,813.0      4.822.5  5.0647  5,559.8  7.429.9  8.175.5      9.194.6      9.180.8      9,675.8      9,836.4      9.477.3 

Herfiodalil*HliKbiii3ii                                                           ^^^  ^^^^       .,,„       ._„        .„.       _._,       ___ 

Mu 1j14        1,453        1,474        1,4<S  1J29  1j54  2.189  2.151        3.903        3,793        4,655        5.124        5,557 

Source:  U.S.  Departnnent  of  Transportation  Form  41  Data. 

Figure  21.  U.S.  Airline  Industry  —  Marlcet  Share  Based  on  Enplanements.  El  Paso  international  Airport,  1979-91  (Units  in  Thousands) 

1979          1980          1981           1983  1983  1984  1985  1986          1987          1988          1989          1990          1991 

Southwest                         1478%      2041%      24l3%      37m  57M  MS%  Um  4043%      4812%      53m      50S%      5819%      59.90% 

American                          2936        20.50        16.76        17.76  20.75  21.70  19.77  20.17        19.65        19.78        17.49        1604        15.44 

Dete                                 _           _           -           _  -  4.07  7.92  9.09        1017         8.64         9.11         9.46         9.62 

America  West                        -----  0.83  7.86  10.94  10.52         9.88        10.42        10.13         9.02 

Continental                        52.36        51.11        48.75        33.26  7.42  -  -  0.99         6.99         6.45         4.36         5.88         6.00 

United                                -           -           -           -  2.56  3.10  2.26  4.42         3.87         1.91         0.57           -           - 

Westerr                              -           -           -         1.47  4.92  2.45  2.73  2,96         0,48           -           -           -           - 

frontier                             3.19         2.85         2.54         2.32  2.88  3.37  3.12  2.63           -           -           -           -           - 

Eastern                             -         2.11         4.65         2.86  2.95  4.04  2.37  ------ 

Texas  international                   -         2.40         2.46         4.03  --------  - 
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Figure  22.  U.S.  Airline  Industry 
(Units  in  Thousands) 

—  Market  Share  Based 

on  Enplanements.  Ft.  Lauderdale/Hollywood  International  Airport  1979-91 
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Figure  23.  U.S.  Airline  Industry  —  Market  Stiara  Based  on  Enplanements,  Honolulu  International  Airport  1979-91 
(Units  in  Thousands) 

1979         1980         1981  1982         1983         1984  1985         1986  1987         1988         1989         1990  1981 

Aloha  20.00%      19.68%      19.76%      17.43%      15.63%      15.53%      16.55%      17.01%      17.23%      18.14%      19.75%      22.30%      24.98% 

Hawaiian  26.05        25.55        22.71        22.20        18.98        20.12        21.98        25.37        28.41        30.40        27.62        20.69        19.93 

United  18.81        23.59        21.33        23.10        20.42        20.14        15.80        18.30        16.93        17.24        17.64        19.16        17.91 

Northwest  8.32         7.71         6.94         6.35         6.36         7.15         6.98         6.42         6.23         6.43         7.11         8.74         8.97 

Continental  5.17         3.66         3.13         2.18         2.13         2,84         4.19         5.31         8.74         9.22         8.97         8.31         8.70 

Delta  _____         0.02         1.31         1.50         5.52         6.65         7.33         7.26         7.46 

American  -         0.10         5.16         7.24         6.97         7.46         7.32         7.45         7.18         7.06         7.02         7.25         5.72 

America  West  __________        o.l3         2.21         2.67 

Trans  World  _______        118         213         2.31         2.07         2.07         2.17 

Pan  Am  8.99         9.25         7.84         6.25         5.93         4.52         3.72         0.53         0.13         1.45         1.20         1.35         0.82 

American  Trans  Air  __________        Q73         o.64         0.68 

Mid-Pacific  -           -         3.19         6.64         9.74         9.74         8.96         8.04         4.87           _           _           _           _ 

Western  7,16         7.13         6.73         5.44        5.39         6.98         6.92         6.11    .     1.46          _          _          _          _ 

World  _           _           _         0.38         1.59         2.93         3,73         2.40           _____ 

Royal  Hawaiian  1.25         1.13         1.16         1.12         1.29         1.14         1.13          ______ 

Pacific  East  _          _          _        o.42         1.79          ________ 

Braniff  3.18         183         1.52         0.56          --------- 

Air  Hawaii  _____________ 


Total  Industry 

Enplanements                   6.286.4      5,701.2      5,696.4      6,132.1      6,087.9      6,617.8      6,628.4      7,276.0 

7,688.6      8,315.4      8,847.3 

8,437.1 

8,696.5 

Herfindalii-Hiiscliinan 

Index                             1,672        1,811        1,566        1,542        1,281        1,331        1,256        1,504 

1,619        1,780        1,705 

1,555 

1,599 

Source;  U.S.  Department  of  Transportation  Form  41  Data. 

Figure  24.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Houston  W.  P. 
(Units  in  Thousands) 

Hobby  Airport,  1979-91 

1979          1980          1981          1982          1983          1984          1985          1986 

1987          1988          1989 

1990 

1991 

Soutfiwest  91.84%      84.26%      78.22%      66.32%      60.24%      51.21%      53.86%      50.08%      53.70%  64,85% 
American                           _          _          _          _        2.13         4.62         7.50         8.25         8.31         9.05 

Delta  -----         3.68         4.30         4.48         4.66         5.49 

Northwest  -  -  -  -  -  -  -         1.20         3,95         3.43 

Trans  World  _______         o.57         2.38         2.76 

United  _________        0.97 

Continental  _______        4.50       15.20         9.00 

Eastern  _____        o.79         1.40         1.58         1.56         2.32 

Pan  Am  ______         1.59         2.89         2.29         2.14 

TranStar  -  -         4.43        12.93        18.12        18.12        17.01        17,28         7,95 

People  Express  _  _  _  _        2.15         8.60         6.05         3.63  -  - 

Republic  -  -        8.48       14.02       11,34         7.51         3.06         2.57  - 

terk  2.42         2.84         3.16         3.29         3.00         2.06         2.16         1.76 

Frontier  -         2.27         3.40         263         2.48         2.59         2.60         1.10 

Air  Florida  -         2.30         1.18  _______ 

Hughes  Airwest  3.86        6.78  ________ 
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3,761.5 
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Source:  U.S.  Department  of  Transportation  Form  41  Data. 

Figure  25.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Houston  Intercontinental  Airport, 
(Units  in  Thousands) 

1979-91 

1979          1988          1981          1982          1983          1984          1985          1986          1987          1988 

1989 

1990 

1991 

Continental  17.13%  15.84%      14.44%      22.15%  42.66%      45.21%      58.21%      61.91%      73.68%      76.98%      76.34%      78.96%  80.49% 

American  6.61         6.29         6.55         6.84  7.63         7.68         6.67         6.84         6.69         7.29         7.30         6.81  5.95 

Delta  14.51  14.02        11,58         9.50  9.45         8.10         6.80         5.46         5.33         5.12         5.04         4.30  4.67 

USAir  1.32         1.95         2.38         2.16  1.70         1.67         1.71         2.00         2.16         2.01         2.82         3.39  2.69 

Southwest  -         0.89         3.00         2.86  3.31         3.70         3.76         2.79         2.01          1.83         1.88         1,73  1.74 

United  -         0.56         2.29         3.49  3.90         4.15         3.26         3.81         2.86         2.34         1.62         1.60  1.58 

Pan  Am  4.09  17.70        16.47        11.40  7.05         3.82         0.46           -           -           -         1.66         1.54  1.17 

America  West  ___________        125  1.45 

NWA  ________         0.67         0.65         0.58         0.42  0.25 

Trans  World  0.13         1.00         1.38         1.70  2.46         2.32         2.44         2,13         1.89         1.57         1.16           -  - 

Piedmont  -         0.68         1.25         1,10  1,35         1.30         1.67         1.95         1.99         1.94         1.06           -  - 

Eastern  9.57         7.87         8.58        10.49  14.00        13.85        10.87        11.46         2.51         0.04           -           -  - 

Western  -          -        0.64         222  1.71         1,14         1,21         1.10         0.19          _          _          _  _ 

Republic  0.53         1.32         0.74           _           _           _         o.19         0.40           -           -           -           -  - 

Royale  0.11         0.11         0.21         0,33  0.55         1.98         1.75          ______ 

Metro  •  Metroflight  271         2.63         3.13         2.51  2.03         1,98         0.90           -           -           -           -           -  - 

Texas  Intematonal  18,19  18.39        17.70        19.44           _________ 

Branitf  12.60  10.56         9,14         3.45           --------  - 

National  12.09          ____________ 

i.287.0 

1J01 

Source:  U.S.  Department  of  Transportation  Form  41  Data. 
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Rgura  26.  U.S.  Airline  Industry  —  Marint  Shan  Bnad  on  Enplanemsnts,  kidlanapollt  IntomUoml  Airport  1979-91 
(Units  In  Thousands) 
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7.84 

7.30 
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8.36 
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— 
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2i9 

1.63 

— 
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— 

— 

— 

— 
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— 

— 

— 

Midway 

— 
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— 

— 

— 
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0.04 

1.12 

099 

1.51 

— 

— 

— 

Brit! 

1.92 

Z41 

Z15 

3.93 

4.16 

3i8 

2.20 

215 

0.27 



— 

— 

Republic 

3.28 

9.00 

8.28 

— 

— 

— 

— 

Ozart 

5.68 

5.58 

8.56 

8.29 

6.47 

4.97 

4.73 

2.43 

— 

— 

— 

— 

— 

Presidential 

0.63 

1.37 

— 

— 

— 

— 

— 

Comair 





0.75 

1.22 

231 

1.82 

1.31 

— 

— 

— 

— 

— 

— 

Midstate 

— 

— 

0.47 

0.91 

1.02 

0.72 

— 

— 

— 

— 

— 

— 

Frontier 

— 

— 

— 

0.09 

2.99 

284 

— 

— 

— 

— 

— 

— 

Enplanemo^                   1,759.1      1JOO.0      1,354i      1.334.7      1.401.1      1.S21.9      1.819.1      1.991.3      2^27.1      2.361.4      2,480.6      2,541.8 

2.518.7 

HtrfMall^lindaHi 

lita                              1.795        1.826        1.S2I        1j19        1J41        1.241        1J81        1.33f        1.S59        1.644        1.7S1        1,M3 

2132 

Source:  U.S.  Department  ol  Transportation  Form  41  Data. 

Hgure  27.  U.S.  Airline  industry  —  Marliet  Share  Based  on  Enplanements,  John  WaynsA)range  County  Airport.  1979-91 
(Units  In  Thousands) 

1(79         1M         1U1          19(2          190         19(4         19(9         1M         t9n          1(((         19(9          1990 

1(91 
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Aiisla 
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frontier 
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5.61%     13.00% 


11.44% 
5.95 


3.00 


9.94%  32.19% 
9.02  13.47 
0.55 
3.92 
9.26 
5.94 


4.90 
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1.37% 
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1613 
34.83 


0.43         3.37 

0.22         4.61 

23.29 


10.14 
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8.99 
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3.39 
5.16 
23.91 
0.50 
270 


3.93 
9.47 
20.95 
1.46 


4.77 
11.09 
16.78 

1.56 


20,71 
30.81 
2.60 
4.97 
8.99 
8.56 
1.39 


24.74 
30.29 
3.37 
5147 
5.66 
4.63 


1.09 
22.15 
7.75 
1.75 
1.33 


4216% 
11.90 

2.99 

5.82 

6.45 

3.89 

1,09 

3.06 
1573 

218 

4,74 


38.33% 
12.05 

3.31 

6i3 

6.24 

5.90 

2.24 

3.68 
19.95 

2.08 


33.00%      29.30% 
12.33        20.19 


5.53 
6.09 
7.09 
621 
5.41 
3.59 
17,85 
2,18 


1271 
7.39 
6.99 
6.07 
5.33 
4.59 
4.31 
2.33 


Total  Industry 

Enplanemenfe                   1,277.0      1,175.4      1,176.9      1,219.8      1,357.1      1,385.3      1,628.2      1,9453      2,118.7      2,156.0      2,173.0 

2,198.9 

2.544.6 

Hsrfhdaiii-HirstlmM 

Mu                              5.(17        4.847        4.220        3,715        2.591        2591        2073        1.741        1.912        2304        21S9 

1,764 

1.642 

Source;  U.S.  Department  ot  Transportation  Form  41  Data 

Figure  28.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Kansas  City  international  Airport  1979-91 
(Unils  in  Thousands) 

1(79         1(a(         19(1          19(2         19(3         19(4          19(S         19(8         19(7         MU         19(9 

1990 

19(1 

USAir  -  -  0.36%  1.37%  2.19%  1.75%  1.55%  1.67%  1.99%       1.96%  3.22%  13.44%  17.94% 

Southwest  -  -  -  4.44  6.35  4.48  4.55  5.07  4.80         6.00  7,41  11,34  12,80 

American  -  -  -  4.34  7.78  6.97  7.02  6.47  5.19         5.84  8.04  11.26  12.73 

Delta  7.08%  7.70%  8.11  6.43  8.73%  6.27  5.69  4.88  6.70         7.52  8.55  11.21  12.05 

United  9.57  11.56  10.41  13.09  1251  8.10  5.69  6.19  5.76         6,69  7,11  11,12  10,11 

Continental  5.31  4.89  4.93  4.19  4.55  3.49  3.68  4.31  4.67         5,13  5,85  8,80  8.84 

America  West  -  -  -  -  1.02  1.51  _  _  _        o.69  3.41  7.03  6.99 

Northwest  -  -  -  1.03  213  1.48  1.47  2.94  6.00         5.56  5.70  7.75  6.98 

Trans  World  32.18  33.15  3237  30.82  23.02  18.77  12.95  6.92  5.81         542  5.59  7.57  6J7 

Midway  -  1.63  2.69  2.28  2.18  1.65  1.80  2.37  2.52         265  331  497  3.88 

Pan  Am  __________  O.30  046  0.46 

Eastern  -  -  -  -  1.33  19.96  30.41  36.56  37.93        22.43  122  4.28  0.15 

Braniff  31.20  25.67  21.69  7.26  -  1.14  4.74  12.61  18.28        26.97  3917 

Western  -  -  -  0.65  2.46  1.80  1.99  1.77  .0.34 

RepuMiC  0.52  1.22  3.75  10i6  8.12  5.53  5.16  3.95  -           -           -  -  - 

(Srk  1.07  1.58  2.99  3.57  5.15  3.54  4.11  2.35  -           -           -  -  - 

Frontier  8.15  7.29  6.92  3.97  4.12  3.07  3.18  1.24  _____ 

World  _  _  _  _  0.67  1.78  1.29  0.64  -           -           -  -  - 

Air  Midwest  0.41  0.84  1.65  2.19  3,87  4.15  3.38  -----  - 

Northeastern  _  _  _  _  0.II  1.64  ------  - 

Texas  International 209  2.31  1.92  0.72  --------  - 

Total  Industry 
Ei^lanements 

tIerlMiiil-HinUniifl 
Mo 

Source;  U.S.  Department  ol  Transportation  Form  41  Data. 
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Figure  29.  U.S.  Airline  Industry 
(Units  in  Tliousands) 


—  Market  Share  Based  on  Enplanements,  Las  Vegas  McCarran  International  Airport,  1979-91 


1979  1980  1981          1962         1983         19g4         19B5         198S         1987          19M          HW     .     1990          1991 

Amencawest =^^  -  -  -         Om       275%       4m      1060%      2743%      3374%      34m      3063%      40l% 

Swest  -  -  -         2.86%       5.71         6.57         6.99         6.24         5.32         7.36         9.29        12.83        17.25 

S  687%  605%  444%       397         3.93         3.92         3.94         4.21         8.60         9.21         9.88         9.12         9.42 

"Zu.  Im  'r  6:98^^       6.81         7.78         9.31         9.^        10.20         8.20        1059        11.76        1056         8.^ 

S  11.54  11.41  12.19        16.84        15.75        15.70        12.23        12.73         9.13         W         OOO         5.M         5:46 

&:,  'S  \l  Z     Ji?     J:l^     f^     l7s     1  ?     1^0     i     '^^     '^     '^ 

atS.  ll^  lil?  L         7.47         5..         4.20         4.46         3.12         2.|         2.52         2.92         2.90         2.29 

S  5.16  4.74  3.44         1.33           -         2.04         2.74         3.07         2.50         2.85         1.93 

Pa*  Southwest  6.13  6.89  8.54         7,62         8.32         9.16        12.59        13.08        1.1            .              -           -           - 

Eastern  -  066  1.80         2.31         3.40         4.87         4.68         4.20         3.45         2.16           -           -           - 

Sorid  _  _  -           -         0.82         3.31         4.09         4.87         4.74         0.33           -           -           - 

Western  22.46  19.67  18.70        17.29        18.68        14.60,        11.71         9.22         1.74           _           _           -           - 

iptAmprira  __  —  —            —            —          0.43          2.84          1.65            —            —            —           — 

B  _  _  _           _           -         108         2.75         2.60         1.40           -           - 

Frontier  3.62  3.12  3.65         3.55         3.69         3.82         3.44         2.10          ----- 

Sic  -  1.11  16.36        16.56        14,91        12,50         5.34         1.91           ----- 

B  -  -  -         0.75         1.09         1.25         1.17         0.43           -           -           -           -           - 

Scenic  Airlines  2.14  2.34  1.88         1.35         0.71         1.04         0.98          -----          - 

Pan  Am  -  2.09  2.55         2.97         3.00         0.37          ------- 

AiiCal  2.35  3.09  3.02         2.56           --------- 

Texas  International  2.14  1.84  0.20          ---~~~~~__ 

Hughes  Airwst  12,13  13.45  --------                       __ 

National 2.83  --------~ 

SJieS 4,4717  4,435.9  4,135.1      4,258.4      4,6347      4,343.7      4,658.5      5,213.6      6,773.6      6789.2      6,920.9      7,652.2      8,118.1 

H..flndahl-Hlr«hman  ^^^  ^^  ^^^       ^^       ^^         ^         ^^         ^^       ^^       ,g„       ,^^       ^^       ;,33 

Source:  U.S.  Department  of  Transportation  Form  41  Data. 

Figure  30.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Los  Angeles  International  Airport  1979-91 

(Units  in  Thousands)  ^ ^ 

«79 1980 m\  \m  19K  1984    1985    1986    1987    1988    1989    1990    1991 

ss  'J?  'if  "s-  ir  "sP  T  'ir  'T  s'  S'  r  s?  s 

£»  ,a  ,3  „»     .,»     -      .»     ,.|      m     «     «     |..J     |«     «;. 

as  '?^  '?  '"-    S    IS    3    IS    IS    S    !:!S    5S    |    !| 

Tmmf  1067  1017  9.89         8.73         7.35         6.25         6,24         4,98         5,03         5.05         5.04         4.57          .86 

^?          ■  "■"  "'  ^-^     '-     '-     "-     '-     '-     oil     I'i     \^     \^     Ifi 

Sir  ---------  0.58  1.05         1.30         1.16 

Sin  --------  0.66  0.54         0.55         0.65         0.52 

Sm  0.98  2.01  2.31         2.68         3.25         3.28         3.91         4.25         4^         2.93         0.99         1.79         0.^ 

S''"'  loi  150  139         050           -           -           -           -         0.94         104         0:86 

Pacffic  Southwest  13;00  10:80  11.38       11.52        11.97        11.17        11.88        13.08        13.57         2.79          -          -          - 

WKtern  15.74  15.79  15,73        1376        14.30        15.18        14.63        12.5          W           -           -           -           - 

rSr  -  -  -         0.09         0.75         0.83         1.05         2.07         1»2           -           -           "           " 

IM  -  0.85  2.38         1.85         1.95         3.36         3.96         4.36         0.98           -           -           -           - 

Republic  -  -  1.53         2.07         2.37         1.30         2.14         1.87           _           -           -           -           - 

S  _  -  -         061          1.28         2.12         171          1.18           --"11 

People  Express  -  -  -          -          Z        S5S         IH         ^''^ 

Imperial  Commuter  0.01  -  -         0.43         1.08         0.92         0.50          -----          - 

Golden  West  1.88  2.19  1.94         2.07          -          -.-          -          -          -          -          -          " 

Hughes  Airwest  1.50  1.38  ---"""""_-_ 

National 3.20-------- 

En^linemena  15,939.3  14,232.5  13,619.0    13,798.6     14,593.5     14,847.0     16,214.1     17,599.3     18,907.7     18.581.5     18,440.1     18,238.1     18,073.5 

H,rf|,dal.l-Hlr.cfm..  1^14  1,189  1.133        1.133        1.051        1,003          852          911        1,025        1.1166        1.131        1,156        1,297 

Source:  U.S  Department  ol  Transportation  Form  41  Data. 
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Figure  31.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Memphis  International  Airport,  1979-91 

(Units  In  Tliousands)  

1979          19W          1981          1982          1983          1984          1885          1988          1987          19W          1919          19M          1991 

Notttiwest  =           -           ^^           -           ^^           -           -        21.59%      84.87%      m34%      80T%      82l6%      8099% 

Delta  4117%      41.57%      42.72%      32.82%      33.38%      34.27%      22.77%      16.35         7.91         8.09         9.00         8.86         9.66 

American  11.18        11.05        10.31        10.47         7i3         6.03         4.14         3.62         3.11         3.69         4.26         4.17         4.31 

USAir  3.09         2.80         2.84         2.71         2.98         2.89         1.65         1.21         1.17         118         1.90         2.68         2.79 

United  6.27         8.89         7.65         6.37         4.72         2.94         2.20         1.90         0.71         0.99         1.16         142         1.54 

MidMy  _________         0.25         0.86         0.60         008 

Piedmont  2.25         2.35         3.32         3.15         2.90         2.68         1.66         1.55         1.40         1.45         0.90           - 

Trans  World  ________        0.83         0.81         0,80         0.11           - 

Republic  11.82        24.84        24.74        37.68        43.81        45.02        60.51        52.99           _____ 

Ato*  Southeast  -           -           -           -         0.03         0.04         1,33           -----           - 

Eastern  -----        0.06         1.18          ______ 

fayetleville  Flying  Serv  0.23         0.34         1.13         2.03         2.28         2.52         0.59          ______ 

Fronte  2.25         1.58         1.29         1.27         1.11         0.92          -          -          -          -  ,       - 

Branitf  818         4.94         3.79         1.11           _____-_-- 

RioAirvrays  0.42         0.85         1.36         0.77          --------          - 

Southern 12.06  ________---- 

Total  Industry 

Enplanements 2.614.4      2.189.5      2,020.4      2,281.6      2,436.9      2,366.4      3.623.5      4.175.8      5.020.4      4.530.5      3,987.5      3,885.4      3,492.6 

jiSei"       """"  2fft        2.588        2.840        2.672        3.132        3.2S9        4.215        3.562        7,280        7,063        6,685        6,856        6.681 

Source:  U.S  Department  of  Transportation  Form  41  Data 

Figure  32.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements.  Miami  International  Airport  1979-91  (Units  in  Thousands) 

1979  1980  1981  1982  1983  1984  1985  1888  1987  1988  1989  1990  199i~ 

American  0.91%       1.51%       1.68%       1.98%       2.07%       2.04%       2.02%       2.99%       3.69%      4.88%     13.10%     22.11%     39.22% 

Pan  Am  5.04        20.63        19.19        18.26        19.14        19.58        15.68        18.68        17.10        18.96        2257        24.65        24.48 

USAir  ________         0.23         1.59         5.64        12,00        10,70 

Delta  14.83        12.20        10.14        10,02         8,44         6,70         6,67         5,54         5,55         6,21         8,65         7,48         8,73 

ConCnenlat  213         1,78         1,52         1,38         0,96         1,06         2,01         2,51         5,21         6,48        10,65         6,14         6,07 

Northwest  2,00         159         1.58         1.64         1.81          1.51          1.53         2.08         3.28         2.67         3.67         349         3.59 

United  1.79         2.31         1.62         1.60         1.80         1.66         1.29         2.06         2.90         2.58         2.93         310         3.38 

Trans  World  0.83         2.76         2.34         1.77         1.35         1.46         1.53         1.73         1.89         2.71         3.15         2.87         2.17 

Eastern  43.93        40.18        40.72        43.64        46.63        48.36        52.33        48.40        49,58        45,00        21,63        16,57         0,55 

Midway  -          -          -          -          -          -        0,48         1,01         0,88         0,79         0,91         1,20         0,50 

Piedmont  0.57         0,75         1.29         2.42         3.23         3.24         4.43         6.23         7.03         6.99         576 

Branifl  5.59         4.75         4.88         1.75           -           -           -           -         0.53         0.93         0.70 

TranS&r  _______         1.47         0.82           _           _           _           - 

People  Express  _____        o.57         2.38         1.71           _____ 

Republic  1 46         3.02         3.17         3.06         2.61         2.40         2.08         1.33           _____ 

Arrow  _           _           _         0.02         0.57         1.58         0.82         0.09           -           -           -           -           - 

Provincetown-Boston  0.28         0.32         0.79         1.44         1.55         2.03         1.13           -           -           -           -           -           - 

Air  Florida  1.27         6.48         9.28         9.58         7.24         1.82 

Western  0.89         0.79         0.37           ---------           - 

National  15.37          ____________ 

Southern  1^          ______          ______ 

Air  Sunshine  _____________ 


Total  Industry 

Enplanements                   7,549.7      8,093.6      7,4078      7,3659      7.4750      7,404.7      7,842.9      8,571.2      9,321.0      9,433.6      8,521.8      9,150.7 

9,246.5 

Mrfiiilahl-Hitsclinian          ^^       ^^       ^       ^^       ^       ^^       ^^^       ^^       ^^       ^^       ^^       ^^^ 

2.395 

Source:  US  Departrrent  ol  Transportation  Form  41  Data. 

Figure  33.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Minneapolis/St.  Paul  International  Airport,  1979-91 
(Units  in  Thousands) 

1979         1988         1981          1982         1983         1984         1985         1988         1987         1988         1989          1990 

1991 

Northwest  40.08%     41.72%      40,92%     42,56%      45,71%      47,08%      42,37%      52,81%      79,50%  78,35%  79,49%  80,72%  81,43% 

United  2.90         3.31         4.62         4.44         4,73         3,62         3,09         3,69         3,95  5,24  4,56  4,59  4.24 

American  1.31         1.36         1.47         1.98        3.09         2,59         2.97         3.05         3.30  2.86  3.13  2.84  3.12 

Delta  _____         0.82         1.47         1.18         2.23  2.78  3.08  281  2.91 

Continental  -           -         0.51         1.36         1.52         3.01         2.53         2.53         2.73  3,04  2,60  2,43  2,36 

USAir  275         3.22         2.81         1.76         1.35         1.13         0.86         0.82         0.82  0.85  1.12  1.47  1.54 

Trans  World  0.91         0.30           -           -           -           -         0.64         1.31         1.94  1.76  1.45  1.58  1.50 

Midway  -           -         0.22         1.47         1.87         2.20         1.96         1.89         2.21  2.06  1.77  2.03  1.45 

AmehraWest  _________  o.51  1.16  1.09  1.25 

Pan  Am  ________        o.20  036  0,39  0,43  0,20 

Braniff  8.43         6.76         4.46         1.43           -           -           -           -         0.66  0.80  0.70 

Piedmont  ________        o.69  0.78  0.39  -  - 

Eastern  3.84         3.26         2.49         1.54         1.69         1.33         1.16         1.09         0.94  0.55  _  _  _ 

Western  14.52        12.23         9.19         6.08         2.93         1.58         1.34         1.41         0.36  _  _  _  _ 

Republic  10.84        23.31        27.23        32.09        31.98        3103        35.83        26.92           -  -  -  -  - 

Ozarli  3.37         3.67         4.07         3.12         2,96         2,13         1,36         1.09           -  -  -  -  - 

People  Express  _____         no         1.22         0.93          -  -  -  -  - 

Texas  International  —          —        1.38        0.79          _______  _  _ 

North  Central  9.91           __________  -  - 
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Source:  U.S.  Department  of  Transportation  Form  41  Data 


15 


838 


Figure  34.  U.S.  Airline  Industry 

—  Market  Share  Based  i 

on  Enplanements,  Nashville  Metropolitan  Airport,  1979-91 

(Units  in  Thousands) 
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Source:  U.S.  Department  of  Transportation  Form  41  Data. 

Figure  35.  U.S.  Airline  Industn 

r  —  Market  Share  Based 

on  Enplanements, 

New  Orleans  International  Airport, 

1979-91 

(Units  in  Thousands) 
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Figure  36.  U.S.  Airlli 

IB  Industr 
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Figure  37.  U.S.  Airline  hidustry  —  Market  Share  Based  on  Enpianements,  New  York  Jolin  F.  Kennedy  International  Airport  1979-91 
(Units  in  Thousands) 

1979  19B0  1981  1982  19t3  1984  1985  1888  1987  1988  1919  19911  1991 

Trans  World  20.12%      20.74%      24.04%      23.92%      23.92*d      25.29%      29.28%      26.84%      26.70%      28.38%      31.18%      30.73%      28.99% 

American  20.72        17.93        17.69        17,71        15.55        14.46        16.04        18.97        18.96        18.99        21.79        21.49        25.97 
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Northwest  2.30         2.52         2.58         2.36         2.34         1.74         1.94         2.58         2.95         2.17         1.44         1.46         1.67 
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Figure  38. 

U.S.  Airline  Industry 

1  —  Market  Share  Based 

on  Enpianements,  New  York  LaGuardia  Airport  1979-91  (Units  in  Thousands) 
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Figure  39.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enpianements,  Orlando  International  Airport  1979-91 
(Units  in  Thousands) 
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Figure  40.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Philadelphia  International  Airport  1979-91 
(Units  in  Thousands) 
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Figure  41.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Phoenix  Sky  Harbor  International  Airport,  1979-91 

(Units  in  Thousands) 
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Figure  42.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Pittsburgh  International  Airport,  1979-91 

(Units  in  Thousands) 
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Figure  43.  U.S. 

Airiine  industry 

—  Mai1(et  Share  Based 

on  Enpianemenis,  Portland  intemationai  Airport  1979-91 

(Units  in  Thousands) 
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Figure  44.  U.S.  Airiine  Industry 
(Units  in  Tliousands) 

—  Market  Share  Based 

on  Enpianements,  Raieigh/Durham  intemationai  Airport,  1979-91 
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Figure  45.  U.S.  Airline  Industry  —  Market  Share  Based 
(Units  in  Thousands) 

on  Enplanements,  St.  Louis-Lambert  Intemationai  Airport,  1979-91 

1979          1980          1981          1982 

1983          1984          1985          1986          1987          1988          1989          1990 

1991 

Trans  Worid  43.07%      43.28%      45.28%      52.64%  59.16%      56.13%      56.59%  63.16%  82.30%      82.43%      81.34%      78.96%  71.76% 

Southwest  -           -           -           -  -           -         1.47  2.08  3.03         3,51         5,19         6.14  6.96 

American  12.85        12.27         8.35         2.95  2.27         2.09         2.54  2.54  2.32         2.70         3.05         3.20  3.83 

Northwest  0.95         0.76         0.75         0.85  0.71         0.65         0.61  1.12  2.70         2.40         2.67         2.98  3.02 

United  _           _           _           _  0.93         1.56         1.66  2.36  2.32         2.44         2.16         2.54  2.93 

Delta  7.94         7.42         5.66         3.6:  2.69         2.28         1.73  1.43  1.73         1.85         2.11         2.05  2.40 

USAIr  2.76         2.61         2.19         1.27  0.76         0.61         0.54  0.73  1.00         0.87         0.91         1.44  1.69 

Continental  _           _           _         o.l6  064           -           -  0.20  1.31         1.03         0.76         0.83  0.88 

Amenca  West  ____________  o,72 

Eastern  10.57         7.62         4.54         3.41  2.02         1.68         1.37  1.28  1.48         1.24         0.76         1.58  0.06 

Braniff  ________  o.22  0.60  0.62           -  - 

Piedmont  _______  o.51  0.65  0.76         0.42          -  - 

Britt  0.03         0.31         0.37         0.66  0.83         1.76         1.49  0.88  0.22           _           _           _  _ 

Ozari(  15.57        19.11        25.53        28.02  25.00        27.30        26.32  19.68  _____ 

Republic  0.65         1.54         1.75         1.54  0.98         0.94         1.53  1.50  -           -           -           -  - 

frontier  2.75         2.42         2.40         1.75  1.10         1.06         0.97  0.43  _____ 

Texas  0.66         1.02         0.94         0.71  _________ 

390-2      5,206.2      5.. 

2,519        2,841 
Source:  U.S.  Department  ot  Transportation  Form  41  Data. 


Total  Industiy 
Enplanements 

5,6256 

5,390-2 

5,206.2 

5,850.1 

7,958.6 

8,090.1 

9,714.3 

9.7797 

9,712.2 

9,545.9 

9.366.0 

9.282.4 

9,283.2 

Hetfindalil-Hlnchmaii 
liria 

2,455 

2,519 

2,841 

3,599 

4,146 

3,915 

3,917 

4,482 

6,810 

6.833 

6,672 

6,307 

5,241 

19 


842 


Figure  46.  U.S.  Airline  Industiy  —  Marlcet  Share  Based  on  Enplanements,  Salt  Lake  City  International  Airport,  1979-91 
(Units  in  Thousands) 
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Continental  -          -         1.00         3,41         2,25         4,46         4,42         4.14         4.26         3.13         2.42         2.38         2.44 

Norttnvest  -------         0.20         0.88         0.85         0.75         1.07         1.28 

Trans  World  0.37         1.23         1.57         1,85         1,89         2.06         2.25         2.13         1.69         1.28         1.36         1.14         1.15 

PanAm  ________        0.06         0.41         0.43         0.61         0.30 

Horizon  Air  ________        o,57         0.53         0.45         0.40         0.27 

Eastern  2.31         288         2.34         1,66         1,76         1,33         0,97         1,02         0,82         0,57         0.10          -          - 

Western  42.01        38.36        3704        55.86        69.50        69.92        72.73        74,63        17,86           _           _           _           _ 

Frontier  12.04         9.35         8.03         3.99         2.84         3.55         2.90         1.32           _____ 

Republic  -           -        11.35         7.43         2.86         0.93         0.74         0.52           _____ 

Sky  West  024         0.83         1.11         1.33         1,72         2,08         1,33           ______ 

Wien  -           -         0.39         1.10         1.08         0.95           -----           _           - 

Pacific  Southwest  0.46        2.29        4.18         2.55          -------_- 

Texas  International  4.28        4.93         271         2.02          —          —          —          —          -          —          —          —          — 

Braniff  0.97         2.75         1.79          __________ 

Hughes  Airwest  10.40       10.43          ___________ 


Total  Industry 

Enplanements                  2,213.4     2,015.9     1,888.3     2,693.1 

3,266.9      3,508.6      4,171.1      4,615.2      4,727.8      4,726.8 

5,213.8 

5,237.1 

5317.5 

Harliniiahl-Hlistliniaii 

Indu                             2,406        2,066        1,942        3,362 

4,966        5,014        5,390        5,671        3.901        6,509 

7,074 

7,138 

7,133 

Source:  U.S.  Department  of  Transportation  Fornn  41  Data. 

Figure  47.  U.S.  Airline  Industry  —  Market  Share  Based 
(Units  in  Thousands) 

on  Enplanements,  San  Diego  International  Airport, 

1979-91 

1979         1988         1981          1982 

1983         1984         1985         1986         1987          1988 

1989 

1990 

1991 

Southwest  _           _           _         4.87%       6,47%       7.85%       7.84%       7.32%       9.13%      10.68%      13.79%      17.25%  23.62% 

American  2062%      17.95%      15.74%      14.09        13.84        11.97        13.95        12.57        13.71        13,67        14,14        14,05  14.27 

United  14.76        17.33        14.71        17.73        16.52        15.91        12.45        13.68        12.54        13.15        12.10        12i0  13.23 

USAir  _           _           _           _         0.47         1.26         1.26         1.35         1.60        16.66        20.55        18,79  11.40 

Delta  6.76         4.48         4.95         5.17         5.45         4.47         4,46         4.55         8.28         9.09        10.29        10.21  10.38 

America  West  _          _          _          _        o.19         3.08         4.94         6.46         7.50         9.70       10.89       10.82  9.54 

Continental  2.97         3.29         3,96         4,73         3,25         4,15         5,46         695         7,69         6.97         5.04         5.64  5.53 

Northwest  _           _           _         o.62         2.53         2,72         2,35         3,44         3,89         3,44         3,58         4.03  4.24 

Alaska  _______        o,13         2.19         2,43         2,30         2,74  3.46 

Trans  World  -         1.07         1.80         2.57         4.04         3.75         4.38         4.25         3.96         3,63         3,18         2.79  2.57 

Westair  _________        o.82         1.11         1.35  1.56 

Piedmont  --------0,06         1.12         1.28          -  - 

Braniff  -------        0.64         1.63         1.49         1.24          -  - 

Pan  Am  -         3.17         2.44         1.72           _           _           _           _         o.17         1.23         0.50           -  - 

Eastern  _          _          _          _        o.21         219        3.17         2.20         2.44         133           -          -  - 

Pacific  Southwest  3078        26.98        29,41        29,43        29,05        25,58        23,17        21,46        21.46           _           _           _  _ 

Western  18.69        19.64        1699        1045         778         6.46         709         6.08         1.20           -           -           -  - 

TranSlar  ______        037         191         0.73          _          _          _  _ 

AllCal  0.45           ------         1.54         0.50           -           -           -  - 

RepublB  -         065         3.09         2.63         3.96         3.49         2.80         2.21           _____ 

Frontier  _          _          _        o.97         1.32         2.21         2.25         1.48          -          -          -          -  - 

Ozark  _           _           _         o.21         0.76         0.85         1.14         0.71           _____ 

Imperial  0.15         082         2.87         3.18         2.49         1.61         1.09           _____  - 

Sun  Aire  0.13         059         0.63         0.60         0.84         1.31         0.88           -           -           -           -           -  - 

Northeastern  ____         0.40         1.02           —           —           —           —           —           —  — 

Golden  West  068         2.52         3.26         0.83           --------  - 

Hughes  Airwest  1,18         1.34          ___________ 

National  275          ____________ 


Total  Industry 
Enplanements 

3,306.5 

2,553,4 

2,534,2 

2,795.8 

3,261.0 

3,607.9 

4,0109 

4,530.6 

4,887.7 

5,166.1 

5,307,9 

5,246,0 

5,364.5 

Herfindahi-HlrMhinan 
Mei 

2,004 

1,781 

1,696 

1,585 

1,499 

1,252 

1,125 

1,058 

1,124 

1,036 

ua 

1,283 

1» 

Source:  U.S.  Department  of  Transportation  Form  41  Data. 
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Figure  48.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements.  San  Francisco  International  Airport,  1979-91 
(Units  in  Thousands) 
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8.37 
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4.95 
4.25 
3.92 
2.46 
1.11 
2.49 
3.28 
0.61 
1.31 


1.13 


Hughes                      .       Z81         2.66           ----------           - 

Natonal                           2  75 

Total  Industry 

Enplanements                10,5O8i     9,4933     8.741.6     9,372.4    10,3476    10,728.3    11,149.0    12,328.2    13,091.0    13,3291     13,287.5    13,432.8 

13.996.8 

Herfiiiiatl^iintliniag 

Uei                             1j15        1,474        1,424        1,S4«        1,552        1^1        1,417        1,723        1,M7        1,715        1,903        2,134 

2,552 

Source:  U,S,  Department  of  Transportation  Form  41  Data. 

Hgure  49.  U.S.  Alriine  Industry  —  Market  Share  Based  on  Enplanements,  San  Juan  Luis  Munoz  Marin  Intamatlonal  Airport, 
Rico,  1979-91  (Units  in  Thousands) 
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0.48 
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8.22 

015 
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7.39 
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2.47 
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275 
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4.12 
3.48 
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1.27 
1.01 


8.21 
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Total  Industry 
Enplanements 
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Source:  US  Department  of  Transportation  Form  41  Data. 
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Figure  50.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Seattle/Tacoma  International  Airpo/t,  1979-91 
(Units  in  Tliousands) 
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Total  Industry 
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Source:  U.S.  Department  of  Transportation  Form  41  Data. 

Figure  51.  U.S.  Airline  Industry  —  Market  Share  Based 
(Units  in  Thousands) 

on  Enplanements,  Syracuse  Hancock  International  Airport,  1979-91 

1979          1980          1981          1982 

1983          1984          1985          1986          1987          1988          1989          1990 

1991 

USAir  36.24%      36.11%      36.35%      42.06%      33.99%      28.04%      27.96%      25.64%      21.43%      15.92%      33.97%      59.68%      53.87% 

American  33.03        30.42        21.62        11.38         8.88         7.82         8.61         7.99         9.65        11.92        15.51        16.10        17.02 

Northwest  -           -           -           -           -           -           -         1.25         4.90         4.82         5.35         6.75         7.67 

Delta  __________         3,71         5.56         7.65 

United  _           _           _         0.16         5.20         5.48         5.27         5.85         5.54         6.10         6.35         5.07         5.39 

Continental  ________        6.07         4.67         2.88         2.98         4.35 

Trans  World  2.34         2.83         2.79         2.39         1.97         2.20         3.09         267         2.90         2.88         3.27         3.01         2.75 

Westair  ___________         0.84         1.29 

Piedmont  _______       25.21        41.01        47.51        28.13          -          - 

Eastern  22.43        2069        15.66        10.75        10.47         7.19         6.45         7.04         8.50         6.17         0,82           -           - 

People  Express  -          -        4,33       13.02       18.37       23.36       16.12       11,44          -          -          -          -          - 

Empire  0.75         4.43        1668        18.33        18.05        23,45        27,36         9,08           _____ 

Repuljlic  0,74         2,34         0,78           _           _           _         3,65         3,82           _____ 

WngM  _          _          _        0.30         1.77         0,92          _______ 

AirNorth  3.21         3.11         1.75         031           _____-_-- 
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Source:  U.S.  Departmerrt  of  Transportation  Form  41  Data. 

Figure  52.  U.S. 
1979-91  (Units 

Airline  Industry 
in  Thousands) 

—  Market  Share  Based 

on  Enplanements.  Tampa/St.  Petersburg/Clearwater  International  Airport, 
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Source:  U.S.  Department  of  Transportation  Form  41  Data. 
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Hgure  53.  U.S.  Airline  Industry  —  Market  Share  Based  on  Enplanements,  Washington  Dulles  International  Airport  1979-91 
(Units  in  Thousands) 
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Trans  World  16.03        13.92        13.30        12.45         9.74         8.14         6.71         4.05         4.19         4.56         4.97         4.14         2.90 
Continental  4.82         8.65       10.55       10.36        8.80        9.88        8.98        6.23       28.59         7.60         360         2.56         2.56 

USAit  -  -  -  -         0.62         2.69         3,01         1,95         1,70         1,67         1,68         2,14         2,39 

Northwest  4.69         7.98         8.89        10.67         7.54         4.31         2i1         1.90         3.66         3,38         2,24         2,35         2,11 

Pan  Am  11.17         7.79         7.05         6.15         5.73        10.02         9.39         5.59         4,19         444         5,58         5.29         1.08 
PresidentBi  ------        2,79       18.77         7.22         8.68        5.72  - 

Braraff  10.77        10.37        10i7         1.48  -         2.14         3.88         1.53         1,36         1.61         0.50 

Eastern  3.72         2i1         0.04  -         0,48         3,33         5,08         1,73         1.46         0.72  -  -  - 

Western  -  -  -        2.84         3.97         2.24         1.96         1.36        0.31  _  _  _  _ 

NewYoriiAir  ______        12.20        15,57  _____ 

People  Express  -  -  -        052        8.44         7.21         8.54        4.51  _____ 

Republic  1,72         4j0         3.95         4.72         3,92         4,72         6,08         2,55  _____ 

AirVirgina  0.11         0.57         0.77         1.04         0.90         1,12         0,22  -----  - 

Frontier  _____        319        qOS  —  —  —  —  —  — 

SouttKni  2.02  ____________ 

OaA  1.47  ____________ 

Piedmont  0.26  —  —  —  —  —  —  —  —  —  —  —  — 


Total  Industry 
Enplanements 

1,551.8 

1,112.3 

965.9 

1,130.1 

1,341.1 

1,601.2 

2,385.0 

4,239.1 

4,9115 

4,322.8 

4,537.2 

4,445.4 

4,706.4 

MrtMUhHItsckiiM 

lata                            1,424 

1,474 

1,573 

1,650 

1,607 

1,226 

907 

1,3«3 

2,207 

2,961 

3,651 

4,038 

4,663 

Source:  U.S. 

Department  of  Transportation  Form  41  Data 

Figure  54. 

U.S.  Airline  Industry  —  Martret  Share  Based 

on  Enplanements,  Washington  National  Airport,  1979-91  (Units  in  Thousands) 

1979 

1969 

1961 

1992 

1913 

1994 

196$ 

1986 

1967 

1968 

1969 

1990 

1991 

USAir  9.96%  11.13%  10.34%  11.13%  11.50%  11J9%  12.43%      13.52%      13.15%      12.83%      17,68%      22,05%      23,61% 

Nortliwest  6,58         6,66         7,02  6,41  6,17         6.19  6.65  7.50  8.37  7.82         9,70        10,39        16.07 

Delta  7,52         7.67         6.58  664         6.87         6.95  6.40  6.73  8,70  10,08  11,66         9,87        14,97 

American  9,94         8,58         6,43  5,59         4,95         5,06  5,08  5.59  6.97  7.65  8.69         9.51        11,95 

Continental  _           _           _  o,13         0,30           -  -  0,08  6,16  8,02  9,89         8,08         8,16 

United  8.25         6.68         6.37  6,58         6,17         5,95  5,17  6,05  5,53  5,91  5.78         5,71         6,43 

Pan  Am  -         4.95         4.05  3.93         4.27         3.30  3.54  4,20  6.02  7.35  10,01         8.79         5,94 

Trans  World  7.40         7,16         6,17  6.61         6,64         6,72  6,73  6.34  6.23  5.81  6,05         5,61         5,25 

Trump  Shuttle  ----------  3,05  5,45  4,45 

Midway  -         0.47         1.06  0.95         0.99         0.92  1.17  1.65  1.65  1.78  1.93         1.89         1,45 

America  West  __________  q  43  072  0,86 

Eastern  28,93  28,11  24,75  24,19  22,82  22,92  23,16        24,05        26,01        22,47         7,97        11,49         0,38 

Piedmont  8,50         8.08         8.20  7,83         7,89         7.68  7.90  9.57  9.15  8,73  5,17           - 

Branifl  3,12         2.66         2.05  0.68           -         0.27  0.50  1.00  1.25  1.34  1.54 

Western  0.27         0.62         1,04  1,01         0.59        0.39  0.54  0.60  0.10  _  _          _          _ 

NewYoricAir  -         0.09         6.76  7.83         8.56         9.86  8.73  6.93  _____ 

Paople  Express  _          _          _  1.07        3.44         4.18  3,85  2.%  -  -  -          -          - 

RipilUiC  0.18         0.36         0.45  0.65         0.68         0.73  1.09  1.17  _____ 

Qailt  -         0.20         0.66  0.91         1.02         0.94  1.06  0,89  _____ 

Henson  1.34         1,48         1,60  1.97         1.67         1.81  191  -----  - 

Ransome  1.54         2.06         1,75  1,34         1,36         1,26  0,90  -----  - 

Air  Florida  0,20         1,40         2,27  1,87         1,60         0,45  ------  - 

National  4.92          ____________ 


Total  Industry 
Enplanements 

7.302,1 

6,979,5 

6,751.3 

6,339,0 

6,919,6 

6,992.2 

7,076.2 

6,620.5 

7,111.1 

7,257.0 

6,893.0 

7,032.0 

6,627.8 

HertJadafeMiirscOinaii 
lata 

1J68 

1^93 

1,079 

1,065 

1,021 

1.040 

1,049 

1,143 

1,275 

1,154 

992 

1,155 

U77 

Source:  U.S.  Department  of  Transportation  Form  41  Data. 
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Invastmsot  Coda  (for  a  six-  to  12-montti  time  horizon) 


U.S.  equities  are  coded  aoainst  the  S&P  500;  Japanese  equities  are  coded  against  the  Tolcyo  Stock  Price  Index  (TOPIX);  equities  from  other 
countries  are  coded  against  the  appropriate  local  index. 

B«r  Expected  to  outperform  the  maricet       Hold:  Expected  to  match  the  mari(et       Undorpoiforai:  Expected  to  underperform  the  mariat 
Liquidity  Cod*  (based  on  20  prior  trading  days)  


U.S.  stocls  are  coded  based  on  a  descending  scale  of  1-5,  with  1  representing  the  most  liquid  quintile  of  the  S4P  500  based  on  the  dollar  vakM  of 
shares  traded.  The  quintile  ranges  are  printed  each  week  in  the  Equity  Research  Weekly. 


Salomon  Brothers  Inc  actively  trades  in  the  securities  of  the  companies  in  the  airiine  industry  for  customers'  accounts  and  for  its  own  account!. 
Salomon  Brothers  Inc  also  may  issue  options  on  securities  of  the  companies  in  the  industry  and  may  trade  for  its  own  accounts  in  options  that 
have  been  issued  by  others.  We,  accordingly,  may  at  any  time  have  a  long  or  short  position  in  any  such  security  or  in  options  on  any  such 
security. 


Although  the  information  in  this  report  has  been  obtained  from  sources  that  Salomon  Brothers  Inc  believes  to  be  reliable,  we  do  not  guarantee  Its 
accuracy,  and  such  information  may  be  incomplete  or  condensed.  All  opinions  and  estimates  included  in  this  report  constitute  our  judgment  as  of 
this  date  and  are  subject  to  change  without  notice.  This  report  is  for  information  purposes  only  and  is  not  intended  as  an  offer  or  soficitation  witti 
respect  to  the  purchase  or  sale  of  any  security.  This  publication  has  been  approved  for  distribution  in  the  UK  by  Salomon  Brothers  International 
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INTRODUCTION 

This  is  the  seventh  edition  of  our  annual  report,  which  analyzes  the 
financial  condition  of  the  airline  industry.  Because  of  the  liquidation 
of  Eastern  Air  Lines,  Inc.,  Pan  Am  Corp.  and  Midway  Airlines,  Inc.  in 
1991  and  the  current  Chapter  11  status  of  America  West  Airlines,  Inc., 
Continental  Airlines  Holdings,  Inc.  and  Trans  World  Airlines,  Inc.,  the 
report's  structure  has  changed.  It  no  longer  is  meaningful  or  practical 
to  construct  an  industry  balance  sheet.  Accordingly,  this  report  consists 
of  two  parts.  First,  a  financial  ranking  of  the  carriers;  and  second, 
financial  ratios  for  each  of  the  seven  remaining  airlines. 

SUMMARY      OF      FINDINGS 

•  In  1990,  14  U.S.  airlines  reported  a  combined  loss  of  $5137  billion 
versus  a  loss  of  $736.5  million  in  1989,  because  of  sharply  higher  fuel 
prices,  the  inability  to  increase  fares  and  stagnant  domestic  air  travel. 

•  In  1991,  the  airlines  were  affected  negatively  by  weak  traffic, 
reflecting  the  recession  and  the  Persian  Gulf  war,  which  depressed 
international  travel.  The  nine  major  carriers  reported  combined  losses 
of  $1.6  billion. 

•  Three  airlines  ceased  operations  in  1991:  Eastern  Air  Lines  on 
January  17,  1991;  Midway  Airlines  on  November  15,  1991;  and  Pan  Am 
on  December  3,  1991. 

•  After  unprecedented  losses  since  1989,  the  financial  condition  of  the 
U.S.  airline  industry  deteriorated  dramatically. 

•  During  the  first  half  of  1992,  the  nine  U.S.  airlines  reported  a 
$1.178.0-billion  net  loss.  As  a  result,  the  financial  condition  of  the 
industry  further  deteriorated. 

•  While  our  rigorous  comparisons  of  airline  financials  are  more 
difficult  in  view  of  the  sharp  increase  in  off-balance-sheet  operating 
leases,  we  believe  that  the  financially  strongest  airline  is 
Southwest  Airlines  Co. 
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PART     1:     U.S.     AIRLINE     RANKING 

Rgure  1.  Financial  Quality  Ranking  of  19  U.S.  Alrllnss,  1985-91 

Mfllu                                                                         1991                  1990 

1389 

1988 

1987 

1986 

19S5 

Southwest  Airlines  Co.  12  4  7                  7  4                  4 

Delta  Air  Lines,  Inc.  2                  1  1  11  3                  3 

AMR  Corp.  3                  4  2  4                  3  5                  5 

UAL  Corp.  4                   3  5  3                   6  6                   7 

Alaska  Air  Group,  Inc.  5                  5  3  2                  8  NR                NR 

USAir  Group,  Inc.  6                  7  7  8                  5  12 

NWA  Inc. 7 NR NR 5 2 2 1 

Air  Wis  Services,  Inc.  a                  6  8  6                NR  NR                NR 

America  West  Airlines,  Inc.  b                  8  6  11                 12  NR                NR 

Trans  World  Airiines,  Inc.  b                  9  10  9                  9  9                 12 

Continental  Airlines,  Inc.  b                 10  9  13                 11  11                 14 

Midway  Airlines,  Inc.  c                 11  11  10                  4  NR                NR 

Eastern  Air  Lines,  Inc.  d                 12  13  14                 10  10                 10 

Pan  Am  Corp.  e                 13  12  12                 13  12                 15 

Ozark  Holdings,  Inc.  f                   f  f  f                   f  f                  6 

People  Express,  Inc.  g                  g  g  g                  g  13                 11 

Piedmont  Aviation,  Inc.  h                 h  h  h                 h  7                 8 

Republic  Airlines,  Inc.  1111119 

Western  Airlines,  Inc.  j                   j  j  j                   j  8                 13 

'  Acquired  by  UAL  Corp.  on  September  17.  1991.  °  In  Chapter  11  Bankruptcy  proceedings.  '■  Ceased  operations  on  November  15,  1991.  "^  Ceased 
operations  on  January  17.  1991   ^  Ceased  operations  on  December  3,  1991   '  Acquired  by  Trans  World  Airlines.  Inc.  on  September  15,  1986.  and  included 
in  TWA's  1986-87  data.  0  Acquired  by  Texas  Air  Corp  qn  December  30,  1986,  and  included  in  Texas  Air's  1987  data.  ^  Acquired  by  USAir  Group,  Inc.  on 
November  5.  1987,  and  included  in  USAirs  1987  data.  '  Acquired  by  NWA  Inc.  on  August  12,  1986,  and  included  in  NWA's  1986  data,  i  Acquired  by  Delta 
Air  Lines,  Inc  on  December  18,  1986,  and  Included  in  Delta's  1987  data.  NR  Not  ranked. 
Souic«:  Company  rtports. 
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PART-    II:      COMMENTARY 
AIRLINE 

AND 

F  1  N  A  N  C 

1  A  L 

RATIOS 

FOR 

EACH 

Figure  2.  Alaska  Air  Group,  Inc. 

—  Finapclal  Ratios.  1982-91  (Dollars  in  Millions^) 

1982 

1983 

1984 

1985 

198S 

19(7 

1988 

1989 

1998 

1991 

1987-91 

Cash  and  Marketable  Securities 
Working  Capital 

$43.7 
17.5 

$55.3 
27.1 

$61.0 
23.0 

$148.0 
103.1 

$66.2 
(8.8) 

$105.4 
29.8 

$48.5 
(30.1) 

$110.6 
9.5 

$52.3 
(128.3) 

$102.8 
(24.7) 

$83.9 
(28.8) 

Current  Ratio 

1.33X 

1.45X 

1.30X 

2.09X 

0.94X 

1.19X 

0.83X 

1.04X 

0.57X 

0.90X 

0.91X 

Pretax  Interest  Coverage 
Fixed-Charge  Coverage 

4.4 

3.1 

4.2 
3.0 

3.0 
2.3 

2.2 
1.9 

3.0 

2.4 

1.9 
1.4 

4.1 
2.3 

3.7 
2.1 

1.3 
1.1 

1.0 
1.0 

2.4 
1.6 

Cash  Flov»  as  a  Pet.  of  Long-Term  Debt 
Cash  Flow  as  a  Pel  of  Total  Debt 
Retained  Cash  as  a  Pet  of  Long-Term  Debt 
Cash  Flow  as  a  Pet  of  Capital  Expenditures 

57.5% 
50.8 
53.7 
139.0 

52.3% 
47.6 
50.5 
100.0 

46.3% 
43.2 
44.8 
45.0 

18.0% 
17.2 
17.1 
25.8 

20.5% 
19.3 
19.9 
81.2 

25.3% 
24.3 
24.0 
67.4 

50.3% 
48.4 
48.8 
67.2 

39.2% 
37.9 
37.9 
61.7 

22.8% 
19.3 
20.3 
31.3 

11.1% 
10.6 
9.5 
29.1 

29.7% 
281 
28.1 
51.3 

Long-Term  Debt  as  a  Pet,  of  Capitalization 
Long-Term  Debt  as  a  Pet.  of  Total  Equity 
Total  Debt  as  a  Pel  of  Total 
Capitalization  and  Short-Term  Debt 

39.9 
79.5 

43.0 

40.0 
84.9 

42.2 

48.2 
93.0 

49.9 

54.0 
144.7 

55.1 

56.6 
164.6 

58.1 

39.5 
75.0 

40.4 

32.7 
55.8 

33.6 

37.1 
664 

38.0 

51.5 
122.4 

55.6 

63.1 
197.2 

64.0 

44.8 
103.3 

46.3 

Retained  Earnings 
Book  Value  Per  Share 

$21.1 
6.65 

$35.5 
8.05 

$57.9 
10.12 

$81.9 
13.05 

$97.6 
14.31 

$119.8 
17.37 

$154.6 
18.95 

$194.4 
21.08 

$202.9 
21.23 

$203.9 
21.50 

NM 
NIUI 

Return  on  Average  Common  Equity 
Pretax  Return  on  Average  Capital 

18.4% 
23.5 

18.5% 
20.9 

20.2% 
19.8 

16.1% 
14.5 

21.7% 
14.7 

5.9% 
8.9 

12.8% 
15.6 

12.1% 
15.0 

2.6% 
6.1 

0.7% 
6.2 

6.8% 
10.4 

Cash  Flow  from  Operations 
Capital  Expenditures 

$32.1 
23.1 

$38.5 
38.5 

$47.0 
104.6 

$41.8 
161.9 

$59.9 
73.8 

$51.4 
76.3 

$86.1 
128.0 

$89.1 
144.4 

$78.0 
249.4 

$621 
213.4 

$73.3 
162.3 

Long-Term  Debt  and  Capital  Leases 
Short-Term  Debt 

55.8 

7.4 

73.6 
7.2 

101.6 
7.2 

233.0 
10.4 

291.7 
19.2 

203.6 
7.7 

171.1 
7.0 

227.0 
8.2 

342.4 
61.4 

560.9 
223 

301.0 
21.3 

^  Except  per-share  amounts.  NM  Not 
Source:  Company  reports. 

meaningful. 

COMMENTARY 


Alaska  Airlines,  Inc.,  a  subsidiary  of  Alaska  Air  Group,  Inc.,  is  a 

small  airline  by  industry  standards  but  has  had  particularly  impressive 
capitalization  ratios,  fixed-charge  coverages  and  cash  flow  ratios  as  a 
result  of  its  consistent  record  of  profitability.  However,  the 
$33.5-million  loss  in  the  first  half  of  1992  has  altered  the  company's 
year-end  1991  ratios.  Alaska  and  Southwest  Airlines  Company  are  the 
only  two  airlines  to  cover  fully  their  pretax  interest  and  fixed  charges. 
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Rgura  3.  AMR  Coip.  —  Financial  Ratios,  1982-91  (Dollars  In  Millions') 

196 

im 

1U4 

i9as 

1986 

in? 

i9n 

in9 

1990 

1991 

15^R 

Cash  md  Martetal)le  Securities 
Wortong  Capital 

$465.9 
(28.8) 

$1,070.0 
427.5 

$1,353.7 
627.7 

$1,357.0 
467.8 

$1,083.4 
124.4 

$1,012.3 
75.3 

$1,286.6 
(180.6) 

$601.2 
(1,387.9) 

$949.3 
(2166.9) 

$1,249.0 
(1,936.0) 

$1,019.7 
(1,119.2) 

Cunem  Ratio 

0.98X 

1.30X 

1.40X 

1.26X 

1.06X 

1.04X 

0.94X 

0.60X 

0.55X 

a59x 

0.74X 

Pretax  Interest  Coverage 
Rxed-Charge  Coverage 

0.4 
0.5 

2.5 
2.3 

3.5 
28 

4.3 
3.3 

2.9 
2.5 

21 
1.8 

3.7 
27 

29 
22 

0.4 
0.6 

0.0 
0.3 

1.8 
1.5 

Cash  Flo*  as  a  Pet  of  Long-Term  Debt 
Cash  Row  as  a  Pet  of  Total  Oetil 
Retained  Cash  as  a  Pet  of  Long-Term  Debt 
Cash  Flow  as  a  Pel  of  Capital  Expenditures 

11.0% 
10,4 
10.4 
44.5 

31.8% 
29.8 
30.5 
99.9 

38.2% 
35.9 
37.0 
111.5 

39.5% 
36.8 
39.1 
63.5 

33.3% 
299 
33.2 
49.4 

27.8% 
26.6 
27.7 
65.6 

40.9% 
39.0 
40.5 
94.7 

521% 
28.8 
51.6 
50.2 

16i% 
11.6 
16.2 
18.3 

9.1% 
7.7 
9.1 
15.1 

295% 
22.7 
29.0 
48.8 

Long-Term  Debt  as  a  Pel  of  Capitalization 
Long-Term  Debt  as  a  Pet  of  Total  Equity 
Total  Debt  as  a  Pel  of  Total 
Capitalization  and  Short-Term  Debt 

64.1 
196.3 

65.5 

51.2 

114.4 

52.8 

47.2 
1026 

48.8 

43.7 
884 

45.5 

45.1 
98.0 

47.8 

45.0 
98.3 

46.1 

40.9 
83.4 

421 

33.5 
61.2 

47,8 

42.8 
87.8 

51.2 

57.6 
155.0 

61.5 

44.0 
97.1 

49.7 

Retained  Earnings 
Book  Value  Per  Share 

$337.6 
22.45 

$543.2 
26.87 

$755.3 
31.23 

$1,092.1 
37.17 

$1,367.7 
43.20 

$1,561.9 
45.58 

$2,028.4 
53.50 

$2,465,1 
60,54 

$2422.2 
5982 

$2,181.0 
55.50 

NM 

NM 

Return  on  Average  Common  Equity 
Pretax  Return  on  Average  Capital 

(8.9)% 
2.5 

15.6% 
13.5 

15.2% 
15.8 

18.3% 
16.4 

11.6% 
12.0 

6.3% 
8.8 

14.4% 
14.7 

107% 
13,1 

(4.2)% 
2.6 

(10.6)% 
0.1 

3.3% 
7.9 

Cash  Flow  from  Operations 
Capital  Expenditures 

(181.3 
407.4 

$518i 
519.2 

$6420 
5759 

$7628 

1,201.7 

$811.4 
1,643.0 

$774.7 
1,181.5 

$1,123.6 
1,185.9 

$1,2024 
2,394.8 

$531.5 
2901.3 

$533.0 
3,536.0 

$833.0 
2239.9 

Long-Term  Debt  and  Capital  Leases 
Short-Term  Debt 

1,641.6 
100.3 

1,630.3 
112.5 

1,6804 
108.6 

1,929.0 
143.2 

2,436,0 
278,1 

2,782,1 
127.2 

2,749.5 
134.6 

2,305,8 
1,873,0 

3,271.9 
1,319.1 

5,879.0 
1.036.0 

3,397.7 
898.0 

*  Except  per-share  amouirts,  NM  Not  meaninflful. 
Source:  Company  reports 

COMMENTARY 


Although  AMR  Corp.'s  financial  structure  declined  in  1990  and  1991  as 
a  result  of  losses,  its  liquidity  remains  very  strong,  with  $1,249.0  million 
in  cash  and  marketable  securities.  AMR's  $l46.0-million  first-half  loss 
has  affected  the  company's  financial  ratios,  but  its  equity  offering 
earlier  in  the  year  has  helped  its  capital  structure. 
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Figure  4.  Delta  Air  Lines,  inc.  — 

'  Financial  Ratios, 

1982-91^  (Dollars 

In  Miiiions'i) 

1982 

1983 

1984 

188S 

1986 

1987 

1988 

1989 

1990 

1991 

AnnM 
1987-91 

Cash  and  Marketable  Securities 
Worlang  Capital 

$45.5 
(255.8) 

$55.2 
(220.8) 

$32.9 
(337,0) 

$37.2 
(326.4) 

$61.3 
(163.1) 

$379.9 
(1.5) 

$822.8 
259.3 

$529.7 
(288.0) 

$68.5 
(814.6) 

$763.7 
(263,2) 

$512.9 
(221,6) 

Current  Ratio 

0.66X 

0.70X 

0.61X 

0.65X 

0.78X 

I.OOx 

1.19X 

0.84X 

0.56X 

088x 

0.89X 

Pretax  Interest  Coverage 
Fixed-Charge  Coverage 

0.1 
0.3 

(1.8) 
(1.2) 

2.7 
2.4 

5.6 
3.9 

0.6 
0.7 

4.0 
2.7 

4.0 
2.4 

7.3 
3.3 

3.5 
2.1 

(1.8) 
(0,4) 

3.4 
2.0 

Cash  Ro*  as  a  Pet  of  Long-Term  Debt 
Cash  flow  as  a  Pel  of  Total  Debt 
Retained  Cash  as  a  Pet,  of  Long-Term  Debt 
Cash  flow  as  a  Pel  of  Capital  Expenditures 

79.3% 
44.8 
68.9 
56.3 

14.5% 
12.4 
109 
18.2 

85.9% 
68.5 
82.3 
116.5 

136.8% 
103.7 
131.6 
107.4 

43.3% 
40.4 
38.6 
60.8 

64.3% 
61.5 
59.9 
54.6 

88.0% 
83.8 
80.0 
48.2 

118.7% 
115.9 
110.3 
56.3 

57.6% 
53,3 
48,9 
44.9 

3,9% 
3,8 
(0,2) 
3.8 

66.5% 
63.7 
59.8 
41.6 

Long-Term  Debt  as  a  Pet.  of  Capitalizafion 
Long-Term  Debt  as  a  Pel  of  Total  Equity 
Total  Debt  as  a  Pel  of  Total 
Capitalization  and  Short-Term  Debt 

20.2 
35.4 

30.9 

45.0 
121.8 

48.9 

30.3 
64.0 

35.3 

22.0 
41.6 

27.1 

33,4 
66,7 

35.0 

28.7 
52.6 

29.6 

21.0 
33.0 

21.8 

18.3 
26.8 

18.7 

29.8 
50.7 

31.4 

42.1 
83.8 

43.0 

28.0 
49.4 

28.9 

Retained  Earnings 
Book  Value  Per  Share 

$824.3 
25.74 

$697.8 
2256 

$849.5 
26.38 

$1,081.0 
32.21 

$1,088.3 
32.45 

$1,307.6 
39.84 

$1,556.0 
44.99 

$1,957.8 
53.17 

$2,157,9 
56.32 

$1,761.1 
49.73 

NM 
NM 

Return  on  Average  Common  Equity 
Pretax  Return  on  Average  Capital 

(0.5)% 
0.4 

(12.2)% 
(7.7) 

14.1% 
15.1 

18.7% 
20.1 

(1.4)% 
23 

12.1% 
16.6 

11.6% 
14.7 

16.6% 
20.5 

7.9% 
12.0 

(29.6)% 
(8.6) 

3.7% 
11,0 

Cash  flow  from  Operations 
Capital  Expenditures 

$287.7 
510.9 

$158.4 
867.9 

$576.4 
494.7 

$732.4 
6819 

$375.8 
618.2 

$655.0 
1,199.9 

$641.9 
1,330.6 

$834.4 
1,481,1 

$757.4 
1,686,5 

$80.5 
2,144.6 

$593.8 
1,568.5 

Long-Term  Debt  and  Capital  Leases 
Short-Term  Debt 

362.8 
279.3 

1,092.4 
185.5 

671.0 
170.1 

535.2 
171.3 

868.6 
61.0 

1,018.4 
47.2 

729.5 
36.4 

703.0 
169 

1,3152 
105-4 

2,058.6 
79.0 

1,164.9 
57.0 

'  Rscal  year-end  Jun  30  ''  Except  per-stiare  amounts.  NM  Not  meaningful. 
Source:  Company  reports. 

COMMENTARY 


Delta  Air  Lines,  Inc.,  one  of  the  financially  strongest  airlines,  has 
incurred  severe  losses  —  $172.6  million  in  1990,  $258.1  million  in  1991 
and  $331.8  million  in  the  first  half  of  1992.  As  a  result.  Delta's  financial 
structure  has  declined  significantly. 
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Figure  5.  NWA  Inc.  —  Financial  Ratios,  1982-91  (Dollars  in 

Millions^) 

1982 

1983 

1384 

1985 

1986 

1987 

1988 

1989'' 

1990 

1591 

Avenge 
1987-91 

Cash  and  Marketable  Securities 
Wortdng  Capital 

$32.5 
(46.0) 

$101.7 
10.3 

$49.6 
(99.8) 

$45.3 
(2243) 

$126.1 
(675.9) 

Si  53  7 
(463.6) 

$49.7 
(479.0) 

S333.0 
(324,4) 

5200.3 
(582.6) 

$58.8 
(1,107.2) 

S159.1 
(591.4) 

Cuirent  Ratio 

D.85X 

1.03X 

0.79X 

0.64X 

0.54X 

0.63X 

0.61X 

0.80X 

0.68X 

0.50X 

0.64X 

Pretax  Interest  Coverage 
RxeO-Charge  Coverage 

0.9 
0.9 

9.2 

4.4 

12.5 
5.9 

3.1 
2.4 

1.9 
1.7 

22 
1.8 

2.9 
2.1 

3.2 
2.2 

(0.3) 
(0.0) 

(0.4) 
(0.0) 

1.5 
1.2 

Cash  Flow  as  a  Pel  of  Long-Term  Debt 

Cash  Flow  as  a  Pel  of  Total  Debt 

Retained  Cash  as  a  Pel  of  Long-Term 

Debt 

Cash  Flow  as  a  Pel  of  Capital 

Expendihires 

0.0% 
2,680.4 

0.0 

241.3 

209.9% 
209.9 

192.5 

89.6 

274.4% 
232.9 

256.5 

79.3 

44.8% 
33.7 

40.9 

31.9 

22.4% 
16.7 

21.0 

46.5 

47.9% 
34.9 

45.2 

70.9 

45.1% 
43.5 

42.3 

70.6 

17.7% 
17.6 

17.7 

124.7 

1.5% 
1.5 

1.5 

6.7 

3.8% 
3.6 

3.8 

19.5 

23.2% 
20.2 

22.1 

58.5 

Long-Term  Debt  as  a  Pel  of  Capitalization 
Long-Term  Debt  as  a  Pel  of  Total  Equity 
Total  Debt  as  a  Pel  of 
Capitalizabon  and  Short-Term  Debt 

0.0 

0.0 

0.5 

8.2 
11.7 

8.2 

7.9 
11.2 

9.1 

29.3 
52.2 

35.5 

50.8 
125.4 

58.1 

34.4 
62.3 

41.8   ■ 

32.1 
56.1 

328 

65.3 
519.8 

65.5 

68.3 
931.7 

68.7 

75.3 
7,425.0 

76.5 

55.1 
1,799.0 

57.1 

Retained  Earnings 
Booh  Value  Per  Share 

$667.9 
37.85 

$700.6 
39.33 

$738.6 
41.05 

$792.1 
43.49 

$849.4 
46i9 

$927.0 
52.32 

$1,035.8 
56.09 

S(9,640) 
NA 

$(310.8) 
NA 

$(627.7) 
NA 

NM 
NA 

Return  on  Avg.  Common  Equity 
Pretax  Rehjrn  on  Average  Capital 

0,6% 
0.7 

6,0% 
6.8 

9.9% 
9.8 

7.9% 
5.7 

7.5% 
8.1 

7.8% 
10.3 

8.6% 
9.4 

17.2% 
10.7 

(57.0)% 
(2.3) 

(150.5)% 
(3.1) 

(34.8)% 
5.0 

Cash  Flow  From  Operations 
Capital  Expenditures 

•$1329 
55.1 

$2099 
234.3 

$274.4 
345.8 

$221.4 
693,1 

$310.8 
668.9 

$454.2 
640.8 

$413,4 
585,7 

$628.4 

504.0 

$51.6 
772.6 

$136.7 
701.9 

$336.9 
641.0 

Long-Term  Debt  and  Capital  Leases 
Short-Term  Debt 

0.0 
5.0 

100.0 
0.0 

100.0 
17.8 

494.1 
162.4 

1,386.3 
475.6 

949.1 
351.4 

915.8 
33.6 

3,546.0 
33.1 

3,472.4 
79.1 

3,593.7 
243.5 

2,495.4 
148.1 

'  Except  per-share  amounts.  •>  U.S  Oepartnnent  of  Transportation  Form  41  ilata  lor  lull  yeai 
Source;  Company  reports. 

•  1989  only.  NM  Not 

meaningtui 

COMMENTARY 


On  August  4,  1989,  Wings  Acquisition,  Inc.  completed  the  takeover 
of  NWA  Inc.  in  a  $3.6-billion  leveraged  buyout.  NWA's  continuing 
losses,  coupled  with  a  highly  leveraged  capital  structure,  have 
produced  negative  retained  earnings.  The  company  has  been  unable  to 
cover  its  pretax  interest  and  fixed  charges. 
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Figure  6.  Southwest  Airlines  Company  — 

Financia!  Ratios.  1982-91  (Dollars  in  Mlliions^l 

1 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

Average 
19«7-5l 

Cash  and  Uartetable  Securities 
Worl(ing  Capital 

$16.7 
14.3 

$130.7 
104.3 

$26.5 
15.5 

$69,3 
46.0 

$74,9 
45.2 

$142.7 
88.7 

$210.0 
112.1 

$146.4 
8.0 

$875 
(67.5) 

$2609 
80.1 

$169.5 
44.3 

Current  Ratio 

1.52X 

3.13X 

1.33X 

1.64X 

1.55X 

1.79X 

1.73X 

1.04X 

0.70X 

1.31X 

1J1x 

Pretax  Interest  Coverage 
Fixed-Charge  Coverage 

3.9 
3.3 

5.9 
5.0 

4.9 
3,8 

2.3 

i1 

2,2 
2.0 

1.3 
1.3 

2.7 
2.3 

3.1 
2.5 

2.0 
1.7 

1.3 
1,2 

2.1 
1.8 

Cash  Flow  as  a  Pet  of  Long-Term  Debt 
Cash  Flow  as  a  Pel  of  Total  Debt 
Retained  Cash  as  a  Pet.  of  Long-Term  Debt 
Cash  Flow  as  a  Pel  of  Capital  Expenditures 

59.8% 
57.1 
56.6 
45.4 

56.8% 
54.6 
54.4 
108.2 

67.8% 
64.9 
65.3 
56.4 

29.9% 
29.0 
28.9 
53.2 

39,3% 
38.0 
38.1 
73,4 

19.8% 
19.1 
18.1 
21.3 

36.2% 
35,3 
35,1 
50,6 

37.7% 
36.1 
36.6 
51.0 

28.4% 
27.2 
27.1 
29.2 

12,8% 
12,7 
12,1 
23,1 

27.0% 
26.1 
25.8 
35.1 

Long-Term  Debt  as  a  Pel  of  Capitalizabon 
Long-Term  Debt  as  a  Pet.  of  Total  Equity 
Total  Debt  as  a  Pel  of  Total 
Capitalization  and  Short-Term  Debt 

27.2 
44.2 

28.1 

29.6 
50.5 

30.4 

25.7 
42.4 

26.5 

40,3 
81,8 

41,1 

35,3 
66.2 

36.1 

29.5 
48.8 

30.3 

35,6 
65,1 

36,2 

33.4 
60.3 

34.4 

31.4 
54.1 

32.3 

45,7 
98,2 

45,9 

35.1 
65.3 

35.8 

Retained  Earnings 
Book  Value  Per  Share 

$132.3 
7,93 

$169.4 
7.86 

$215.3 
9.01 

$258,6 
10.63 

$304.4 
11.68 

$320.4 
12.09 

$374,2 
13,36 

$441.6 
13.40 

$484.6 
14.35 

$507,3 
14,70 

NM 

m 

Return  on  Average  Common  Equity 
Pretax  Return  on  Average  Capital 

12.2% 
12.1 

14.7 
15.9 

14.7 
13.9 

9.6 
10.4 

8.8 
10.0 

2.4 
5.7 

9,0 

11,1 

10.6 
12.8 

5.6 
8.9 

2.2 
6.2 

6.0 
9.0 

Cash  Flow  from  Operations 
Capital  Expenditures 

$63.6 
140.1 

$90.1 
83.3 

$104,0 
184.3 

$114,1 
214,5 

$133.3 
181.8 

$49.7 
232.9 

$133,8 
264,5 

$133.7 
261.9 

$92.7 
317.7 

$78.9 
341.1 

$97.8 
283.6 

Long-Term  Debt  and  Capital  Leases 
Short-Tenr  Debt 

106.3 
5.1 

158.7 
6.5 

153,3 
■6,8 

381.3 
12.5 

339.1 
11.5 

251.1 
9.7 

369,5 
10.0 

354.1 
16.2 

327,0 
13,6 

617.0 
6.6 

383.8 
11.2 

'  Except  per-share  amounts.  NM  Not  i 
Source:  Company  reports. 

meaningful. 

COMMENTARY 


Southwest  Airlines  Company  is  one  of  the  most  consistently 
profitable  and  best-managed  airlines  in  the  industry.  A  sharp  earnings 
decline  in  1987  resulted  in  a  drop  in  several  key  financial  ratios  and  a 
lower  ranking  for  Southwest.  Over  the  past  two  years,  however,  its 
financial  condition  has  improved  significantly.  Southwest  Airlines  is  the 
only  airline  in  our  coverage  to  report  profits  in  1990,  1991  and  the  first 
half  of  1992.  In  fact,  the  company  was  ranked  as  the 
second-strongest  airline  in  1990  and  the  first  in  1991. 
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Figure  7.  UAL  Corporation  —  Financial  Ratios,  1982-91  (Dollars  In  Millions^) 

1912 

1983 

1984 

198S 

1988 

1987 

1988 

1989 

1990 

1991 

Average 
1987-91 

Cash  and  Marketable  Securities 
Working  Capital 

$308,8 
(392.51 

$2921 
(680.51 

$442.2 
(525.4) 

$750.5 
116.2 

$2181 
(612.2) 

$2,2080 
17.2 

$1,132.7 
(697.8) 

$1,422.5 
(486.0) 

$1,195.1 
(1,117.2) 

$1,176.5 
(1,201.4) 

$1,426.9 
(697.1) 

Current  Ratio 

0.73X 

0.65X 

0.73X 

1.04X 

0.84X 

I.OIx 

0.76X 

0.85X 

0.70X 

0.71  X 

0.80X 

Pretax  Interest  Coverage 
Fixed-Charge  Coverage 

0.2 
0.3 

1.3 
1.2 

4.1 
3.5 

0.5 
0.6 

12 
1.1 

0.8 
0.9 

4.9 
3.8 

3.2 
2.3 

1.5 
1.2 

(1.9) 
(0.2) 

1.7 
1.6 

Cash  Flo*  as  a  Pel  ol  Long-Term  Debt 
Cash  Flow  as  a  Pel  of  ToUl  Debt 
Retained  Cash  as  a  Pet.  ol  Long-Term  Debt 
Cash  Flow  as  a  PcL  ol  Capital  Expenditures 

14.4% 
13.2 
14.4 
31.1 

45.0% 
36.2 
43.7 
68.7 

81.0% 
58.6 
76.8 
198.5 

21.9% 
15.8 
19.6 
66.5 

47.8% 
30.8 
456 
70.7 

41.7% 
23.9 
38.7 
60.4 

70.7% 
56.2 
70.7 
106.3 

45.9% 
32.9 
45.9 
39.1 

32.1% 
22.5 
321 
15.6 

14.0% 
11.4 
14.0 
16.0 

40.9% 
29.4 
40.3 
47.5 

Long-Term  Debt  as  a  Pet.  ol  Capitalization 
Long-Term  Debt  as  a  Pel  of  Total  Equity 
Total  Debt  as  a  Pel  ol  Total 
Capitalization  and  Short-Term  Debt 

58.3 
159,9 

60.4 

41.5 
824 

46.8 

31.1 
52.4 

38.4 

56.7 
147.6 

64.4 

458 
90.3 

56.7 

32.7 
48.9 

45.8 

62.7 
168.2 

67.9 

46.1 
85.4 

54.4 

42.8 
74.9 

51.7 

60.3 
151.8 

65.1 

48.9 
105,9 

57,0 

Retained  Earnings 
Book  Value  Per  Share 

J555.9 
37.59 

$681.4 
40.50 

$9222 
47.22 

$814.4 
44.21 

$780.5 
45.69 

$1,073.8 
51.50 

$1,202.5 
56.76 

$1,526.5 
71.64 

$1,620.9 
76.34 

$1,288.9 
67.21 

NM 
NM 

Return  on  Average  Common  Equity 
Pretax  Return  on  Average  Capital 

(10.3)% 
1.3 

2.0% 
7.8 

15.6% 
19.6 

(5.2)% 
3.0 

(0.3)% 
8.9 

(1,0)% 
4,8 

28.9% 
31.4 

23.2% 
22.9 

5.8% 
9.8 

(41.8)% 
(11,2) 

3,0% 
11,5 

Cash  Flow  from  Operabons 
Capital  Expendibires 

$259.6 
8345 

$592.2 
862.0 

$802.5 
404.3 

$578.8 
870.3 

$9882 

1,398.1 

$595,3 
986.9 

$1,459.3 
1,372.5 

$613.4 
1,567.6 

$401.3 
2,575.9 

$340,1 
2,122,4 

$682,0 
1,7251 

Long-Term  Debt  and  Capital  Leases 
Short-Term  Debt 

1,800.7 
160.7 

1.316.2 
318.5 

991.3 
379.0 

2,646.0 
1,012.1 

2,069.5 
1,134.8 

1,430.3 
1,057.5 

2,062.8 
531.6 

1,336.2 
530.1 

1,250.6 
536.0 

2,424.3 
556.6 

1,700.8 
642.3 

^  Except  per-share  amounts  NM  Not  mearingtul. 
Source  Company  reports 

COMMENTARY 


UAL  Corporation,  like  several  other  airlines,  was  unable  to  cover 
pretax  interest  and  fixed  charges  as  a  result  of  losses  in  1991.  Its 
$1,176.5  billion  in  cash  and  marketable  securities  and  a  capital 
structure  of  60.3%  long-term  debt  as  a  percentage  of  total  capitalization 
indicate  considerable  financial  strength. 
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Figure  8.  OSAir  Group.  Inc.  —  Financial  Ratios.  1982-91  (Dollars  in 

Millions^) 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

AVBfSM 

1987-91 

Cash  aim  Marketable  Securities 
Working  Capital 

J149.4 
9^3 

$133.5 
59.2 

$275.9 
137.8 

$349,7 
229.5 

$336.2 
177.9 

$2326 

(97.3) 

$78.0 
(387.5) 

$14.9 
(600.3) 

$408,1 
(639,3) 

$319.6 
(914.2) 

$210,6 
(527,7) 

Current  Ratio 

1.40X 

1.21X 

1.44X 

1.71X 

1.47X 

0.90X 

0.68X 

0,62x 

0,66x 

0.53X 

0,68x 

Pretax  Interest  Coverage 

Fixed-Charge  Coverage 

Cash  Flow  as  a  Pet  of  Long-Term  Debt 

3.1 
2.6 

41.2% 

4.7 
3.6 
54.3% 

7.0 
51 
58.3% 

5.0 
3.9 
58.1% 

4.4 
3.5 
60.5% 

3.1 
2.5 
19.8% 

23 
17 
322% 

0,2 
0,6 
11,2% 

(2.2) 
(0.8) 
(12.9)% 

(0.7) 
0.0 
(3,4)% 

0,5 
0,8 
9,4)% 

Cash  Row  as  a  Pel  of  Total  Debt 
Retained  Cash  as  a  Pel  of  Lonj-Term  Debt 
Cash  Flow  as  a  Pel  ol  Capital  Expenditures 

39.0 
40.3 
54.9 

51.5 
53.4 
45.8 

56.2 
57.6 
93.7 

55.4 
57.4 
83.0 

56.6 
59.7 
834 

19.1 
19.6 
70.8 

30.3 
31.8 
667 

10,8 
10,1 
30,1 

(12.4) 
(14J) 
(46.5) 

(3.2) 
(5.1) 
(27.3) 

8.9 
8.4 
18.8 

Long-Term  Debt  as  a  Pel  of  Capitalizabon 
Long-Term  Debt  as  a  Pel  of  Total  Equity 
Total  Debt  as  a  Pel  of  Total 
Capitaliabon  and  Shon-Tenn  Debt 

37.9 
68.6 

39.2 

31.8 
53.8 

33.0 

31.7 
56.2 

32.5 

277 
47.2 

28.7 

24.0 

m 

44.5 
94.9 

45i 

35.6 
64.4 

37,0 

44,8 
96,5 

45,8 

61.8 
182.8 

62.9 

60.1 
161.5 

61.1 

49.4 
120.0 

50.5 

Retained  Earnings 
Book  Value  Per  Share 

$228.0 
22.97 

$305.7 
26.82 

$424.3 
31.92 

$538.1 
35,46 

$633.1 
38.77 

$823.1 
43.90 

$982J 
4758 

$899,9 
42,86 

$409.7 
31.50 

$625 
26.68 

NM 
NM 

Return  on  Average  Common  Equity 
Pretax  Return  on  Average  Capital 

9.8% 
126 

14,5% 
15.4 

18.7% 
20.0 

13.5% 
14.0 

9.8% 
11.8 

10.5% 
11.9 

8.3% 
10.1 

(3,2)% 
0,8 

(29.3)% 
(11.9) 

(41.3)% 
(4.6) 

(11.0)% 
1.3 

Cash  Row  from  Operabons 
Capital  Expenditures 

$130.2 
237.3 

$180.3 
393.4 

$242.0 
258.3 

$262.4 
315.9 

$257.2 
308.4 

$356.3 
503.3 

$429.4 
644.0 

$205,2 
6825 

$(339.3) 
730.0 

$(83.3) 
305.6 

$113.6 
573.1 

Long-Term  Debt  and  Capital  Leases 
Shoft-Temi  Debt 

315.8 
18.0 

331.8 
18.1 

414.8 
15.7 

451.4 
22.5 

425.0 
29.1 

1,798.2 
71.4 

1,3329 
85.6 

1,826,3 
75,1 

2620.9 
122.4 

2,472,9 
104,5 

torn 

91.8 

'  Except  per-share  amounts.  NM  Not 
Source:  Company  reports. 

meaningful. 

COMMENTARY 


USAir  Group,  Inc.  reported  losses  in  1989,  1990  and  1991,  as  a  result 
of  merger-related  problems  and  troubles  endemic  to  the  industry  as  a 
whole.  In  addition,  the  company  reported  a  $147.9-million  loss  in  the 
first  half  of  1992.  As  a  consequence,  the  company's  capital  structure 
and  financial  ratios  have  declined  sharply  since  1986. 
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Invasimant  Coda  (for  a  six-  to  12-month  time  horizon) 


U.S.  equities  are  coded  against  the  S&P  500;  Japanese  equities  are  coded  against  the  Tolcyo  Stocl(  Price  Index  (TOPIX);  equities  from  other 
countries  are  coded  against  the  appropriate  local  Index. 

Buy:  Expected  to  outperform  the  market       Hold:  Expected  to  match  the  market.       Undorperform:  Expected  to  underperlorm  the  market. 

Liquidity  Cod*  (based  on  20  prior  trading  days) 

U.S  stocks  are  coded  based  on  a  descending  scale  of  1-5,  with  1  representing  the  most  liquid  quintile  of  the  S&P  500  based  on  the  dollar  value  of 
shares  traded  The  quintile  ranges  are  printed  each  week  in  the  Equity  Research  Weekly. 

Salomon  Brothers  Inc  has  an  Investment  banking  relationship  with  AMR  Corp.,  Delta  Air  Lines,  Inc.,  UAL  Corp.,  and  USAir  Group,  Inc.  Within  the 
past  three  years,  we  have  managed  or  co-managed  registered  public  offerings  of  AMR  Corp  ,  Delta  Air  Lines,  UAL  Corp.,  and  USAir  Group,  Inc. 
preferred  stock  Salomon  Brothers  Inc  usually  makes  a  market  In  the  convertible  securities  of  AMR  Corp  and  USAir  Group,  Inc.  Salomon  Brothers 
Inc  actively  trades  in  the  securities  of  the  companies  mentioned  in  this  report  for  customers'  aaounts  and  for  its  own  accounts.  Salomon  Brothers 
Inc  also  may  Issue  options  on  the  securities  of  the  companies  mentioned  in  this  report  and  may  trade  for  Its  own  accounts  In  such  options  that 
have  been  issued  by  others.  We,  accordingly,  may  at  any  time  have  a  long  or  short  position  in  any  such  security  or  in  options  on  any  such 
security.  As  of  August  25,  1992,  the  Firm  held  long  positions  In  the  common  shares  of  AMR  Corp  ,  Alaska  Air  Group,  Inc.,  Delta  Air  Lines,  Inc.. 
UAL  Corp  ,  and  USAir  Group,  Inc :  short  positions  In  the  common  shares  of  AMR  Corp.,  Alaska  Air  Group,  Inc.,  UAL  Corp.,  and  USAir  Group,  Inc.; 
a  short  position  in  the  call  options  of  UAL  Corp.;  and  a  long  position  in  the  put  options  of  AMR  Corp 

Although  the  Information  In  this  report  has  been  obtained  from  sources  that  Salomon  Brothers  Inc  believes  to  be  reliable,  we  do  not  guarantee  its 
accuracy,  and  such  information  may  be  incomplete  or  condensed.  All  opinions  and  estimates  Included  In  this  report  constitute  our  judgment  as  of 
this  date  and  are  subject  to  change  without  notice.  This  report  is  for  Information  purposes  only  and  Is  not  intended  as  an  offer  or  solicitation  with 
respect  to  the  purchase  or  sale  of  any  security.  This  publication  has  been  approved  for  distribution  In  the  UK  by  Salomon  Brothers  International 
Limited,  a  member  of  the  SfA. 
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It  is  customary  for  speakers  by  way  of  introduction  to  tell  several  jokes. 
Well,  I  have  a  surprise  for  you.  I  did  not  come  down  here  to  entertain 
you;  rather,  I  will  discuss  some  very  critical  issues  facing  not -only  the 
U.S.  airline  industry  but  all  airlines  worldwide. 

You  may  remember  the  famous  skit  in  which  Bud  Abbott  and  Lou 
Costello  discuss  "Who's  on  First  and  What's  on  Second."  Both  of  those 
gentlemen  spoke  English.  They  both  spoke  about  the  same  subject  — 
namely,  baseball  —  yet  they  totally  failed  to  communicate.  It  was  a 
total  failure  of  communication  because  they  attached  different 
meanings  to  the  same  words. 

Today,  the  airline  industry  faces  a  similar  problem.  You  all  have  heard 
such  terms  as  globalization,  deregulation,  liberalism,  protectionism, 
open  markets,  and  open  skies.  These  are  just  a  few  words  that  are 
used  in  our  industry.  And  one  is  never  sure  as  to  what  exactly  they 
mean. 

This  morning  my  remarks  will  cover  two  areas.  First,  I  would  like  to 
discuss  the  status  of  the  airline  industry.  Second,  I  would  like  to 
outline  the  shape  of  the  aviation  landscape  to  come  in  the  next  three 
years.  I  will  really  go  out  on  a  limb.  In  the  process  of  discussing 
today's  problems  and  tomorrow's  prospects,  I  hope  to  give  meaning 
and  specificity  to  all  of  these  terms,  so  that  you  and  I  do  not  have  the 
problem  that  Bud  Abbott  and  Lou  Costello  encountered  in  the  skit. 

To  start  with,  let  me  tell  you  as  your  speaker  where  my  bias  is  — 
simply  stated,  where  I  come  from  and  what  my  self-interest  is  —  so 
that  you  can  judge  my  comments  and  conclusions. 

First,  I  am  interested,  obviously,  in  the  aviation  industry  from  the 
financial  perspective.  Everything  that  I  look  at  ends  up  in  dollars  and 
cents.  Second,  I  need  and  I  am  in  favor  of  a  growing  airline  industry. 
Third,  I  want  a  financially  sound  airline  industry  for  obvious  reasons. 

Let  us  look  at  the  current  state  of  affairs  in  the  industry;  chaos.  Chaos 
probably  best  describes  the  current  state.  Maybe  one  should  go  and 
use  the  term  utter  chaos.  Let  us  look  at  the  record.  In  the  past  two 
years,  the  U.S.  carriers  have  reported  losses  of  about  $7  billion.  You 
can  add  on  your  note  pads  another  $2  billion  for  1992.  The  great 
senator  from  Illinois,  Everett  Dirksen,  said,  "What's  a  billion  here  or  a 
billion  there?  Someday  it  may  add  up  to  real  money."  Ladies  and 
gentlemen,  we  are  beginning  to  talk  about  some  very  serious  money. 

Why  did  we  have  these  losses?  Well,  in  1990  fuel  prices  doubled  when 
Mr.  Hussein  went  for  a  Saturday  afternoon  drive  into  Kuwait,  and  the 
international  markets  bid  up  the  price  of  oil.  That  year,  the  carriers 
produced  a  $4-billion  loss.  In  1991,  passengers  disappeared, 
predominantly  in  international  travel  but  also  domestically,  when 
General  Schwarzkopf  went  for  a  Sunday  afternoon  drive  into  Iraq.  That 
cost  $2-3  billion.  Today,  in  1992,  we  have  recession  and  price  wars, 
from  which  we  will  generate  another  $2-billion  loss. 

We  are  now  talking  serious  losses  —  so  serious,  in  fact,  that  if  you  add 
it  all  up,  you  have  negative  retained  earnings  or,  when  we  finish  with 
this  year's  losses,  maybe  even  a  negative  stockholders'  equity.  Guess 
what'  You  are  all  —  or  most  of  you  are  —  working  for  a  bankrupt 
industry.  If  you  judge  it  in  purely  financial  terms,  it  is  bankrupt.  Guess 
what?  If  you  were  working  for  a  savings  and  loan,  the  Government 
would  have  come  in  and  shut  you  down. 

Let  me  shock  you  again  by  repeating  that  you  are  working  in  an 
industry  that,  judged  on  financial  standards,  is  bankrupt.  If  it  were  a 
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financial  industry  like  the  savings  and  loans,  the  Government  would 
have  taken  it  over,  shut  it  down  and  liquidated. 

Let  me  make  the  next  statement:  You,  ladies  and  gentlemen,  you  who 
operate  those  wonderful  machines,  are  not  the  problem.  You  are  not 
the  problem. 

In  a  great  number  of  instances,  you  are  probably  the  only  solution  left. 
Well,  what  is  the  problem?  How  did  we  get  here?  Well,  let  us  start  with 
the  first  term:  deregulation.  In  my  judgment,  half  of  the  people  in 
Washington  cannot  even  spell  the  word,  let  alone  explain  it  to  anyone. 

What  the  politicians  in  Washington  understand  is  more  comp)etition 
and  low  fares.  And  politicians  favor  low  fares  because  the  consumers 
like  low  prices.  In  fact,  deregulation  has  made  the  consumer  addicted 
to  low  fares.  Who  sets  fares  in  the  airline  industry? 

Let  me  give  you  another  bit  of  news:  You  would  expect  logically  that 
the  financially  strongest,  the  biggest,  the  most  aggressive  company 
would  set  the  pricing  structure  in  the  industry.  As  Bob  Crandall  found 
out,  that  is  not  the  case.  It  is  the  financially  most  desperate  or  the 
weakest  —  or,  for  that  matter,  the  dumbest  —  that  sets  prices  in  the 
industry. 

Where  are  we  going  on  prices?  Very  soon,  we  may  reach  the  p)oint  — 
and  I  am  trying  to  be  dramatic  to  emphasize  the  points  —  where 
airlines  pay  the  passengers  to  fly.  I  might  be  so  bold  as  to  suggest  that 
maybe  they  would  lose  even  less  money. 

I  did  some  research.  Was  there  ever  a  case  where  an  airline,  since 
deregulation,  paid  the  passengers  to  fly?  Yes.  Not  to  disparage  all  of 
the  fine  people  and  all  of  the  great  members  of  management  at  Alaska 
Airlines,  but  that  airline  had  a  rwo-week  promotion  during  which  they 
gave  a  passenger  a  gold  ingot  if  he  flew  on  a  new  route.  And  the  gold 
content  of  that  piece  of  jewelry  was  worth  more  than  the  price  of  the 
airline  ticket.  To  the  best  of  my  knowledge,  that  is  the  only  instance  of 
paying  passengers  to  fly.  I  hope  that  it  was  the  only  and  last  instance. 

Second,  domestic  traffic:  Are  you  aware  of  the  fact  that  there  has  been 
no  growth  in  domestic  air  travel  since  1987?  Let  me  rep)eat  that:  There 
has  been  virtually  no  growth  —  perhaps  0.5%  or  1%  a  year,  but  that  is 
about  all.  Prior  to  1987,  the  cardinal  rule  was  that  domestic  airline 
traffic  grew  at  anywhere  from  two  to  three  times  the  real  growth  in 
gross  national  product  (GNP).  So  if  GNP  increased  by  2%,  domestic 
revenue  passenger  miles  (RPMs)  increased  by  4%-6%. 

Why  is  there  no  growth?  There  are  those  who  suggest  that  we  have  a 
mature  industry.  They  say  that  anybody  who  wants  to  fly,  given  the 
fare  levels,  can  fly  today.  They  say  that  given  the  fact  that  more  than 
three  quarters  of  all  Americans  has  flown,  the  market  is  tapped  out.  I 
disagree.  There  are  those  who  say  that  the  fax  machine  and  video 
teleconferencing  have  been  responsible.  I  disagree. 

I  think  something  else  has  happened,  something  fascinating  —  or 
maybe  not  so  fascinating,  depending  on  your  point  of  view.  Let  us  take 
the  case  of  a  very  small  manufacturer  of  titanium  wing  nuts  or  rivets. 
He  generates  annual  sales  of  $10  million  and  maybe  has  15-20 
employees.  The  owner  of  this  small  private  firm  flies  once  a  year  to 
Cleveland  to  buy  titanium  wire  and  stamping  machines.  And  then  his 
salesperson  flies  several  times  a  year  to  Seattle  or  Long  Beach  to  sell 
his  little  rivets  or  clips. 

In  1987,  something  funny  happened.  A  Korean  businessman  showed 
up  and  said,  "Mr.  Jones,  would  you  fly  to  Seoul?  We  have  stamping 
machines  and  titanium  wire."  And  it  was  not  too  long  before  someone 
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came  in  from  Copenhagen  and  said,  "Mr.  Jones,  would  you  come  to 
Copenhagen?  We  also  make  stamping  machines  and  titanium  wire." 
And  then  someone  from  Airbus  showed  up  and  said,  "Gee,  you  sell 
titanium  clips.  We  would  like  to  buy  some  from  you." 

My  point  here  is  the  state  of  the  U.S.  economy  has  changed  drastically. 
It  is  part  of  a  global  economy.  That  is  why  —  and  I  hate  to  say  this  — 
most  economists  have  been  wrong  for  the  past  four  years  in  their 
economic  predictions. 

Their  equations  do  not  work,  and  they  do  not  have  a  global  economic 
model. 

What  has  happened  is  that  the  globalization  of  corporate  America  has 
affected  the  airline  industry.  We  did  not  lose  the  passenger,  he  just 
changed  his  destination.  It  is,  therefore,  not  surprising  that  American, 
Delta  and  United  went  on  a  buying  spree  to  acquire  international 
routes  if  not  outright  divisions,  because  that  is  where  all  of  the  growth 
is.  It  is,  therefore,  not  surprising  that  these  carriers  have  been  canceling 
aircraft  orders.  If  there  is  no  domestic  growth,  you  do  not  need 
domestic-type  aircraft.  They  have  not  canceled  or  postponed  many  of 
their  international  long-range  aircraft. 

Let  us  turn  to  another  subject  that  is  misunderstood:  foreign  ownership. 
Obviously,  the  current  regulations  restrict  the  foreign  carrier  from 
owning  more  than  25%  of  the  voting  stock  or  49%  of  the  total  equity  of 
a  company.  It  is  U.S.  policy  to  encourage  foreign  investment.  Do  you 
know  what  that  really  means  when  we  encourage  foreign  investment 
in  U.S.  airlines?  It  means  that  U.S.  aviation  policy  has  failed.  It  means 
that  we  are  saying  to  foreign  carriers,  "Please  come  help  save  our 
companies.  Please  come  help  save  our  jobs." 

We  asked  the  Shah  of  Iran,  if  you  recall,  in  the  late  1970s  to  come  and 
invest  in  Pan  Am.  More  important,  this  policy  of  encouraging  foreign 
investment  means  a  failure  in  U.S.  management  and  labor. 

Why  are  foreign  carriers  seeking  to  invest  in  the  U.S.  airline  industry  if 
there  is  no  growth?  There  is  a  very  simple  reason:  There  may  be  ten 
people  a  day  who  fly  from  Houston  to  Kuwait  to  punch  holes  in  the 
desert  or  weld  or  drill  or  work  or  manage  in  the  oil  industry.  These  ten 
passengers  come  to  New  York  or  another  gateway  and  connect  to  a 
foreign  carrier. 

Now  remember,  a  passenger  going  abroad  makes  a  number  of  stops 
and  visits  a  number  of  cities.  He  is  an  interline  passenger.  The  reason 
why  Lufthansa  is  bidding  for  Continental  is  because  that  company 
wants  to  convert  that  intedine  passenger  into  an  on-line  passenger. 
That  is  also  the  simple  reason  why  British  Airways  is  interested  in 
investing  in  USAir  —  namely,  tapping  the  international  passenger  at  the 
originating  point. 

Next  subject:  European  liberalism.  Europe,  on  January  31,  will  engage 
in  aviation  liberalism.  What  does  that  mean?  My  good  friend,  Bernard 
Attali,  says  it  is  cannibalism. 

To  some  others,  it  is  a  political  mask  for  outright  protectionism.  But  it 
is  a  very  good  mask  to  wear  these  days  because  it  sounds  good. 

What  will  happen  in  Europe?  Well,  they  are  going  to  replicate  at  a 
much  slower  pace  what  happened  in  the  United  States.  You  have  seen 
seven  smaller  carriers  fail.  You  wilPsee  more  failures. 
In  addition,  a  merger  movement  very  analogous  to  what  occurred  here 
several  years  ago  is  taking  place.  Air  France  acquired  UTA  Inter  and 
purchased  a  controlling  .stake  in  Sabina.  British  Airways  is  starting  up 
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Air  Russia  and  has  acquired  a  controlling  interest  in  Deutsche  B.A., 
TAT.  Dan-Air  proposed  investment  in  USAir  as  well  as  in  the  merged 
Qantas  Australian  Airlines. 

That  is  where  we  stand.  But  where  do  we  go  from  here?  Let  me  give 
you  the  future.  Hopefully,  the  chairman  will  invite  me  again  three  years 
from  now  so  that  you  can  hold  me  accountable. 

First,  we  are  in  the  last  stages  of  the  grand  experiment  in  U.S. 
deregulation.  There  may  be  one  or  two  more  Chapter  11  filings.  We 
could  see  one  or  two  more  outright  liquidations,  because  two 
companies  are  in  extreme  liquidity  crisis  as  we  speak.  So,  1993,  as  far 
as  the  U.S.  airline  industry  is  concerned,  will  be  an  important  year. 

Let  us  turn  to  Europe.  What  is  the  future  for  Europe?  More  failures  of 

third-level  carriers  will  occur;  however,  not  one  single  major  national 

flag  carrier  will  be  permitted  to  go  under.  The  Governments  will 

subsidize  them. 

Third,  some  old  Government-owned  carriers  will  be  privatized  and 

launched  into  the  free  marketplace. 

Fourth,  I  expect  the  emergence  of  22  airlines  from  what  was  once  the 

Union  of  Socialist  Republics. 

Thus,  1993,  on  a  global  scale,  will  be  a  transition  year.  I  did  not  come 

here  to  paint  a  picture  of  doom  and  gloom.  I  really  came  here  to  tell 

you  about  a  bright  future. 

An  explosive  profit  cycle  will  commence  in  1994.  I  feel  like  a  salmon 
going  up  the  Niagara  Falls,  trying  to  prove  to  people  that  prosperity  is 
around  the  comer.  How?  The  central  problem  in  the  industry  has  seen 
too  many  seats  chasing  too  few  bottoms.  Either  we  get  more  bottoms 
or  fewer  seats. 

I  am  here  to  tell  you  that  in  spite  of  everything  that  you  hear  about  a 
glut  of  aircraft,  a  shortage  is  developing.  This  is  what  I  meant  when  I 
said  that  I  am  in  a  minority  of  one  going  up  the  Niagara  Falls.  I  will 
convince  you  —  or  some  of  you,  hopefully  —  that  there  will  be  a 
shortage  of  seats.  And  this  shortage  of  seats  will  become  very  apparent 
in  1994. 

First,  Bob  Crandall,  Steve  Wolf,  Ron  Allen,  Seth  Scofield,  and  Ray  Vecci 
have  cut  $15  billion  of  airplane  orders  and  options  —  not  for  1993  but 
for  1994  and  beyond.  Oh,  yes,  they  used  diplomatic  language.  So  what 
you  will  see  is  that  the  financially  strong  companies  will  be  taking 
fewer  and  fewer  aircraft  after  1994. 

Second,  how  many  of  the  airplanes  that  Pan  Am,  Eastern  and  Midway 
had  upon  liquidation  are  flying  today?  How  many  have  been  recycled? 
Answer:  Only  25%.  The  combined  fleets  of  these  three  unforuinate 
airlines  were  392  aircraft  upon  liquidation.  Only  101  fly  today.  The 
others  are  in  various  stages  of  disrepair,  decay  and  cannibalization,  and 
will  probably  never  fly  again. 

Consequently,  if  we  do  have  further  consolidations  in  the  industry, 
additional  capacity  will  be  taken  out,  never  to  fly  again. 

Third,  stage  2  begins  to  bite.  Carriers  must  begin  to  ground  some  of 
their  stage  2  airplanes. 

Fourth,  you  recall  that  extraordinary  feat  of  aviation  by  Aloha  Airlines 
some  three  years  ago  when  a  737  became  a  convertible  aircraft  over 
the  islands  of  Hawaii.  The  Federal  Aviation  Administration  (FAA)  has 
issued  more  than  50  airworthiness  directives  that  affect  more  than  300 
aircraft.  Most  of  the  carriers  are  not  performing  the  mandated 
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airworthiness  directives.  Why?  They  were  going  to  ground  them 
anyway;  it  is  too  expensive.  Stated  another  way,  you  will  see  the 
long-awaited  grounding  cycle  commence  sometime  next  year. 

Therefore,  guess  what'  As  our  friends  in  the  Middle  East  have  taught 
us,  every  time  they  can  develop  a  shortage  for  their  product,  what 
happens?  The  price  of  that  product  goes  up.  Consequently,  in  1993  the 
U.S.  consumer  will  enjoy  his  last  binge  of  low  fares. 

Stated  another  way,  if  you  look  at  history  —  and,  unfortunately,  all  of 
us  spend  too  little  time  looking  at  history  —  the  last  great  profit  cycle 
in  the  airline  industry  occurred  when  the  biggest  shortage  occurred, 
and  that  was  during  the  1962-66  period,  when  the  obsolescent  piston 
age  came  to  a  screeching  halt,  and  there  was  a  shortage  of  jets. 

The  airline  industry  will  undergo  an  explosive  profit  cycle,  and  I 
believe  that  it  will  commence  sometime  early  in  1994.  And  I  hope  that 
as  carriers  begin  to  repair  the  damage  to  their  balance  sheets  and 
financial  structures,  the  Government  stays  out. 

Ladies  and  gentlemen,  you  have  been  listening  to  an  ancient  Chinese 
philosopher  too  long.  I  wish  you  well. 
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iRMSlnrant  Code  (tor  a  six-  to  12-month  time  horizon) 


U.S.  equities  are  coded  against  the  S&P  500:  Japanese  equities  are  coded  against  the  Toltyo  Steele  Price  Index  (TOPIX):  equities  trom  ottier 
countries  are  coded  against  the  appropriate  local  index 

Buy:  Expected  to  outperform  the  market       HoM:  Expected  to  match  the  market.       Underpwtonn:  Expected  to  underperform  the  market. 

Lhiuiillty  Cod*  (tiased  on  20  prior  trading  days) 

US  stocks  are  coded  based  on  a  descending  scale  of  1-5.  with  1  representing  the  most  liquid  guintile  of  the  S&P  500  based  on  the  dollar  value  of 
shares  traded.  The  quintile  ranges  are  printed  each  week  in  the  Equity  Research  Weekly 

Salomon  Brothers  Inc  actively  trades  in  the  securities  of  the  companies  in  the  airlines  industry  for  customers'  accounts  and  for  its  own  accounts 
Salomon  Brothers  Inc  also  may  issue  options  on  securities  of  the  companies  in  the  industry  and  may  trade  for  its  own  accounts  in  options  that 
have  been  issued  by  others.  We,  accordingly,  may  at  any  time  have  a  long  or  short  position  in  any  such  security  or  in  options  on  any  such 
security 

Although  the  information  in  this  report  has  been  obtained  from  sources  that  Salomon  Brothers  Inc  believes  to  be  reliable,  we  do  not  guarantee  Its 
accuracy,  and  such  information  may  be  incomplete  or  condensed.  All  opinions  and  estimates  included  in  this  report  constitute  our  judgment  as  of 
this  date  and  are  subject  to  change  without  notice  This  report  is  tor  information  purposes  only  and  is  not  intended  as  an  offer  or  solicitation  with 
respect  to  the  purchase  or  sale  of  any  security  This  publication  has  been  approved  for  distribution  in  the  UK  by  Salomon  Brothers  International 
Limited,  a  member  of  the  SFA 
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The  National  Business  Aircraft  Association  (NBAA) 
appreciates  the  opportunity  to  provide  comments  for  the  record  of 
the  hearing  of  the  House  Subcommittee  on  Aviation  concerning  the 
financial  condition  of  the  airline  industry.   The  Subcommittee  is 
to  be  commended  for  focusing  on  this  serious  problem  which 
affects  the  nation,  as  well  as  the  entire  aviation  community. 

NBAA  represents  the  interests  of  over  3,200  member  companies 
which  operate  general  aviation  aircraft  as  an  aid  to  business. 
NBAA  members  generate  annual  revenues  in  excess  of  $3  trillion 
and  employ  more  than  16  million  people  worldwide.   They  recognize 
the  vital  role  of  the  air  transportation  system  in  the  nation's 
economy  and  their  respective  business  activities.   And,  they  rely 
on  the  airlines,  as  well  as  general  aviation,  for  their  business 
transportation  needs.   Consequently,  we  encourage  the 
Subcommittee  to  remain  sensitive  to  the  complementary  and 
important  role  of  general  aviation  as  it  considers  proposals  to 
assist  the  airlines. 

A  few  observations  about  the  role  of  general  aviation,  and 
NBAA's  membership,  may  be  helpful.   General  aviation  includes  all 
civilian  flying  apart  from  the  airlines.   The  use  of  general 
aviation  for  business  travel  is  safe,  efficient  and  effective, 
using  a  wide  range  of  aircraft,  from  single-engine  airplanes  to 
helicopters  to  intercontinental  business  jets.   It  accounts  for 
nearly  half  of  all  air  miles  flown  in  the  United  States,  twice  as 
many  annual  flying  hours  as  the  airlines  and  five  times  the 
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number  of  daily  departures.   It  transports  120  million  people 
every  year  —  which  is  more  than  those  carried  by  American 
Airlines,  or  by  20  of  our  nation's  top  25  airlines  combined.   In 
addition,  fewer  than  700  U.S.  airports  offer  any  airline  service 
at  all.   Over  10  times  as  many  locations  are  reached  safely  and 
efficiently  by  general  aviation.   Consequently,  for  many 
communities  and  businesses,  general  aviation  is  their  only  link 
to  the  air  transportation  system. 

General  aviation  truly  is  an  integral  part  of  our  nation's 
air  transportation  system.   And,  it  is  a  particularly  efficient 
form  of  travel,  consuming  less  than  seven  percent  of  all  fuel 
used  by  non-military  aircraft.   Nearly  three-quarters  of  all 
general  aviation  flying  hours  are  related  to  some  form  of 
business  or  commercial  activity. 

NBAA  member  companies  include  our  nation's  most  significant 
contributors  to  economic  growth  and,  as  indicated,  routinely  use 
general  aviation  to  meet  their  need  for  business  travel. 
Generally  identified  as  business  aviation,  the  use  of  general 
aviation  for  business  travel  brings  the  ebb  and  flow  of  commerce 
to  vast  areas  of  our  nation  not  served  by  airlines.   Business 
aviation  allows  companies  to  be  located  in  rural  areas,  thus 
offering  employment  beyond  urban  hubs,  and  it  enables  sales  men 
and  women  to  serve  their  territories  much  like  one  would  use  an 
automobile.   These  capabilities  of  general  aviation  can  be 
instruments  of  economic  development. 

-  2  - 


872 


Again,  as  you  consider  the  financial  condition  of  the 
airline  industry,  please  remember  that  air  transportation  plays  a 
pivotal  role  in  our  economy  and  that  general  aviation  is  an 
integral  part  of  our  air  transportation  system.   Like  other 
elements  of  the  aviation  industry,  general  aviation  has  been  hurt 
by  the  recession  as  well  as  by  the  lack  of  enlightened  policies 
that  would  capitalize  on  this  unique  transportation  resource. 
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March  5,  1993 


Subcommittee  on  Aviation 

Conmiittee  on  Public  Works  and  Transportation 

U.S.  House  of  Representatives 

Suite  2165 

Raybum  House  OfGce  Building 

Washington,  D.C.  20515 

RE:  Financial  Condition  of  the  Airline  Industry 

The  Regional  Airline  Association  (RAA)  appreciates  this  opportunity  to  present 
information  for  the  record  for  the  February  16,  17,  and  24  Hearing  on  the  Financial 
Condition  of  the  Airline  Industry.   RAA  is  a  Washington-D.C.  based  trade  organization 
which  represents  the  interests  of  U.S.  regional  airlines  and  the  suppliers  of  products  and 
services  to  the  industry. 

There  are  approximately  150  regional  airlines  providing  short-haul  scheduled  airline 
service  to  more  than  800  airports  in  North  America.  More  than  two-thirds  of  these  cities 
depend  exclusively  on  regional  airlines  for  their  access  to  the  national  transportation 
system.  The  industry  transported  an  estimated  45  million  passengers  in  1992, 
representing  an  increase  of  7  percent  over  1991  traffic.   This  compares  with  only  1 1 
mLlion  passengers  in  1978.  Regional  carriers  now  employ  over  40,000  persons  in  every 
state  of  the  union  and  the  industry  contributes  an  estimated  $20  miUion  annually  in 
economic  activity  to  the  U.S.  economy. 

RAA  and  its  member  carriers  strongly  believe  that  reregulation  is  not  the  solution  to  the 
current  problems  faced  by  major  and  regional  carriers.  Economic  deregulation  in  1978 
fostered  the  initial  growth  of  regional  airline  service,  resulting  today  in  an  industry  that  is 
an  integral  component  of  the  national  transportation  system. 

While  we  realize  that  there  are  no  quick  fixes  or  easy  solutions  to  the  problems  currently 
plaguing  the  airline  industry,  there  are  actions  that  can  be  taken  by  the  Congress  and  the 
Executive  Branch  to  assist  air  carriers.  These  include  the  following: 
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ADOPT  AND  RATIONAL  REGULATORY  POUCY  -  The  effect  of 
imposing  new  laws  and/or  regulations  must  take  into  consideration  the 
cumulative  effect  of  existing  regulatory  or  legal  requirements  on  the  costs  of 
doing  business  for  regional  carriers.  The  cost/benefit  analysis  and  safety 
arguments  must  be  sufficient  to  justify  imposing  additional  requirements  on 
an  industry  in  severe  economic  distress. 

REMOVE  AND  DO  NOT  IMPOSE  UNJUSTIFIED  TAXES  AND  FEES  - 
Congress  should  not  authorize  taxes  and  fees  for  the  purpose  of  revenue 
generation  in  the  absence  of  providing  a  timely  benefit  to  airline  passengers. 
As  an  example,  only  eight  percent  of  the  ten  percent  ticket  tax  goes  to  the 
largely  unspent  Airport  and  Airways  Trust  Fund,  while  the  remaining  two 
percent  goes  to  the  general  fund  to  offset  deficit  spending  in  other  federal 


PROVIDE  AN  AIR  TRAFHC  CX)NTROL  SYSTEM  THAT  CAN 
RESPOND     TO  THE  DEMANDS  OF  THE  USERS  TO  INCREASE 
EFFICIENCY  -  Congress  and  the  Executive  Branch,  m  consultation  with 
system  users,  should  establish  and  maintain  a  timetable  for  procedural  and 
equipment  system  improvements.  Additionally,  changes  must  be  made  to 
the  federal  procurement  procedures  as  they  apply  to  the  Federal  Aviation 
Administration's  Air  Traffic  Control  System.  The  current  procurement 
procedures  restrict  the  capability  of  the  FAA  to  obtain  technology  in  a 
timely  maimer  with  the  result  that  there  is  significant  delay  in  achieving 
efficiency  improvements. 

REDUCE  THE  RANDOM  DRUG  TESTING  PERCENTAGE  AND 
RATIONALIZE  ALCOHOL  TESTING  REQUIREMENTS  -  Congress 
should  require  the  Department  of  Transportation  to  immediately  reduce  the 
present  50  percent  random  drug  testing  rate  to  10  percent.  The 
preponderance  of  data  strongly  supports  such  a  reduction,  from  both  a  safety 
and  cost  perspective.  This  thoroughly  justified  action  will  result  in  a 
significant  reduction  in  industry  expenses  associated  with  drug  testing. 
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Congress  should  not  require  that  the  airline  industry  be  subject  to  the 
proposed  alcohol  testing  rule.  The  proposed  regulations,  particularly  the 
random  testing  requirement  which  may  require  alcohol  breath  testing  devices 
at  every  regional  airline  domicile  and  layover  ci^,  would  impose  a  massive 
economic  burden  on  the  industry.  We  do  not  believe  that  the  proposed 
rule's  application  to  those  persons  employed  by  the  scheduled  airline 
industry  has  met  the  tests  of  the  most  fundamental  cost/benefit  examination. 


It  must  be  recognized  that  an  efficient  and  healthy  commercial  air  transportation  system 
brings  business  to  communities.  This  will  be  an  important  component  of  Congress  and 
the  Administration's  programs  to  stimulate  the  domestic  economy.  Scheduled  airline 
service,  including  regional  airline  service,  is  a  significant  criteria  in  locating  and 
maintaining  business  operations,  as  well  as  generating  employment  in  both  small  and 
large  cities.  This  link  needs  to  be  recognized  and  nurtiu'ed  to  the  benefit  of  all  parties. 


Respectfully  submitted, 

Walter  S.  Coleman 
President 
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February  19,  1993 


Mr.  James  L.  Obarstar 

Chairman 

House  Subcommittee  on  Aviation 

2251  Raybum  House  Office  Building 

Washington.  DC  20515 

Dear  Us.  Chairman: 

I  appreciate  the  Invitation  you  rendered  to  testify  before  your 
Subcommittee  on  Aviation  on  February  24  as  part  of  your  hearings 
on  the  financial  problems  of  the  U.S.  airline  industry.  I  congratulate 
you  for  holding  these  hearings  on  this  very  Important  issue. 

I  regret  to  inform  you  that  I  win  be  unable  to  testify  In  person  on  that 
date  because  of  an  extremely  Important  meeting  of  the  Alaska  Air 
Group  Board  of  Directors  on  qu£  financial  problems.  I  am  enclosing 
testimony  submitted  for  the  record  which  describes  Alaska  Air 
Group's  views  on  the  issues  before  your  subcommittee. 

I  apologize  again  for  not  being  able  to  testify  in  person.  I  look 
forward  to  working  with  you  to  address  the  serious  problems  facing 
the  airline  industry. 

Best  regards. 

Sin$arely, 


Enclosure 
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Alaska  Air  Group  is  headquartered  in  Seattle,  Washington.  Two  airlines 
operate  under  our  umbrella;  Alaska  Airlines  and  Horizon  Air  Industries. 
We  operate  throughout  the  West  Coast,  the  Rocky  Motmtain  states,  and 
into  Canada,  Mexico  and  Eastern  Russia. 

We  are  the  8th  largest  domestic  airline,  carrying  nearly  9-million 
passengers  in  1992.  Alaska  Airlines  and  its'  predecessors  date  back  over 
60  years  and  until  1992,  we  had  nineteen  consecutive  years  of 
profitability. 

Alaska  Airlines  has  bmlt  an  excellent  reputation  over  the  years  -  - 
winning  several  awards  for  our  meal  service,  roomy  seating,  customer 
oriented  personnel,  and  on-time  performance.  The  company  expanded 
cautiously  and  deliberately  after  de-regulation,  gaining  the  reputation  as 
a  "feisty  little  edrline".  As  an  aggressive  competitor  with  a  unique  style 
of  service,  Alaska  Airlines  has  achieved  an  impressive  market  share 
throughout  its  service  area.  Alaska  Airlines  has  been  frequently  singled 
out  as  a  well-managed,  financially  solid  company  with  a  strong  future, 
but  a  $84.8-million  loss  in  1992  has  required  some  very  difficult 
decisions  including: 

A.  a  reduction  of  our  flying  schedule 

B.  elimination  of  1,100  jobs  (15%  of  our  work  force) 

C.  a  restructuring  of  the  operations  of  Alaska  Airlines 
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These  severe  steps  are  necessary  to  insure  the  long  term  survival 
of  the  company  -  -  but  it  is  not  enough.  There  are  edso  several  steps  that 
the  Congress  must  take  if  the  industry's  situation  is  to  improve. 

Bankruptcy  Laws 

If  Congress  does  only  one  thing  to  improve  the  health  of  the 
industry  -  -  it  will  be  to  change  the  bankruptcy  laws  and  the  Federed 
Aviation  Act  to  elinunate  the  ability  for  an  airline  to  use  Chapter  11  as  a 
meu-keting  strategy  to  lower  costs  and  reduce  fares 
below  the  profitable  level  of  so  called  "heedthy  airlines".  There  are 
several  specific  actions  that  could  immediately  improve  the  situation: 

1.  Time  limits:  The  Bankruptcy  Code  should  be  amended  to  set 
£m  outside  time  limit  in  which  to  re-orgzmize  emd  to  restrict  the 
time  period  during  which  a  bankrupt  airline  would  have  the 
exclusive  right  to  propose  a  plem  of  re-orgjmization.  The  time 
period  for  a  plan  of  re-organization  should  not  exceed  six  months. 
Further,  since  the  problem  is  here  right  now,  there  should  be  no 
"grandfather  clause"  for  companies  already  in  bankruptcy.  The 
dock  should  steurt  on  the  day  the  new  law  is  passed. 
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2.  Pricing;  The  Code  should  be  amended  to  provide  that  a 
bankrupt  carrier  could  not  price  at  levels  below  the  lesser  of  (a) 
prices  prevailing  for  a  particular  city  pair  or  (b)  prices  below  the 
carriers  cost,  assuming  the  Ceurier's  operating  cost  and  debt  had 
not  been  reduced  by  bankruptcy  court  protection.  While  this 
solution  may  seem  cumbersome,  this  abuse  of  the  fair  market  is 
the  major  part  of  the  problem  today. 

3.  The  Federal  Aviation  Act :  Under  Section  401  (r)  of  the  Federal 
Aviation  Act  it  is  the  responsibility  of  the  Department  of 
Transportation  to  monitor  the  economic  fitness  of  air  carriers  to 
properly  perform  air  transportation.  The  Federal  Aviation  Act 
should  be  changed  so  as  to  mandate  the  revocation  of  an  air 
carrier's  certificate  after  a  continuous  period  of  365  days  operation 
under  Chapter  11  of  the  bankruptcy  code.  While  such  a  carrier 
would  be  free  to  file  a  new  application  for  a  certificate,  the  DOT 
would  be  required  to  examine  the  application  with  the  same 
diligence  and  scrutiny  that  is  required  of  any  new  applicant.  If 
approval  is  granted  by  the  EXDT,  there  would  be  no  interruption  in 
the  carriers'  service.  The  Act  should  be  amended  to  require  that 
the  impact  of  continued  operation  by  such  a  carrier  in  the  domestic 
air  transportation  industry  be  one  factor  considered  in  this 
examination. 
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4.  Consumer  Protection:  For  bankrupt  carriers,  consumer 
protection  mechanisms  similar  to  charter  carriers  should  be 
imposed,  e.g.:  a)  proceeds  from  advance  ticket  sales  should  be 
held  in  escrow  or  bonded  against  until  the  ticket  is  actually  used. 
This  would  discourage  a  "fire-sale"  mentality  to  raise  short  term 
cash  at  the  expense  of  long  term  travel  "debt",  b)  The  carrier 
should  be  required  to  disclose  to  the  customer  the  risk  of  non- 
performance by  the  carrier. 

Conclusion: 

Tciking  action  on  the  above  areas  will  undoubtedly  ignite  cries  of 
"Re-regulation";  this  very  word  carries  ideological  sentiments  which 
make  rational  policy-making  and  legislation  difficult.  For  some  it 
suggests  a  return  to  the  day  of  a  totally  regulated  industry  in  virtually 
all  economic  areas.  For  others,  it  represents  a  rallying  cry  against  any 
government  involvement  relating  to  our  industry's  competitive 
environment.  In  reality,  however,  the  actions  proposed  are  sound 
adjustments  to  existing  laws  and  regulations. 

A  hands-off  approach  by  Congress  to  the  abuse  of  the  bankruptcy 
laws  in  our  industry  would  not  only  be  short-sighted  but  establish  as  a 
matter  of  public  policy  that  bankruptcy  is  good  for  the  public  even 
though  failed  airlines  are  taking  down  the  successful  ones. 
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There  are  a  host  of  other  serious  issues  to  be  considered,  not  the 
least  of  which  is  a  long  list  of  airline  specific  taxes  being  considered  by 
the  federal  government  as  well  as  nearly  every  state  in  the  country. 

There  are  also  many  existing  taxes  and  regulatory  roadblocks  at 
the  Federal  level  that  unnecessarily  restrict  the  business. 

The  airline  industry  is  a  vital  part  of  this  country's  economic  and 
social  fabric  and  we  see  more  trouble  ahead  without  immediate  action 
by  Congress  on  these  and  other  issues. 
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